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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

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

<\

For the quarterly period ended April 30, 2010

OR

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

For the transition period from to
Commission file number 0-29230

TAKE-TWO INTERACTIVE SOFTWARE, INC.

(Exact Name of Registrant as Specified in Its Charter)

Delaware 51-0350842
(State or Other Jurisdiction of (LLR.S. Employer
Incorporation or Organization) Identification No.)
622 Broadway
New York, New York 10012
(Address of principal executive offices) (Zip Code)

Registrant's Telephone Number, Including Area Code: (646) 536-2842

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yesy No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yeso No o
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Large accelerated filer y Accelerated filer o Non-accelerated filer o Smaller reporting company o

(Do not check if a
smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yeso Noy

As of June 4, 2010, there were 84,754,333 shares of the Registrant's Common Stock outstanding.




Edgar Filing: TAKE TWO INTERACTIVE SOFTWARE INC - Form 10-Q

Table of Contents

INDEX

PART 1. FINANCIAL INFORMATION 2
Item 1. Financial Statements (Unaudited)
2
Condensed Consolidated Balance Sheets
2
Condensed Consolidated Statements of Operations
3
Condensed Consolidated Statements of Cash Flows
4
Notes to Unaudited Condensed Consolidated Financial Statements
3
Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
22
Item 3. Quantitative and Qualitative Disclosures About Market Risk
37
Item 4. Controls and Procedures
37
PART 1L OTHER INFORMATION
38
Item 1. Legal Proceedings
38
Item 1A. Risk Factors
38
Item 5. Other Information
39
Item 6. Exhibits
40
Signatures
41

(All other items in this report are inapplicable)




Edgar Filing: TAKE TWO INTERACTIVE SOFTWARE INC - Form 10-Q

Table of Contents

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

TAKE-TWO INTERACTIVE SOFTWARE, INC. and SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)

April 30, October 31,
2010 2009
(Unaudited) (As adjusted)
ASSETS
Current assets:
Cash and cash equivalents $ 180,516 $ 102,083
Accounts receivable, net of allowances of $54,798
and $37,191 at April 30, 2010 and October 31,

2009, respectively 39,295 181,065
Inventory 24,761 26,687
Software development costs and licenses 205,798 167,341
Prepaid taxes and taxes receivable 8,385 8,814
Prepaid expenses and other 55,509 47,473
Assets of discontinued operations 2,939 95,104
Total current assets 517,203 628,567
Fixed assets, net 23,123 27,049
Software development costs and licenses, net of
current portion 58,228 75,521
Goodwill 216,295 220,881
Other intangibles, net 22,582 23,224
Other assets 28,822 31,886
Total assets $ 866,253 $ 1,007,128

LIABILITIES AND STOCKHOLDERS'

EQUITY
Current liabilities:

Accounts payable $ 34939 $ 114,379
Accrued expenses and other current liabilities 167,071 172,784
Deferred revenue 13,125 6,334
Liabilites of discontinued operations 5,652 60,796

Total current liabilities 220,787 354,293
Long-term debt 100,443 97,063
Income taxes payable 7,977 10,146

Total liabilities 329,207 461,502
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Commitments and contingencies
Stockholders' Equity:
Preferred stock, $.01 par value, 5,000 shares
authorized - -
Common stock, $.01 par value, 150,000 shares
authorized; 83,979 and 81,925 shares issued and
outstanding at April 30, 2010 and October 31,

2009, respectively 840 819
Additional paid-in capital 677,774 658,794
Accumulated deficit (139,295) (122,179)
Accumulated other comprehensive income (loss) (2,273) 8,192
Total stockholders' equity 537,046 545,626
Total liabilities and stockholders' equity $ 866,253 $ 1,007,128

See accompanying Notes.
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TAKE-TWO INTERACTIVE SOFTWARE, INC. and SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

(in thousands, except per share amounts)

Net revenue
Cost of goods sold

Gross profit

Selling and marketing
General and administrative
Research and development
Depreciation and amortization

Total operating expenses

Income (loss) from operations
Interest and other, net

Income (loss) from continuing operations before income taxes
Provision (benefit) for income taxes

Income (loss) from continuing operations
Income (loss) from discontinued operations, net of taxes

Net income (loss)

Earnings (loss) per share:
Continuing operations
Discontinued operations

Basic earnings (loss) per share

Continuing operations
Discontinued operations

Diluted earnings (loss) per share

See accompanying Notes.

Three Months Ended April 30,

2010

$ 268,002
156,779

111,223

43,476
24,569
12,908

3,632

84,585

26,638
(7,764)

18,874
1,958

16,916
(158)

$ 16,758

$ 0.20
0.00

$ 0.20

$ 0.20
0.00

$ 0.20

2009

(As adjusted)
$ 174,250 $
109,877

64,373
29,572
29,897

14,759
4,497

78,725

(14,352)
(1,513)

(15,865)
(5.454)

(10,411)
331

$ (10,080) $

$ (0.13) $
0.00

$ (0.13) $

$ (0.13) $
0.00

$ (0.13) $

Six Months Ended April 30,

2010

431,240
257,137

174,103

84,570
53,264
28,363

7,791

173,988

115
(12,577)

(12,462)
4,444

(16,906)
(210)

(17,116)

0.22)
0.00
0.22)

(0.22)
0.00

0.22)

2009

(As adjusted)

$

323,601
212,594

111,007

68,243
68,352
35,702

9,279

181,576

(70,569)
875

(69,694)
(5,435)

(64,259)
3,791

(60,468)

(0.84)
0.05

(0.79)

(0.84)
0.05

(0.79)
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TAKE-TWO INTERACTIVE SOFTWARE, INC. and SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(in thousands)

Operating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by (used for) operating
activities:
Amortization and impairment of software development costs and licenses
Depreciation and amortization
Loss (income) from discontinued operations
Amortization and impairment of intellectual property
Stock-based compensation
Loss on sale of subsidiary
Deferred income taxes
Gain on sale of discontinued operations, net of taxes
Other, net
Changes in assets and liabilities, net of effect from purchases of businesses:
Accounts receivable
Inventory
Software development costs and licenses
Prepaid expenses, other current and other non-current assets
Deferred revenue

Accounts payable, accrued expenses, income taxes payable and other liabilities

Net cash provided by discontinued operations
Net cash provided by (used for) operating activities

Investing activities:
Purchase of fixed assets
Cash received from sale of subsidiary
Net cash provided by sale of discontinued operations
Payments in connection with business combinations, net of cash acquired

Net cash provided by (used for) investing activities

Financing activities:
Proceeds from exercise of employee stock options

Net cash provided by financing activities
Effects of exchange rates on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of period

See accompanying Notes.

$

$

Six months ended April 30,

2010

(17,116)

55,209
7,791
210
59
13,560
3,646

4

(1,407)
5,256

141,770
1,611
(75,906)
(9,159)
6,791
(92,291)
968

40,988
3,743)
2,768

37,250

36,275

1,170

78,433

102,083

180,516

$

$

2009
(As adjusted)

(60,468)
46,800
9,279
(3,791)
419
11,500
(144)
(3,551)
73,328
13,767
(68,514)
4,444
(30,354)

(98,573)
13,114

(92,744)

(5,567)

(500)

(6,067)

(1,854)

(100,661)

280,277

179,616
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TAKE-TWO INTERACTIVE SOFTWARE, INC. and SUBSIDIARIES
Notes to Unaudited Condensed Consolidated Financial Statements

(Dollars in thousands, except share and per share amounts)

1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

non

Take-Two Interactive Software, Inc. (the "Company," "we," "us," or similar pronouns) was incorporated in the state of Delaware in 1993. We
are a global publisher and developer of interactive entertainment software. Our business consists of our wholly-owned labels Rockstar Games
and 2K, which publishes its titles under 2K Games, 2K Sports and 2K Play. We develop, publish, market and sell software titles for the
following gaming and entertainment hardware platforms:

Sony Microsoft Nintendo Apple
PlayStation®3 Xbox 360® Wii iPhone
PlayStation®2 DS iPod® touch

PSP® (PlayStation®Portable) iPad

We also develop and publish software titles for the PC and for digital distribution.
Basis of Presentation

The accompanying Condensed Consolidated Financial Statements include the accounts of the Company and reflect all normal and recurring
adjustments necessary for fair presentation of our financial position, results of operations and cash flows. Inter-company accounts and
transactions have been eliminated. The preparation of these Condensed Consolidated Financial Statements in conformity with accounting
principles generally accepted in the United States requires management to make estimates and assumptions that affect the amounts reported in
these Condensed Consolidated Financial Statements and accompanying notes. We adhere to the same accounting policies in preparation of
interim financial statements. As permitted under generally accepted accounting principles, interim accounting for certain expenses, including
income taxes, are based on full year assumptions when appropriate. Actual results could differ materially from those estimates.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States have been omitted pursuant to the rules and regulations of the Securities and Exchange Commission
("SEC"), although we believe that the disclosures are adequate to make the information presented not misleading. These Condensed
Consolidated Financial Statements and accompanying notes should be read in conjunction with our annual consolidated financial statements and
the notes thereto, included in our Annual Report on Form 10-K for the year ended October 31, 2009.

Reclassifications

Certain prior year amounts have been reclassified to conform to current year presentation for comparative purposes. See Note 2 for additional
information regarding our reclassifications.

Discontinued Operations

In February 2010, we completed the sale to SYNNEX Corporation ("Synnex") of our Jack of all Games third party distribution business, which
primarily distributed third party interactive entertainment software, hardware and accessories in North America. The financial results of our
distribution business and our gain on the sale of that business have been classified as discontinued operations in the Condensed Consolidated
Statements of Operations for all of the periods presented. The assets and liabilities of this business are reflected as assets and liabilities of
discontinued
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operations in the Condensed Consolidated Balance Sheets for all periods presented. See Note 3 for additional information regarding
discontinued operations. Unless otherwise noted, amounts and disclosures throughout the Notes to Unaudited Condensed Consolidated Financial
Statements relate to the Company's continuing operations.

Financial Instruments

The carrying amounts of our financial instruments, including cash and cash equivalents, accounts receivable, accounts payable and accrued
liabilities, approximate fair value because of their short maturities. We consider all highly liquid instruments purchased with original maturities
of three months or less to be cash equivalents. At April 30, 2010 and October 31, 2009 we had $14,630 and $9,235, respectively, of cash on
deposit reported as a component of prepaid expenses and other in the accompanying consolidated balance sheet because its use was restricted.

The estimated fair value of the Company's Convertible Notes (defined in Note 10) is $103,821 as of April 30, 2010. The fair value was
determined using observable market data for the Convertible Notes and its embedded option feature.

We transact business in various foreign currencies and have significant sales and purchase transactions denominated in foreign currencies. From
time to time, we use forward exchange contracts to mitigate foreign currency risk associated with foreign currency assets and liabilities
consisting primarily of cash balances and certain non-functional currency denominated inter-company funding loans, non-functional currency
denominated accounts receivable and non-functional currency denominated accounts payable. We do not enter into derivative financial
instruments for trading purposes. We do not designate foreign currency forward contracts as hedging instruments and accordingly, we mark to
market our foreign currency forward contracts each period and any gains and losses are recognized in net income (loss). At April 30, 2010, we
had forward contracts outstanding to purchase $32,603 of foreign currency in exchange for U.S. dollars and to purchase $15,025 of U.S. dollars
in exchange for foreign currencies with maturities of less than one year. The fair value of our foreign currency forward contracts was immaterial
as of April 30, 2010. For the three and six months ended April 30, 2010 we recorded $632 and $1,728, respectively, of losses related to foreign
currency forward contracts in interest and other, net.

Recently Issued Accounting Pronouncements
Business Combinations

On November 1, 2009 the Company adopted the guidance that requires acquiring entities in a business combination to recognize all assets
acquired and liabilities assumed in the transaction, establishes the acquisition-date fair value as the measurement objective for all assets acquired
and liabilities assumed, and requires the acquirer to disclose the nature and financial effect of the business combination. The guidance also
requires that assets acquired and liabilities assumed in a business combination that arise from contingencies to be recognized at fair value, if fair
value can be determined during the measurement period. This new rule specifies that an asset or liability should be recognized at time of
acquisition if the amount of the asset or liability can be reasonably estimated and that it is probable that an asset existed or that a liability had
been incurred at the acquisition date. The adoption of this guidance did not have an impact on our consolidated financial position, cash flows or
results of operations.

Intangibles Goodwill and Other

On November 1, 2009 the Company adopted the guidance issued for determining the useful life of a recognized intangible asset which applies
prospectively to intangible assets acquired individually or with a group of other assets in either an asset acquisition or business combination. The
adoption of this

10
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guidance did not have any impact on our consolidated financial position, cash flows or results of operations.
Debt

On November 1, 2009 the Company adopted the guidance specifying that issuers of convertible debt instruments that may be settled in cash
upon conversion should separately account for the liability and equity components in a manner reflecting the Company's non-convertible debt
borrowing rate.

In June 2009, we issued $138,000 of 4.375% Convertible Notes which was classified as long-term debt at October 31, 2009. On November 1,
2009 we calculated the difference between the principal amount of the Convertible Notes and the remaining liability component after the
bifurcation to be $43,592, which was reclassified to debt discount with a corresponding adjustment made to additional paid-in capital. Also upon
adoption of this new guidance, on November 1, 2009 we retrospectively adjusted the debt discount which is being amortized as non-cash interest
expense in our consolidated statement of operations in addition to the Convertible Notes' coupon interest payments over the five year period of
the Convertible Notes. For additional details on our Convertible Notes see Note 10.

Earnings Per Share

On November 1, 2009 the Company adopted new guidance which clarified that stock-based payment awards that entitle holders to receive
non-forfeitable dividends before they vest should be considered participating securities and included in the basic Earnings Per Share ("EPS")
calculation. The adoption of this guidance has been applied for all periods presented. For additional details on our EPS calculation see Note 12.

Measuring Liabilities at Fair Value

On November 1, 2009 the Company adopted new guidance which relates to the fair value measurement of liabilities. This guidance provides
clarification that in circumstances in which quoted prices in an active market for the identical liability are not available, a reporting entity is
required to measure fair value using a valuation technique that uses quoted prices for the identical liability when traded as an asset, quoted prices
for similar liabilities when traded as an asset or another technique that is consistent with the fair value principles. The adoption of this guidance
did not have a significant impact on our consolidated financial position, cash flows or results of operations.

Amendments to Variable Interest Entity Guidance

In June 2009, new guidance was issued which requires an enterprise to determine whether its variable interest or interests give it a controlling
financial interest in a variable interest entity. The primary beneficiary of a variable interest entity is the enterprise that has both (1) the power to
direct the activities of a variable interest entity that most significantly impacts the entity's economic performance and (2) the obligation to absorb
losses of the entity that could potentially be significant to the variable interest entity or the right to receive benefits from the entity that could
potentially be significant to the variable interest entity. The guidance will require ongoing reassessments of whether an enterprise is the primary
beneficiary of a variable interest entity. The guidance is effective at the start of a company's first fiscal year beginning after November 15, 2009
(November 1, 2010 for the Company). We are evaluating the impact that the adoption of this new guidance will have on our consolidated
financial position, cash flows and results of operations.

Multiple-Deliverable Revenue Arrangements

In October 2009, new guidance was issued related to the accounting for multiple-deliverable revenue arrangements. These new rules amend the
existing guidance for separating consideration in

11
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multiple-deliverable arrangements and establish a selling price hierarchy for determining the selling price of a deliverable. These new rules will
become effective, on a prospective basis, at the start of a company's first fiscal year beginning after June 15, 2010 (November 1, 2010 for the
Company). We are evaluating the impact that the adoption of this new guidance will have on our consolidated financial position, cash flows and
results of operations.

Certain Revenue Arrangements That Include Software Elements

In October 2009, new guidance was issued that changes the accounting model for revenue arrangements by excluding tangible products
containing both software and non-software components that function together to deliver the product's essential functionality. This new rule will
become effective, on a prospective basis, at the start of a company's first fiscal year beginning after June 15, 2010 (November 1, 2010 for the
Company). We are evaluating the impact that the adoption of this new guidance will have on our consolidated financial position, cash flows and
results of operations.

12
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2. RECLASSIFICATION AND ADOPTION OF NEW ACCOUNTING GUIDANCE

The following table provides a reconciliation of our adjusted October 31, 2009 balance sheet for adjustments made related to the retroactive
adoption of new convertible debt accounting guidance (see Note 10 for additional information) and adjustments related to our discontinued
operations (see Note 3 for additional information).

Assets and
Adoption of liabilities of October 31,
October 31, convertible discontinued 2009
2009 debt guidance operations (As adjusted)
ASSETS
Current assets:
Cash and cash equivalents $ 102,083 $ 102,083
Accounts receivable, net of allowances" 207,180 $ (26,115) 181,065
Inventory 93,996 (67,309) 26,687
Software development costs and licenses 167,341 167,341
Prepaid taxes and taxes receivable 8,814 8,814
Prepaid expenses and other" 48,810 (1,337) 47,473
Assets of discontinued operations 95,104 95,104
Total current assets 628,224 - 343 628,567
Fixed assets, net 27,392 (343) 27,049
Software development costs and licenses, net
of current portion 75,521 75,521
Goodwill 220,881 220,881
Other intangibles, net 23,224 23,224
Other assets 33,329 (1,443) 31,886
Total assets $ 1,008,571 $ (1,443) $ - $ 1,007,128
LIABILITIES AND STOCKHOLDERS'
EQUITY
Current liabilities:
Accounts payable $ 172,976 $ (58,597) $ 114,379
Accrued expenses and other current liabilities 174,983 (2,199) 172,784
Deferred revenue 6,334 6,334
Liabilities of discontinued operations 60,796 60,796
Total current liabilities 354,293 - - 354,293
Long-term debt 138,000 (40,937) 97,063
Income taxes payable 10,146 10,146
Total liabilities 502,439 (40,937) - 461,502
Commitments and contingencies
Stockholders' Equity:
Preferred stock - -
Common stock 819 819
Additional paid-in capital 616,776 42,018 658,794
Accumulated deficit (119,655) (2,524) (122,179)
Accumulated other comprehensive income 8,192 8,192
Total stockholders' equity 506,132 39,494 - 545,626

Total liabilities and stockholders' equity $ 1,008,571 $ (1,443) $ - $ 1,007,128



@
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Additionally, the Company reclassified $7,785 of prepaid expenses and other assets to accounts receivable in its October 31, 2009
Consolidated Balance Sheet to conform to current year presentation.

14



Edgar Filing: TAKE TWO INTERACTIVE SOFTWARE INC - Form 10-Q

Table of Contents
3. DISCONTINUED OPERATIONS

In February 2010, we completed the sale of our Jack of all Games third party distribution business, which primarily distributed third party
interactive entertainment software, hardware and accessories in North America, for approximately $44,000, including $37,250 in cash, subject to
purchase price adjustments, and up to an additional $6,750 based on the achievement of certain items. The sale will allow us to focus our
resources on our publishing operations. For the three and six months ended April 30, 2010, we recorded a gain on the sale of $1,407. The
financial results of our distribution business and our gain on the sale of that business have been classified as discontinued operations in our
Condensed Consolidated Statements of Operations for all of the periods presented. The assets and liabilities of this business are reflected as
assets and liabilities of discontinued operations in the Condensed Consolidated Balance Sheets for all periods presented.

The following is a summary of the results of the discontinued operations:

Three months ended Six months ended
April 30, April 30,

2010 2009 2010 2009
Net revenue $ 13,166 $ 55472 $ 131,937 $ 162,931
Income (loss) before income taxes $ (1,558 $ 523 $ 1,617) $ 6,036
Gain on sale 1,407 - 1,407 -
Provision for income taxes 7 (192) - (2,245)
Net income (loss) $ 58) $ 331 $ 210) $ 3,791

The following is a summary of the assets and liabilities of discontinued operations as of April 30, 2010 and October 31, 2009.

April 30,2010 October 31, 2009

Accounts receivable, net $ -3 26,115
Inventory - 67,309
Prepaid expenses and other 2,939 1,337
Fixed assets, net - 343
Total assets of discontinued operations $ 2939 $ 95,104
Accounts payable $ 3444 $ 58,597
Accrued expenses and other current liabilities 2,208 2,199
Total liabilities of discontinued operations $ 5,652 $ 60,796

4. MANAGEMENT AGREEMENT

In March 2007, we entered into a management services agreement (the "Management Agreement") with ZelnickMedia Corporation
("ZelnickMedia"), whereby ZelnickMedia provides us with certain management, consulting and executive level services. Strauss Zelnick, the
President of ZelnickMedia, serves as our Executive Chairman. In addition, we entered into employment agreements with Ben Feder and Karl
Slatoff to serve as our Chief Executive Officer and Executive Vice President, respectively. Both Mr. Feder and Mr. Slatoff are partners of
ZelnickMedia. The Management Agreement expires in October 2012 and provides for an annual management fee of $2,500 and a maximum
bonus of $2,500 per fiscal year based on the Company achieving certain performance thresholds. In consideration for ZelnickMedia's services
under the Management Agreement, we recorded consulting expense (a component of general and administrative expenses) of $937 and $687

10
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for the three months ended April 30, 2010 and 2009, respectively, and $1,875 and $1,562 for the six months ended April 30, 2010 and 2009,
respectively.

Pursuant to the Management Agreement, in August 2007, we issued stock options to ZelnickMedia to acquire 2,009,075 shares of our common
stock at an exercise price of $14.74 per share, which vest over 36 months and expire 10 years from the date of grant. Each month, we remeasure
the fair value of the unvested portion of such options and record compensation expense for the difference between total earned compensation at
the end of the period and total earned compensation at the beginning of the period. As a result, changes in the price of our common stock
impacts compensation expense or benefit recognized from period to period. We recorded stock-based compensation related to this option grant
of $889 and $770 for the three months ended April 30, 2010 and 2009, respectively, and $2,003 and $1,971 for the six months ended April 30,
2010 and 2009, respectively.

In addition, on June 13, 2008, we granted 600,000 shares of restricted stock to ZelnickMedia, that vest in three equal installments on June 13,
2009, 2010, and 2011; and 900,000 shares of restricted stock that vest over a four year period through 2012, provided that the price of our
common stock outperforms 75% of the companies in the NASDAQ Industrial Index measured annually on a cumulative basis. For the three
months ended April 30, 2010 and 2009, we recorded an expense of $899 and a benefit of $72, respectively, of stock-based compensation related
to these grants of restricted stock. For the six months ended April 30, 2010 and 2009, we recorded expenses of $280 and $320, respectively, of
stock-based compensation related to these grants of restricted stock.

5. FAIR VALUE MEASUREMENTS
We follow a three-level fair value hierarchy that prioritizes the inputs used to measure fair value. This hierarchy requires entities to maximize

the use of "observable inputs" and minimize the use of "unobservable inputs." The three levels of inputs used to measure fair value are as
follows:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than quoted prices included in Level 1, such as quoted prices for markets that are not active
or other inputs that are observable or can be corroborated by observable market data.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the
assets or liabilities. This includes certain pricing models, discounted cash flow methodologies and similar techniques that use
significant unobservable inputs.

The table below segregates all assets that are measured at fair value on a recurring basis (which is measured at least annually) into the most
appropriate level within the fair value hierarchy based on the inputs used to determine the fair value at the measurement date.

Quoted prices
in active Significant
markets other Significant
for identical observable unobservable
assets inputs inputs
April 30, 2010 (level 1) (level 2) (level 3)
Money market funds ~$ 98,319 $ 98,319 $ - $ -

On November 1, 2009, the Company adopted new Fair Value Measurements guidance, for all non-financial assets and liabilities that are
measured at fair value on a non-recurring basis, such as goodwill and identifiable intangible assets. The adoption of this guidance for
non-financial assets and liabilities that are measured at fair value on a non-recurring basis did not impact the Company's consolidated financial
position or results of operations.

11
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6. COMPREHENSIVE INCOME (LOSS)

Components of comprehensive income (loss) are as follows:

Three months ended Six months ended
April 30, April 30,
2010 2009 2010 2009
Net income (loss) $ 16,758 $ (10,080) $ (17,116) $ (60,468)
Foreign currency translation adjustment (2,525) 7,503 (10,465) (11,747)
Comprehensive income (loss) $ 14233 $ 2,577 $ (27,581) $ (72,215)
7. INVENTORY
Inventory balances by category are as follows:
April 30, October 31,
2010 2009
(As adjusted)
Finished products $ 195571 $ 20,288
Parts and supplies 5,190 6,399
Inventory $ 24761 $ 26,687

Estimated product returns included in inventory at April 30, 2010 and October 31, 2009 are $2,546 and $2,971, respectively.
8. SOFTWARE DEVELOPMENT COSTS AND LICENSES

Details of our software development costs and licenses are as follows:

April 30,2010 October 31, 2009
Current Non-current Current Non-current
Software development costs, internally developed $ 145181 $ 46,160 $ 123,018 $ 46,574
Software development costs, externally developed 59,425 10,957 42,306 27,202
Licenses 1,192 1,111 2,017 1,745
Software development costs and licenses $ 205798 $ 58,228 $ 167,341 $ 75,521

Software development costs and licenses as of April 30, 2010 and October 31, 2009 include $252,349 and $212,939, respectively, related to
titles that have not been released.

12
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9. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

Accrued expenses and other current liabilities consist of the following:

April 30, October 31,
2010 2009

(As adjusted)
Software development costs and royalties $ 47211 $ 55,151
Income tax payable and deferred tax liability 35,384 41,669
Compensation and benefits 19,614 16,749
Licenses 27,295 13,202
Marketing and promotions 9,194 11,038
Professional fees 3,439 6,153
Rent and deferred rent obligations 5,395 5,767
Deferred consideration for acquisitions - 1,103
Other 19,539 21,952
Accrued expenses and other current liabilities $ 167,071 $ 172,784

10. LONG-TERM DEBT

Credit Agreement

In July 2007, we entered into a credit agreement (the "Credit Agreement") which provides for borrowings of up to $140,000 and is secured by
substantially all of our assets and the equity of our subsidiaries. The Credit Agreement expires on July 3, 2012. Revolving loans under the Credit
Agreement bear interest at our election of (a) 2.00% to 2.50% above a certain base rate with a minimum 6.00% base rate (8.00% at April 30,
2010), or (b) 3.25% to 3.75% above the LIBOR Rate with a minimum 4.00% LIBOR Rate (7.25% at April 30, 2010), with the margin rate
subject to the achievement of certain average liquidity levels. We had no outstanding borrowings at April 30, 2010 and October 31, 2009. We
are also required to pay a monthly fee on the unused available balance, ranging from 0.25% to 0.75%.

Information related to availability on our Credit Agreement is as follows:

April 30, October 31,
2010 2009
Available borrowings $ 131,836 $ 88,137
Outstanding letters of credit 8,164 11,560

We recorded $485 and $1,551 of interest expense and fees related to the Credit Agreement for the three months ended April 30, 2010 and 2009,
respectively. We recorded $1,073 and $3,489 of interest expense and fees related to the Credit Agreement for the six months ended April 30,
2010 and 2009, respectively. As of April 30, 2010, we were in compliance with all covenants and requirements in the Credit Agreement.

Convertible Notes

In June 2009, we issued $138,000 aggregate principal amount of 4.375% convertible senior notes due 2014 ("Convertible Notes"). The issuance
of the Convertible Notes included $18,000 related to the exercise of an over-allotment option by the underwriters. Interest on the Convertible
Notes is payable semi-annually in arrears on June 1% and December 1% of each year, commencing on December 1, 2009. The Convertible Notes
mature on June 1, 2014, unless earlier redeemed or repurchased by the Company or converted.
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The Convertible Notes are convertible at an initial conversion rate of 93.6768 shares of our common stock per $1 principal amount of
Convertible Notes (representing an initial conversion price of approximately $10.675 per share of common stock for a total of approximately
12,927,000 underlying conversion shares) subject to adjustment in certain circumstances. Holders may convert the Convertible Notes at their
option prior to the close of business on the business day immediately preceding December 1, 2013 only under the following circumstances:

(1) during any fiscal quarter commencing after July 31, 2009, if the last reported sale price of the common stock for at least 20 trading days
(whether or not consecutive) during a period of 30 consecutive trading days ending on the last trading day of the preceding fiscal quarter is
greater than or equal to 130% of the applicable conversion price on each applicable trading day; (2) during the five business day period after any
10 consecutive trading day period (the "measurement period") in which the trading price per $1 principal amount of Convertible Notes for each
day of that measurement period was less than 98% of the product of the last reported sale price of our common stock and the applicable
conversion rate on each such day; (3) if we call the Convertible Notes for redemption, at any time prior to the close of business on the third
scheduled trading day prior to the redemption date; or (4) upon the occurrence of specified corporate events. On and after December 1, 2013
until the close of business on the third scheduled trading day immediately preceding the maturity date, holders may convert their Convertible
Notes at any time, regardless of the foregoing circumstances. Upon conversion, the Convertible Notes may be settled, at our election, in cash,
shares of our common stock, or a combination of cash and shares of the Company's common stock.

At any time on or after June 5, 2012, the Company may redeem all of the outstanding Convertible Notes for cash, but only if the last reported
sale of our common stock for 20 or more trading days in a period of 30 consecutive trading days ending on the trading day prior to the date we
provide notice of redemption to holders of the Convertible Notes exceeds 150% of the conversion price in effect on each such trading day. The
redemption price will equal 100% of the principal amount of the Convertible Notes to be redeemed, plus all accrued and unpaid interest
(including additional interest, if any) to, but excluding, the redemption date.

Upon the occurrence of certain fundamental changes involving the Company, holders of the Convertible Notes may require us to purchase all or
a portion of their Convertible Notes for cash at a price equal to 100% of the principal amount of the notes to be purchased, plus accrued and
unpaid interest (including additional interest, if any) to, but excluding, the fundamental change purchase date.

The indenture governing the Convertible Notes contains customary terms and covenants and events of default. If an event of default (as defined
therein) occurs and is continuing, the Trustee by notice to the Company, or the holders of at least 25% in aggregate principal amount of the
Convertible Notes then outstanding by notice to the Company and the Trustee, may, and the Trustee at the request of such holders shall, declare
100% of the principal of and accrued and unpaid interest (including additional interest, if any) on all the Convertible Notes to be due and
payable. In the case of an event of default arising out of certain bankruptcy events, 100% of the principal of and accrued and unpaid interest
(including additional interest, if any), on the Convertible Notes will automatically become due and payable immediately. As of April 30, 2010,
we were in compliance with all covenants and requirements outlined in the indenture governing the Convertible Notes.

The Convertible Notes are senior unsecured obligations and rank senior in right of payment to our existing and future indebtedness that may be
expressly subordinated in right of payment to the Convertible Notes; equal in right of payment to our existing and future indebtedness that is not
so subordinated; junior in right of payment to any of our secured indebtedness to the extent of the value of the assets securing such indebtedness;
and structurally junior to all existing and future indebtedness incurred by our subsidiaries.
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In connection with the offering of the Convertible Notes, we entered into convertible note hedge transactions which are expected to reduce the
potential dilution to our common stock upon conversion of the Convertible Notes. The convertible note hedge transactions allow the Company
to receive shares of its common stock related to the excess conversion value that it would convey to the holders of the Convertible Notes upon
conversion. The transactions include options to purchase approximately 12,927,000 shares of common stock at $10.675 per share, expiring on
June 1, 2014, for a total cost of approximately $43,600, which was charged to additional paid-in capital.

Separately, the Company entered into a warrant transaction with a strike price of $14.945 per share. The warrants will be net share settled and
will cover approximately 12,927,000 shares of the Company's common stock and expire on August 30, 2014, for total proceeds of
approximately $26,300, which was credited to additional paid-in capital.

A portion of the net proceeds from the Convertible Notes offering was used to pay the net cost of the convertible note hedge transactions (after
such cost was partially offset by proceeds from the sale of the warrants). We incurred approximately $4,984 of banking, legal and accounting
fees related to the issuance of the Convertible Notes which were capitalized as debt issuance cost and will be amortized to interest and other
expense over the term of the Convertible Notes.

Adoption of new debt guidance impacting Convertible Notes

In May 2008, the FASB issued new accounting guidance on debt with conversion and other options. This guidance specifies that issuers of such
instruments should separately account for the liability and equity components in a manner that reflects the Company's nonconvertible debt
borrowing rate when interest cost is recognized in subsequent periods. The guidance requires retrospective application of its provisions and it
does not affect our cash flows. On November 1, 2009 we adopted this new guidance related to the accounting for convertible notes, and we
reclassified the difference between the fair value and the principal amount of our Convertible Notes balance to additional paid-in capital,
representing the fair value of the embedded conversion option of the Convertible Notes. We estimated the fair value to be $94,408, as of the date
of issuance of our Convertible Notes, assuming a 13% non-convertible borrowing rate. On November 1, 2009 we calculated the difference
between the principal amount of the Convertible Notes and the remaining liability component after the bifurcation to be $43,592 which we
reclassified to debt discount with a corresponding adjustment made to additional paid-in capital. Also upon adoption of this new guidance, we
retrospectively adjusted the debt discount which is being amortized using the effective interest method as non-cash interest expense in our
consolidated statement of operations in addition to the Convertible Notes' coupon interest payments over the five year period of the Convertible
Notes. The results of the retrospective amortization on our consolidated statement of operations reflected an additional pre-tax non-cash interest
expense of approximately $2,655 for the fiscal year ended October 31, 2009. Debt issuance costs of $4,984 were capitalized and are being
amortized to interest expense over the term of the Convertible Notes. Debt issuance costs of $1,574 were related to the equity component and
were recorded as a reduction of additional paid-in capital. See Note 2 for retrospective application to previously reported items.

The following table provides additional information related to our Convertible Notes:

April 30, 2010 October 31, 2009

Additional paid-in capital $ 42,018 $ 42,018

Principal amount of Convertible Notes $ 138,000 $ 138,000

Unamortized discount of the liability component 37,557 40,937

Net carrying amount of Convertible Notes $ 100,443 $ 97,063

Carrying amount of debt issuance costs $ 2,786 $ 3,127
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The following table provides the components of interest expense related to our Convertible Notes:

For the three months For the six months
ended ended
April 30,2010 April 30,2010
Cash interest expense (coupon interest expense) $ 1,510 $ 3,019
Non-cash amortization of discount on Convertible Notes 1,717 3,380
Amortization of debt issuance costs 171 341
Total interest expense related to Convertible Notes $ 3,398 $ 6,740

11. LEGAL AND OTHER PROCEEDINGS

Various lawsuits, claims, proceedings and investigations are pending involving us and certain of our subsidiaries as described below in this
section. Depending on the amount and the timing, an unfavorable resolution of some or all of these matters could materially affect our business,
financial condition, results of operations or cash flows. We have appropriately accrued amounts related to certain legal and other proceedings
discussed below. While there is a possibility that a loss may be incurred in excess of the amounts accrued in our financial statements, we believe
that such losses, unless otherwise disclosed, would not be material. In addition to the matters described herein, we are, or may become, involved
in routine litigation in the ordinary course of business which we do not believe to be material to our business, financial condition, results of
operations or cash flows.

Consumer Class Action and City of Los Angeles Litigation Grand Theft Auto: San Andreas. Beginning in July 2005, several consumers on
behalf of all purchasers of our Grand Theft Auto: San Andreas game, and the City Attorney for the City of Los Angeles on behalf of the State of
California, filed complaints alleging that we engaged in consumer deception and false advertising, breached an implied warranty of
merchantability and were unjustly enriched as a result of our alleged failure to disclose that Grand Theft Auto: San Andreas contained "hidden"
content. For pretrial purposes, these cases all were consolidated and transferred to the United States District Court for the Southern District of
New York (the "SDNY Court"). We agreed to a settlement of these cases in December 2007; however, in July 2008, the SDNY Court declined
to certify the proposed settlement class on the basis that, under controlling case law issued after the parties negotiated the settlement, the
plaintiffs could no longer meet their burden of showing that the case could proceed on the proposed class basis, regardless of whether the
purpose of certification was for litigation or settlement. The plaintiffs subsequently applied for, and on April 15, 2009 the U.S. Court of Appeals
for the Second Circuit granted, permission to file an interlocutory appeal.

We recently entered into agreements to resolve these cases on a non-class basis, on non-material financial terms. On February 16, 2010, the
SDNY Court dismissed the putative class actions.

Securities Class Action Grand Theft Auto: San Andreas and Option Backdating. In February and March 2006, four purported class action

complaints were filed against us and certain of our then current and former officers and directors in the SDNY Court. The actions were
consolidated, and in April 2007 the lead plaintiffs filed a consolidated second amended complaint which contained allegations related to
purported "hidden content" contained in Grand Theft Auto: San Andreas and the backdating of stock options, including the investigation thereof
conducted by the Special Litigation Committee of the Board of Directors and the restatement of our financial statements relating thereto. This
complaint was filed against us, our former Chief Executive Officer, our former Chief Financial Officer, our former Chairman of the Board, our
Rockstar Games subsidiary, and one officer and one former officer of our Rockstar Games subsidiary. The lead plaintiffs sought unspecified
compensatory damages and costs including attorneys' fees and expenses. In April 2008, the Court dismissed, with leave to amend, all claims as

to all defendants relating to Grand Theft Auto: San Andreas and certain
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claims as to our former CEO, CFO and certain director defendants relating to the backdating of stock options. In September 2008, the lead
plaintiff filed a third amended consolidated complaint seeking to reinstate these claims, which we opposed. On August 31, 2009, we entered into
a memorandum of understanding with the lead plaintiffs to comprehensively settle all claims asserted by them against us, our Rockstar Games
subsidiary and all of the current and former officers and directors named in the actions. Under the terms of the proposed settlement, we will pay
approximately $20,115 into a settlement fund for the benefit of class members, approximately $15,315 of which will be paid by our insurance
carriers and the balance of approximately $4,800 has previously been accrued for in our financial statements. In addition to the payment to the
settlement fund, we will also supplement the substantial changes that we have already implemented in our corporate governance policies and
practices. The proposed settlement is subject to the completion of final documentation and preliminary and final approval by the SDNY Court.
Neither we, our subsidiary nor any of the individuals admit any wrongdoing as part of the proposed settlement agreement.

St. Clair Derivative Action. In January 2006, the St. Clair Shores General Employees Retirement System filed a purported class and derivative
action complaint in the SDNY Court against us, as nominal defendant, and certain of our directors and certain former officers and direct