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BALLY TECHNOLOGIES, INC.
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Year Ended June 30, 2008

Forward Looking Statements

Certain statements made or incorporated by reference in this Annual Report on Form 10-K, in our other filings with the Securities and Exchange
Commission ("SEC"), in our press releases and in statements made by or with the approval of authorized personnel constitute "forward looking
statements" within the meaning of Section 27A of the Securities Act of 1933, as amended (the "Securities Act") and Section 21E of the
Securities Exchange Act of 1934, as amended (the "Exchange Act"), and are subject to the safe harbor created thereby. Forward looking
statements reflect intent, belief or current expectations with respect to, among other things, future events and financial trends affecting us.
Forward looking statements are typically identified by words such as "believes," "estimates," "expects," "anticipates," "plans," "should," "would"
and similar expressions.

non non non

Although we believe the expectations reflected in any forward looking statements are reasonable, readers are cautioned that forward looking
statements involve known and unknown risks and uncertainties, are not guarantees of future performance and that actual results, performance or
achievements may differ materially from any future results, performance or achievements expressed or implied by such forward looking
statements. These differences can arise as a result of the risks described in Item 1A, Risk Factors.

Forward looking statements in this Annual Report on Form 10-K speak only as of the date hereof, and forward looking statements in documents
incorporated by reference speak only as of the date of those documents. Unless otherwise required by law, we undertake no obligation to
publicly update or revise these forward looking statements, whether as a result of new information, future events or otherwise. In light of these
risks and uncertainties, we cannot ensure that the forward looking statements contained in this Annual Report on Form 10-K will, in fact,
transpire.

Unless the context requires otherwise, the terms "Bally," the "Company,
Bally Technologies, Inc. and its subsidiaries.

we" and "our" as used in this Annual Report on Form 10-K refer to

PART I

ITEM 1. BUSINESS

General

We are a diversified, worldwide gaming company that designs, manufactures, distributes and operates gaming devices and computerized
monitoring and accounting systems for gaming devices. In addition to selling our gaming devices, we also offer our customers a wide range of
rental options. Our primary technologies include gaming devices for land-based, riverboat and Native American casinos, video lottery and
central determination markets and specialized system-based hardware and software products. Our specialized system-based hardware and
software products provide casinos with a wide range of marketing, data management, accounting, security and other software applications and
tools to more effectively manage their operations. We also own and operate the Rainbow Casino, a dockside riverboat casino in Vicksburg,
Mississippi.

We derive our revenue from the following four sources:

Gaming Sale of gaming devices and related equipment, parts and conversion
Equipment kits;

Gaming Operation of linked progressive systems, video lottery and centrally
Operations determined systems and the rental of gaming devices and content;
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Systems Sale of computerized monitoring systems and related recurring hardware and software
maintenance revenue; and

Casino Operations Operation of the Rainbow Casino.

You can find further information regarding our individual business units in the notes to our consolidated financial statements included in this
Annual Report on Form 10-K and Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operations.

We were incorporated in Nevada on September 30, 1968, under the name Advanced Patent Technologies. Following two other name changes,
we became Alliance Gaming Corporation on December 19, 1994, and on March 6, 2006, we changed our name to Bally Technologies, Inc. Our
principal executive offices are located at 6601 South Bermuda Road, Las Vegas, Nevada 89119; telephone (702) 584-7700. Our internet address
is www.ballytech.com. Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, proxy statements
and all amendments to those filings are available on our website, free of charge, as soon as reasonably practicable after such material is
electronically filed with or furnished to the SEC.

Company and Product Overview

Our business consists of two business segments, the Bally Gaming Equipment and Systems segment and the Rainbow Casino ("Rainbow" or
"Casino Operations") in Vicksburg, Mississippi. The Bally Gaming Equipment and Systems segment consists of three primary revenue sources:
Gaming Equipment, which includes the sale of gaming devices and related equipment, parts and conversion kits; Gaming Operations, which
includes the operation of linked progressive systems, video lottery and centrally determined systems and the rental of gaming devices and
content; and Systems, which includes the sale and support of computerized monitoring systems. Revenue from the Casino Operations is derived
from the operation of the Rainbow Casino. The following table sets forth the percentage of revenues of our business units for the periods
indicated:

Revenue by Business Unit

Year Ended June 30,
2008 2007 2006
(dollars in 000s)

Bally Gaming Equipment and
Systems

Gaming Equipment $410.1 46% $324.1 47% $225.1 42%

Gaming Operations 236.0 26% 176.4 26% 147.0 27%

Systems 206.3 23% 134.1 20% 120.5 22%
Casino Operations 47.3 5%  47.7 7%  49.0 9%

$899.7 100% $682.3 100% $541.6 100%

The financial information required with respect to each of our business segments and with respect to geographical areas can be found in the
consolidated financial statements included in this Annual Report on Form 10-K and the related notes.

Bally Gaming Equipment and Systems Gaming Equipment

We design, manufacture, assemble, sell, maintain and operate a full range of technology-based gaming devices and related equipment, parts and
conversion kits. These devices are normally configured to specific requirements based on a customer's particular order. Gaming devices are
differentiated by a number of factors including, but not limited to, game theme, cabinet style, pay table, game layout, betting denomination and
minimum/maximum betting amount.
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Our gaming devices include a variety of innovative features and layouts in both video and mechanical-reel formats. Our gaming devices come in
several different cabinet styles with some devices featuring high-profile top boxes with various game features and varying sizes geared towards
specific market niches. The gaming products we create are the result of comprehensive product development efforts that include extensive
internal and third party testing. We also perform market tests of our products with the cooperation of casino operators to assess reliability and
player appeal. We offer a number of different cabinet designs, from a standard upright to dramatic tower units to our new bar-top cabinet.

Our ALPHA Elite cabinet series features interchangeable video and mechanical-reel configurations and is recognized for its modularity,
meaning that gaming operators can easily convert one game into another without having to invest in a whole new device. In addition to easily
changing the cabinet from one game to another, the modularity of our cabinets allows gaming operators to convert cabinets from video to
mechanical-reel games and easily replace top boxes, button decks, and other key parts, protecting gaming operators' previously invested capital.
The modularity of our cabinets, combined with the use of common parts, also makes maintenance easier for our customers, providing
labor-saving benefits to gaming operators, while enabling a quicker manufacturing turn-around.

Our CineVision cabinet series features a wide-screen display that enables unique, on-screen progressive features and bonus events. Enhancing
this immersive interaction for players is a dynamic new surround-sound audio system and an advanced ergonomic design including padded
armrests that creates a unique zone of comfort and privacy for players.

Our CineReels CineVision cabinet design enables us to offer the industry's first seven-reel mechanical gaming device and another industry first,
"micro-stepping" technology, that provides "all-stop" player control. This technology allows the player to immediately stop all of the reels at
once by tapping the "spin" button, thus enabling the player to establish their own rhythm of game play rather than have the game dictate the pace
of play.

Each gaming device contains an operating system referred to as a game platform. The game platform manages the software needed to run the
device. Game platforms and the related computer systems are constantly updated and revised to keep pace with the ever-increasing complexity
of modern game play requirements. The change in game play requirements is driven by, among other things, changes in consumer demand,
capacity, security and regulation. In fiscal 2005, we completed the successful migration from our legacy platforms, including the V7000 and
EVO , to the Linux-based ALPHA OS platform. ALPHA OS is now the platform for our video and mechanical reel gaming device product
offerings and, as a result, marketing of our legacy products has generally been discontinued.

The ALPHA OS platform is designed to separate the gaming operating system from the game layer, which enables game development in a much
shorter time. ALPHA OS is also designed to incorporate bonusing, free spin, scatter and other advanced game features, while providing internal
and third-party developers with a secure, easy-to-use programming environment that incorporates an advanced set of development tools.
Moreover, ALPHA OS is designed to support networked and server-based gaming initiatives, including download of game results and game
content and configuration management. Additionally, our layered architecture and modular design allows for adaptability and simplified
requirement changes. ALPHA OS is designed to support Gaming Standard Association ("GSA") standards and is compatible with most common
accounting, ticketing and bonusing systems. ALPHA OS also supports various game bonusing, multi-denomination, multi-game and multi-pay
table game configurations and can operate with stand alone, local and wide-area progressive products.

Our sales are not limited to our gaming devices. Customers that purchase or rent our gaming devices typically purchase replacement parts,
upgrades, game conversion kits and other products from us to keep the devices in good working order and to enhance the underlying
performance of the devices. Certain equipment within gaming devices such as video monitors, bill validators, logic boards and
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printers are typically replaced, whether as a result of part failures or new technology offerings by our suppliers. These sales may also include
game conversion kits that provide our customers the opportunity to offer a new theme or variant on the existing product without the necessity of
purchasing an entirely new gaming device.

We generally offer a 90-day parts and labor warranty for new gaming devices. We provide several after-sale services to our customers including
customer education programs, a 24-hour customer service telephone hot-line, a web site for technical support, field service support programs and
spare parts programs. Our historical warranty expense as a percentage of revenues has been less than 1%. From time to time, we also sell used
gaming devices, including products made by us as well as those produced by our competitors. Generally, we acquire used devices as trade-ins
toward the purchase of new gaming devices. While a small secondary market exists in the United States, used devices are typically resold in
international markets where new device purchases often prove to be too costly. Where appropriate, we incur costs to recondition used devices
for resale or we may elect to destroy the devices. We also occasionally sell used equipment in lots on an "as is" basis to used device brokers and
customers. Used game sales totaled $14.4 million, $13.5 million and $15.0 million for the years ended June 30, 2008, 2007 and 2006,
respectively.

Bally Gaming Equipment and Systems Gaming Operations

We offer our customers a wide range of rental options through our Gaming Operations division. Specifically, these arrangements are available
under four business models: linked progressive systems, rental and daily fee games, video lottery systems and centrally determined systems. In
most cases, operating gaming devices under a rental arrangement requires us to invest capital in manufacturing the gaming device and related
equipment, purchasing signs and seating and, in certain cases, acquiring certain intellectual property rights.

Linked Progressive Systems: We offer our customers gaming devices featuring a common jackpot or prize award that can be linked within a
casino, in a local-area network, or among multiple casinos within a market or jurisdiction in a wide-area network. Progressive gaming devices
are typically offered to customers under a daily fee arrangement that is based on a percentage of the money wagered on the participating gaming
devices. In many cases, we use a portion of these revenues to fund the ultimate payment of the jackpot awards. As of June 30, 2008, we had a
total of 1,040 units deployed on our wide-area progressive networks and 249 units deployed on our local-area progressive networks.

Rental and Daily-Fee Games: We offer a variety of non-linked games and content on a rental basis for either a fixed daily fee or a fee based on
the percentage of the net win generated by the gaming device. This category includes both gaming devices in which we retain ownership and
depreciate over their estimated useful lives and gaming devices the casino purchases which are classified as game sales revenues in which we
provide the game content on a daily-fee basis, that results in a lower daily-fee than if we were to lease the entire gaming device. We market our
rental and daily-fee games under such titles as Playboy®, Hot Shot Progressive , Quick Hit Platinum , Golden Monkey , Reel Winners , Hee
Haw®, Monte Carlo and Saturday Night Live . As of June 30, 2008, we had a total installed base of rental and daily fee games of 13,938 units.

Video Lottery Systems: We offer both video and mechanical reel devices that can operate as stand-alone devices or can interact with, or be
monitored by, central computers maintained by governmental agencies. The financial model for this market requires us to build, deploy and
maintain the devices as well as provide the related equipment in return for a share of the net win generated by the device.

Through a competitive bidding process, we and Sierra Design Group ("SDG") (prior to our acquisition thereof in March 2004) were each
awarded approximately 25% of the initial New York State Lottery ("NYSL") terminals to be installed at horseracing facilities throughout the
state. As of June 30, 2008,
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we earned recurring revenue from our installed base of 6,629 video lottery devices operated by NYSL. We also earn recurring revenues from
1,308 and 71 video lottery devices deployed at horseracing facilities under agreements with the Delaware State Lottery and Rhode Island State
Lottery Commissions, respectively.

Centrally Determined Systems: We offer video and mechanical reel devices that connect to a central server which determines the outcome of
the game. These systems primarily operate in Native American casinos in Washington, Florida and Oklahoma as well as in Mexico. In certain of
these jurisdictions, our customers purchase our gaming devices, in which case the purchases are classified as game sales revenues. In other
jurisdictions, our customers rent the gaming device, in which case the rental payments are classified as gaming operations revenues. In each
case, for the use of our central determination software we receive either a fixed daily fee or a percentage of the net win generated by the devices
connected to the system.

In December 2005, we began selling centrally determined gaming devices in Mexico. In the Mexican market, we sell gaming devices, where the
purchases are classified as game sales revenues, and derive a daily fee equal to a percentage of the net win for providing a system network,
gaming content, and monitoring, maintenance, consulting, marketing and promotion services. As of June 30, 2008, we had 9,968 gaming devices
deployed in Mexico.

Included in the total installed base of centrally determined games in Mexico are 6,520 iVIEW units installed in non-Bally games where we
charge a system connection fee. The centrally determined games count includes the iVIEW units in Mexico.

As of June 30, 2008, the installed base of devices connected to our centrally determined systems totaled 44,229.
Bally Gaming Equipment and Systems Systems

We design, program, license and support casino enterprise systems for a wide range of customers of varying size and complexity under our
Systems division. We believe we are the only provider in the industry that offers a selection of technology platform options to our customers.
Our products, which support GSA protocols, operate on platforms such as Windows®, AS/400 (iSeries), Linux and UNIX which allows our
customers to choose a technology solution that meets their existing or future infrastructure requirements.

Our systems typically provide casino operators features such as active, real-time monitoring tools for gaming devices, tools to collect and
manage customer data, security to protect against theft and data loss, and marketing programs to enhance the gaming experience. Our casino
enterprise product functionality has evolved from basic automation of manual activities to highly integrated mission critical applications as a
result of the convergence of gaming content and system applications into a single gaming-floor network. We market a number of technology
solutions as Bally's Networked Floor of the Future . Our Networked Floor of the Future product suite features products and technologies that are
designed for and take advantage of high-speed Ethernet gaming-floor network environments.

The following are the primary systems we license to our customers:

Slot Floor Management: Our game monitoring products are comprised of system-based hardware consisting of micro
controller-based printed circuit boards installed within the gaming device as well as card readers, displays and keypads. We
also develop proprietary firmware that controls and manages the hardware components of our systems. This equipment
provides casinos the ability to track player gaming activity through our casino management systems and monitor employee
access to gaming devices.
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Casino Management: Our casino management systems are composed of various system-based hardware and software
products that provide casino operators player loyalty solutions comparable to frequent guest programs offered in other
leisure and retail industries; database marketing and table game accounting solutions including the calculation of all revenue
and expense related items; and cage and credit accountability for all extensions of credit and cage cash balancing functions.
Our solutions are designed and deployed in both domestic and international markets and adaptable to foreign languages and
currencies. Our TableView product brings management of table game activities directly to the table with a high-tech touch
screen.

iVIEW Player-Communication Network: Our iVIEW network leverages a small, horizontal liquid-crystal display screen
and accompanying hardware and software that resides in the gaming devices and serves as a communication tool to end
players. Our iVIEW network is also designed to work with our Bally Power Bonusing suite of products and other new
technologies under development.

Bally Power Bonusing: The Bally Power Bonusing products represent an integrated set of cashless and bonusing features
to enhance the gaming experience of casino patrons. These products allow the transfer of funds using bar-coded coupons
and/or encrypted PIN numbers to download either restricted or unrestricted credits to the gaming device. These products,
combined with innovative and exciting promotions, allow casino operators to reduce cash and coin-handling expenses,
minimize overall operating expenditures and provide creative marketing incentives to their casino patrons.

Business Intelligence and Data Analysis: The Bally Business Intelligence applications, which span across all our products,
bring state-of-the-art data analytics to the casino's key executive and marketing management teams. The executive
dashboards, slot floor data and transaction visualization empowers casino operators to analyze customer activity and take
proactive actions that enhance revenue and profits.

Download and Configuration Manager ("DCM"):  Our DCM product enables casinos to download marketing content on
iVIEWs, configure gaming device paytables and game play options, and deliver new game content and game libraries from a
central server.

We market our system product solutions under the broad categories of Bally CMS® (Casino Management Systems), Bally SMS® (Slot
Management Systems) and Bally TMS (Table Management Systems).

Casino Operations

The Rainbow Casino, located in Vicksburg, Mississippi, began operations in July 1994. It is one of four casinos currently operating in the
Vicksburg, Mississippi market. The facility includes a 33,000 square-foot casino with 824 gaming devices and 10 table games, a 224-seat
buffet-style restaurant, and a 20,000 square-foot conference center. The Casino also includes the 89-room Rainbow Hotel, which is owned and
operated by a third party. Rainbow is marketed as a "locals" casino and draws mid-level gaming customers principally from within a 75-mile
radius of Vicksburg. Our promotions are focused primarily on direct mail and special promotional events. The Vicksburg casino market
generated approximately $274.8 million in gaming revenue for the year ended June 30, 2008.

We are the general partner of Rainbow Casino Vicksburg Partnership, L.P. ("RCVP"), the limited partnership that operates Rainbow. The
limited partner of RCVP is entitled to receive 10% of the net available cash flows of RCVP after debt service and other items, as defined in the
limited partnership agreement, which increases to 20% of the net available cash flows based on the incremental amount of revenues in excess of
$35.0 million, payable quarterly through December 31, 2010. We consolidate

6
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RCVP and record an adjustment to reflect the portion of earnings of RCVP attributable to minority shareholders.

The operation of casinos is a highly competitive business. Gaming of all types is available throughout Mississippi in numerous locations as well
as in surrounding markets. The principal competitive factors in the industry include the structure, age and location of the facility, the nature,
variety and quality of the amenities and customer services offered, and the continuous development, implementation and success of a variety of
marketing programs. Our Rainbow Casino faces intense direct competition from other gaming facilities servicing the Vicksburg market, and, to
a lesser degree, indirect competition from those servicing the Gulf Coast region. A new casino project adjacent to the Rainbow Casino is under
construction and is scheduled to open in November 2008 and a nearby competitor property recently expanded its casino and added 500 slot
machines and the market's largest live poker room.

Product Development

We believe providing gaming devices, content and systems with high entertainment value and key operational advantages coupled with a high
level of customer service is important to gaining market share. Our global product development for new and emerging technologies, including
many Networked Floor of the Future solutions, is primarily led through the Bally Innovation Lab. This lab focuses on emerging and
paradigm-shifting technologies through research and development of new gaming technologies, features, and products and was designed to
accelerate the commercial deployment of the most cutting-edge gaming devices, content and systems technologies. Our product-development
process for our gaming devices and content includes both hardware and software. Major areas of hardware development include cabinet style,
technical capability, interfaces, peripheral devices, and coin and currency handling. Hardware development efforts are focused on player appeal,
product reliability and ease of maintenance. Development cycles for hardware can range from a few days for simple enhancements to more than
a year for new electronics or new mechanical packages.

The software development process for new game content, which includes graphics development, is continuous and requires a significant
commitment of human resources. Creativity in software development is an important element in the market success and player appeal of our
gaming devices. Innovations in our development process and game design are generated internally, by customers and by third parties, many of
whom have entered into strategic relationships with us.

Product development for casino enterprise systems also includes hardware and software. The major areas of hardware development include
controller circuit board design and programming, as well as user interface devices such as card readers, keypads and displays. Software
development includes extensive application development, including elements such as databases, interfaces and protocols used in emerging
technologies, including many Networked Floor of the Future solutions, communication, security and automated backup and failure procedures.
We have developed a modular and extendible hardware and software architecture which focuses development on achieving greater functionality,
product reliability, ease of maintenance for the casino operator, and ease of use for the player. In addition, the architecture allows customers to
upgrade existing components or add new components with less impact as compared to a complete replacement. Development cycles for
hardware can vary between a few months for minor revisions to more than a year for major design changes. Software development results in
periodic product releases that include new features that extend or enhance the casino enterprise systems. Less significant revisions such as
periodic maintenance releases are also deployed to enable casino operators to correct problems or improve the usability of the system.

Our total expenditures on research and development was $60.8 million, $51.9 million and $45.1 million during the years ended June 30, 2008,
2007 and 2006, respectively. The increase in research and development expenditures over this three year period reflects our corporate focus on
our technology
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assets, the expansion of technical resources through our acquisitions, and the competitive landscape that requires continuous development of
future generations of gaming products and systems.

Sales and Marketing

We have a direct sales force consisting of approximately 45 employees located in multiple offices primarily in North America. We also, to a
lesser extent, utilize an independent distributor network to distribute our products. The agreements we have with distributors generally specify
minimum purchases and also provide that we may terminate the relationship if certain performance standards are not met.

Our direct sales force generated approximately 88%, 86% and 68% of new gaming device sales for the years ended June 30, 2008, 2007 and
2006, respectively. Distributors generated approximately 12%, 14% and 32% of new gaming device sales for the years ended June 30, 2008,
2007 and 2006, respectively. Substantially all of system revenues are generated by our direct sales force.

The sale of gaming devices takes place throughout our fiscal year and can range from proposals for a small quantity of units to several thousand
units. We conduct one-on-one meetings with our customers to demonstrate our products at their locations, host customers to private
demonstrations in our offices or at offsite venues, and participate in a number of trade shows domestically and internationally each year. In
certain cases, we participate in responding to competitive requests for proposals from private and public entities seeking to purchase gaming
equipment.

For casino enterprise system sales, we offer our customers the option of signing separate hardware and software maintenance agreements at the
time of sale. These agreements are typically for one-year terms and automatically renew unless otherwise canceled in writing by either party.
After an initial warranty period, typically 90 days, the customer is invoiced monthly for hardware and software maintenance fees that provide
for, among other things, repair or replacement of malfunctioning hardware and software, software version upgrades, and on-call support for
software.

The sale of enterprise systems is often a long process, at times extending beyond one year. Typically, a potential systems customer will
participate in a formal evaluation and selection of a system vendor. The level of sales available to us at any point in time can vary materially due
to a number of factors, including the capital budgets of our customers, availability of new product modules, timing associated with regulatory
approvals, and the success and features contained in the products sold by our competitors. The price paid for a full system can vary materially
from customer to customer depending on a number of factors, including but not limited to, the size of the gaming operation and the number of
functions contained in the system specified.

Product Markets

We believe that the total installed base of gaming devices in the United States is between 850,000 and 900,000 units. This total includes
land-based, riverboat, Native American casinos and video lottery markets. New sales opportunities for gaming devices in the United States and
Canada are primarily driven by replacement of existing units, new casino openings or expansions and the legalization of gaming in new markets.
The gaming industry also continues to expand in international markets. Europe, the Caribbean, South America, Mexico and the Pacific Rim are
currently our primary international markets. We regularly evaluate expanding our business into additional international markets.

We distribute our gaming devices through direct sales efforts and through a small number of distribution arrangements. Our international
business is conducted primarily from offices in Barcelona, Spain and Hanover, Germany for customers in Europe; Puerto Rico for customers in
the Caribbean; Buenos Aires, Argentina for customers in South America; Mexico City for customers in Mexico; and Macau, China for
customers in the Pacific Rim.
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The primary markets for casino enterprise systems are the United States and, to a lesser extent, Canada, South America, Europe, the Pacific Rim
and the Caribbean though additional international markets are beginning to emerge. The market for our casino enterprise systems includes new
casino openings, expansions and upgrades of existing facilities and the competitive replacement of other systems. We also generate new system
sales through the introduction of new hardware and software products. In many cases, domestic regulations require the implementation of a
system as part of their operational requirements while international markets have only recently begun the full implementation of such systems.
We believe, as international markets begin to mature and become more competitive, the use of systems will become more common.

Competition and Product Demand

The demand for gaming devices, content and systems varies depending on the level of new construction and renovation of casinos as well as
market conditions that might generate the need for new and replacement equipment and product innovation. For the year ended June 30, 2008,
our ten largest customers, including corporate customers with multiple casino properties, accounted for approximately 25% of gaming device
sales.

The demand for casino enterprise systems is driven by regulatory requirements in each applicable jurisdiction and by casino operators'
competitive need to properly track device and player activity and to establish and compile individual device and player profitability and other
demographic information. These features enable casinos to develop or enhance marketing strategies. Revenues for casino enterprise systems are
derived from selling products to new or existing customers. For the year ended June 30, 2008, the ten largest casino enterprise system customers,
which include certain multi-site casino operators that have corporate agreements, accounted for approximately 40% of game monitoring unit
sales revenues, with the largest single customer accounting for 13% of these revenues.

We compete with a number of domestic and international businesses in the various geographic markets where we sell our products. Our ability
to compete effectively is based on a number of factors including, but not limited to, our product quality, product depth, pricing, financing terms,
regulatory approvals, the successful development and protection of intellectual property as well as the success of our distribution, sales and
service levels.

International Game Technology ("IGT") is the market leader in the North American gaming device market. IGT has substantially greater
financial resources and more products and intellectual property than its competitors. Many of our customers derive a significant portion of their
gaming revenues using IGT products. Some of our other competitors currently include Aristocrat Leisure Limited ("Aristocrat"), Atronic
International, GTECH Holdings Corporation ("GTECH"), Konami Co. Ltd. ("Konami") and WMS Industries, Inc. ("WMS"). These competitors
also compete in the international markets we serve, along with well established foreign companies such as Ainsworth Game Technology Ltd,
Aruze Gaming America, Inc., Unidesa Gaming and Systems, Novomatic AG, and Recreativos Franco S.A.

The competition for casino enterprise systems is also significant. Product feature and functionality, accuracy, reliability, service level and pricing
are all among the key factors in determining a provider's success in selling its system. Our principal competition in casino management systems
currently consists of, among others, IGT, Aristocrat, Konami and several smaller competitive providers in the international market. Competition
is keen in this market due to the number of providers and the limited number of casinos and jurisdictions in which they operate.
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Manufacturing and Assembly Operations

We own our primary offices in Las Vegas, which were completed in 1990. The 150,000 square foot facility was constructed specifically for the
design, assembly and distribution of gaming equipment and to meet product design demands and varying levels of volume requirements.

In fiscal 2005, we completed a substantial change to our product line which has benefited our assembly operations. Historically, we managed a
series of game device platforms and product families which required certain dedicated resources and capacity in our assembly operations. In
fiscal 2005, we consolidated to the ALPHA OS platform; this consolidation and our engineering efforts towards common hardware components
has provided greater flexibility in our assembly operations where each product family can now be produced by an expanded set of assembly
lines with fewer internal product differences and more streamlined testing.

We believe our primary offices and related facilities in Las Vegas, as well as the process improvement initiatives noted above, will enable us to
increase production without adding significant floor space.

We generally buy raw material inventory to build our gaming devices when we receive firm orders from our customers. To the extent possible,
we also forecast the demand for our products to develop more efficient supply chains with our vendors. We create specifications and design
nearly all of the major assemblies that are incorporated into our gaming devices.

Patent, Copyright and Trade Secret Protection

We have been a long-standing participant in the development of intellectual property in our industry. We rely on a combination of patents,
copyrights, trade secrets, trademarks and proprietary information to maintain and enhance our competitive position. We have been granted
patents and have patent applications pending in the United States as well as in many foreign countries. The expiration dates of these patents vary
and are based on their filing and issuances dates. We intend to continue to actively file for patent protection, where reasonable, within and
outside the United States. We also seek protection for a large number of our products by filing for copyrights and trademarks in the United
States and various foreign countries. Under permission or license agreements with third parties, we also sell products covered by independently
filed copyrights and trademarks. Typically, these contracts require us to pay royalties to the licensing party. Royalty expenses are included in
cost of gaming and systems in our consolidated financial statements included in this report.

Employees and Labor Relations

As of June 30, 2008, we and our subsidiaries employed approximately 2,814 individuals worldwide, including approximately 343 employees at
Rainbow. None of our employees are covered by collective bargaining agreements. We believe we have satisfactory relationships with our
employees.

Gaming Regulations and Licensing

The manufacture and distribution of gaming devices, systems and the operation of gaming facilities are subject to extensive federal, state, local,
and foreign regulation. Virtually all of the jurisdictions in which we operate, and those jurisdictions in which we may operate in the future,
require licenses, permits, documentation of qualification, evidence of financial stability, and other requirements for approval. These jurisdictions
also typically require background investigations for the individual licensing of officers, directors, major stockholders and key personnel. In
addition, many jurisdictions require that the gaming devices, systems and other products we manufacture be submitted to state or independent
testing agencies for testing and approval before being distributed.

The regulations governing our activities in the jurisdictions where we operate vary from jurisdiction to jurisdiction and are subject to amendment
from time to time. Nevertheless, we are required to comply
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with the requirements in each jurisdiction, a time-consuming task that requires considerable company and local resources.

In the ordinary course of our business, we routinely consider opportunities to expand our gaming operations into additional jurisdictions.
Virtually all of those jurisdictions require licenses, permits, documentation of qualification, including evidence of financial stability, and other
forms of approval for companies engaged in the manufacture, distribution and operation of gaming devices as well as for the officers, directors,
major stockholders, and key personnel of such companies.

We and our key personnel have obtained or applied for all government licenses, registrations, findings of suitability, permits, and approvals
necessary for the manufacture, distribution and, where permitted, operation of gaming devices in the jurisdictions in which we do business. We
and the holders of our securities may be subject to the provisions of the gaming laws of each jurisdiction where we or our subsidiaries are
licensed or are applying for licensing or conduct business, including, without limitation, Arizona, California, Colorado, Connecticut, Delaware,
Florida, Illinois, Indiana, Iowa, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, Montana, Nevada, New Jersey, New Mexico,
New York, Oklahoma, Oregon, Pennsylvania, Puerto Rico, Rhode Island, South Dakota, Washington, West Virginia, Wisconsin, and the local
regulatory authorities within each such state including Native American authorities, as well as European, Chinese, Australian, Canadian,
Mexican and other foreign gaming jurisdictions in which we and our subsidiaries are licensed or conduct business.

Holders of voting securities of an entity licensed to manufacture and sell gaming devices, and in particular those with holdings in excess of 5%,
should note that local laws and regulations may affect their rights regarding the purchase of such voting securities and may require such persons
or entities to make certain regulatory filings or seek licensing, findings of qualification, or other approvals. In some cases, this process may
require the holder or prospective holder to disclose or provide consents to disclose personal and financial data in connection with necessary
investigations, the costs of which are typically borne by the applicant. The investigative and approval process can take six to twelve months to
complete under normal circumstances. Any person who acquires a controlling interest in us would have to meet the requirements of all
governmental bodies that regulate our gaming businesses. Certain changes in the make-up of our Board of Directors or management may require
the various gaming authorities to examine the qualifications of the new board or management.

Nevada.

Our gaming, manufacturing, and distribution operations are subject to the Nevada Gaming Control Act and the regulations promulgated
thereunder (the "Nevada Act") and various local ordinances and regulations. We are subject to the licensing and regulatory control of the Nevada
State Gaming Control Board (the "Nevada Board"), the Nevada Gaming Commission (the "Nevada Commission"), the Clark County Liquor and
Gaming Licensing Board (the "Clark County Board"), and various other county and city regulatory agencies, all of which are collectively
referred to as the "Nevada Gaming Authorities."

Nevada gaming law is based on policies concerning (i) the prevention of unsavory and unsuitable persons from having any involvement with
gaming; (ii) the strict regulation of all persons, locations, practices, associations and activities related to the operation of licensed gaming
establishments and the manufacture and distribution of gaming devices, cashless wagering systems and associated equipment; (iii) the
establishment and maintenance of responsible accounting practices and procedures; (iv) the maintenance of effective control over the financial
practices of licensees, including the establishment of minimum procedures for internal fiscal affairs and the safeguarding of assets and revenues,
providing reliable record-keeping and requiring the filing of periodic reports with the Nevada Gaming Authorities; (v) the prevention of cheating
and fraudulent practices; and (vi) providing a source of state
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and local revenues through taxation and licensing fees. A change in such laws, regulations and procedures, or non-compliance with some, could
have an adverse effect on our operations.

We are registered with the Nevada Commission as a publicly traded corporation. Our direct and indirect subsidiaries that manufacture or
distribute gaming devices are required to be licensed by the Nevada Gaming Authorities. The Nevada licenses require periodic payments of fees
and taxes and are not transferable. We have been found suitable to own the stock of the Nevada licensed companies that are our subsidiaries. We
are required to periodically submit detailed financial and operating reports to the Nevada Gaming Authorities and furnish any other information
the Nevada Gaming Authorities may require. No person may become a stockholder of or receive any percentage of the profits from our
subsidiary Nevada licensees without first obtaining licenses and approvals from the Nevada Gaming Authorities. We and our subsidiaries have
obtained the various licenses and approvals required to conduct our business in Nevada.

Only manufacturers and distributors that have been licensed by the Nevada Gaming Authorities may manufacture or distribute gaming devices
and cashless wagering systems for use or play in Nevada or for distribution outside of Nevada. All gaming devices manufactured for use or play
in Nevada must be approved by the Nevada Commission before they are distributed or exposed for play. The approval process for gaming
devices and cashless wagering systems includes rigorous testing by the Nevada Board, a field trial, and a determination as to whether the gaming
devices or cashless wagering systems meet strict technical standards set forth in the regulations of the Nevada Commission. Associated
equipment (as defined in the Nevada Act) must be administratively approved by the chairman of the Nevada Board before it is distributed in
Nevada.

The Nevada Gaming Authorities may investigate any individual who has a material relationship or involvement with us or our subsidiaries to
determine whether that individual is suitable or should be licensed as a business associate of a gaming licensee. Officers, directors, and key
employees are or may be required to be licensed or found suitable by the Nevada Gaming Authorities. A finding of suitability is comparable to
licensing, and both require submission of detailed personal and financial information followed by a thorough investigation. The applicant for
licensing or a finding of suitability must pay all the costs of the investigation. The Nevada Gaming Authorities may deny an application for
licensing or finding of unsuitability for any cause they deem reasonable.

If the Nevada Gaming Authorities were to find an officer, director, or key employee unsuitable for licensing or unsuitable to continue having a
relationship with us, the companies involved would have to sever all relationships with that person. In addition, the Nevada Gaming Authorities
may require us to terminate the employment of any person who refuses to file appropriate applications. Licensing and suitability determinations
are not subject to judicial review in Nevada.

We and our direct and indirect subsidiaries that manufacture or distribute gaming devices or conduct gaming operations are required to submit
detailed financial and operating reports to the Nevada Commission. Substantially all material loans, leases, sales of securities, and similar
financing transactions must be reported to and in some cases approved by the Nevada Commission.

If it were determined that we had violated the Nevada Act, our licenses could be limited, conditioned, suspended, or revoked, subject to
compliance with certain statutory and regulatory procedures. In addition, we could be subject to substantial fines for each separate violation.
Any such disciplinary action could, and revocation of any gaming license would, materially adversely affect our operations.

The Gaming Authorities may require the holder of any of our equity or debt securities to file applications, be investigated, and be found suitable
if the Nevada Commission has reason to believe that the holder's ownership would be inconsistent with the declared policies of Nevada. The

applicant must pay all costs of investigation incurred by the Nevada Gaming Authorities in conducting any such investigation.

12

14



Edgar Filing: BALLY TECHNOLOGIES, INC. - Form 10-K

The Nevada Act requires any person who acquires more than 5% of any class of our voting securities to report the acquisition to the Nevada
Commission. The Nevada Act requires that beneficial owners of more than 10% of any class of our voting securities apply to the Nevada
Commission for a finding of suitability within thirty days after the chairman of the Nevada Board mails written notice requiring such filing.
Under certain circumstances, an "institutional investor," as defined in the Nevada Act, that acquires more than 10%, but not more than 15%
(19% if such additional ownership results from a stock repurchase program conducted by us, subject to certain conditions), of a class of our
voting securities may apply to the Nevada Commission for a waiver of finding of suitability if the institutional investor holds the securities for
investment purposes only. An institutional investor shall not be deemed to hold voting securities for investment purposes unless the voting
securities were acquired and are held in the ordinary course of business as an institutional investor and not for the purpose of causing, directly or
indirectly, the election of a majority of the members of our Board of Directors, any change in our corporate charter, bylaws, management,
policies, or operations, or any other action the Nevada Commission finds to be inconsistent with holding the securities for investment purposes
only. Activities that are not deemed to be inconsistent with holding voting securities for investment purposes include: (i) voting on all matters
voted on by stockholders; (ii) making financial and other inquiries of management of the type normally made by securities analysts for
informational purposes and not to cause a change in our management, policies, or operations; and (iii) such other activities as the Nevada
Commission may determine to be consistent with investment-only intent. If the beneficial holder of voting securities who must be found suitable
is a corporation, partnership, or trust, it must submit detailed business and financial information including a list of beneficial owners. The
applicant is required to pay all costs of investigation.

Any person who fails or refuses to apply for a finding of suitability or a license within thirty days after being ordered to do so by the Nevada
Commission or the chairman of the Nevada Board may be found unsuitable. The same restrictions apply to a record owner if the record owner,
after request, fails to identify the beneficial owner. Any stockholder found unsuitable and who holds, directly or indirectly, any beneficial
ownership of our voting securities beyond such period of time as may be prescribed by the Nevada Commission may be guilty of a criminal
offense. We are subject to disciplinary action if, after we receive notice that a person is unsuitable to be a stockholder or to have any other
relationship with us or our subsidiaries, we (i) pay that person any dividend or interest upon our voting securities; (ii) allow that person to
exercise, directly or indirectly, any voting right conferred through securities held by that person; (iii) pay remuneration in any form to that
person for services rendered or otherwise; or (iv) fail to pursue all lawful efforts to require such unsuitable person to relinquish his or her voting
securities, including, if necessary, the immediate purchase of said voting securities for cash at fair market value. Additionally, the Clark County
Board has taken the position that it has the authority to approve all persons owning or controlling the stock of any corporation controlling a
gaming license.

‘We must obtain the prior approval of the Nevada Gaming Authorities before making certain public offerings of our securities, before
guaranteeing a security issued by us, and before imposing restrictions on the transfer of our equity securities or agreeing not to encumber such
restrictions.

Changes in control of Bally through merger, consolidation, stock or asset acquisitions, management or consulting agreements, or any act or
conduct whereby a person or entity acquires control may not occur without the prior approval of the Nevada Commission. Entities seeking to
acquire control of a registered corporation must satisfy the Nevada Board and Nevada Commission on a variety of stringent standards. The
Nevada Commission may also require controlling stockholders, officers, directors, and other persons having a material relationship or
involvement with the entity proposing to acquire control to be investigated and licensed as a part of the approval process relating to the
transaction.

The Nevada Legislature has declared that some corporate acquisitions opposed by management, repurchases of voting securities, and corporate
defense tactics affecting Nevada corporate gaming licensees and registered corporations that are affiliated with those operations may be injurious
to stable
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and productive corporate gaming. The Nevada Commission has established a regulatory scheme to ameliorate the potentially adverse affects of
these business practices on Nevada's gaming industry and to promote Nevada's policy to: (i) assure the financial stability of corporate gaming
licensees and their affiliates; (ii) preserve the beneficial aspects of conducting business in the corporate form; and (iii) promote a neutral
environment for orderly governance of corporate affairs. Approvals are, in certain circumstances, required from the Nevada Commission before
a registered corporation can make exceptional repurchases of voting securities above the current market price (commonly called "greenmail")
and before a corporate acquisition opposed by management can be consummated. The Nevada Act also requires prior approval of a plan of
recapitalization proposed by the registered corporation's board of directors in response to a tender offer made directly to the registered
corporation's stockholders for the purpose of acquiring control of the registered corporation.

License fees and taxes are payable to the State of Nevada and to the counties and cities in which the licensees conduct their operations.
Depending upon the particular fee or tax involved, these fees and taxes are payable either monthly, quarterly, or annually and are based on either
a percentage of the gross revenues received, the number of gaming devices operated or the number of games operated. Our subsidiaries that hold
Nevada licenses also pay certain fees to Nevada.

We are required to deposit with the Nevada Board and thereafter maintain a $25,000 revolving fund to pay the expenses of investigation by the
Nevada Board of our participation in certain gaming activities outside Nevada. The revolving fund is subject to increase or decrease at the
discretion of the Nevada Commission. We are also required to comply with certain reporting requirements imposed by the Nevada Act and are
subject to disciplinary action if we violate any gaming laws of the foreign jurisdiction pertaining to the foreign gaming operation, fail to conduct
the foreign gaming operations in accordance with the standards of honesty and integrity required of Nevada gaming operations, engage in
activities that are harmful to Nevada or its ability to collect gaming taxes and fees, or employ a person in the foreign operations who has been
denied a license or finding of suitability in Nevada.

Mississippi.

Our gaming, manufacturing and distribution operations in Mississippi are subject to the Mississippi Gaming Control Act (the "Mississippi Act")
and the regulations promulgated thereunder. We are subject to the licensing and regulatory control of the Mississippi Gaming Commission (the
"Mississippi Commission").

Mississippi gaming law is based on policies concerning: (i) the prevention of unsavory or unsuitable persons from having any involvement with
gaming; (ii) the establishment and maintenance of responsible accounting practices and procedures; (iii) the maintenance of effective controls
over the financial practices of licensees, including the establishment of minimum procedures for internal fiscal affairs and safeguarding of assets
and revenues, providing for reliable record keeping and requiring the filing of periodic reports with the Mississippi Commission; (iv) the
prevention of cheating and fraudulent practices; (v) providing a source of state and local revenues through taxation and licensing fees; and

(vi) ensuring that gaming licensees, to the extent practicable, employ Mississippi residents. A change in such laws or regulations could have an
adverse effect on our Mississippi gaming-related operations.

The Mississippi Act provides for legalized dockside gaming in fourteen eligible counties. Currently, gaming is permissible in nine of the
fourteen eligible counties in the state, and gaming operations have commenced in seven counties. Gaming vessels must be located on the
Mississippi River or on navigable waters in eligible counties along the Mississippi River, or in the waters of the State of Mississippi lying south
of the state in eligible counties along the Mississippi Gulf Coast. Licensees in the three counties along the Gulf Coast may also establish
land-based casino operations generally in areas no more than 800 feet from the mean high water line. The Mississippi Act permits the operation
of substantially all
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traditional casino games and gaming devices on a 24-hour basis and does not restrict the percentage of space that may be utilized for gaming.
We, RCVP, Bally Gaming, Inc. ("BGI"), and our and their respective affiliates are subject to the licensing and regulatory control of the
Mississippi Commission. We are registered under the Mississippi Act as a publicly traded corporation (a "Registered Corporation") and holding
company of RCVP and BGI. As a Registered Corporation, we are required periodically to submit detailed financial and operating reports to the
Mississippi Commission and furnish any other information the Mississippi Commission may require. If we are unable to continue to satisfy the
registration requirements of the Mississippi Act, we and our affiliates cannot own or operate gaming facilities or continue to act as a
manufacturer and distributor in Mississippi. No person may become a stockholder of, or receive any percentage of profits from, a licensed
subsidiary of a Registered Corporation or a holding company without first obtaining approvals from the Mississippi Commission. We and our
affiliates have obtained the necessary licenses and approvals from the Mississippi Commission. RCVP must maintain a gaming license to
operate a casino in Mississippi and BGI must maintain a manufacturer and distributor license to manufacture and distribute gaming products and
a wide-area progressive operator license to operate its progressive system in Mississippi.

There are no limitations on the number of gaming, manufacturer and distributor and wide-area progressive operator licenses that may be issued
in Mississippi. Such licenses are not transferable, are issued for a three-year period and must be renewed or continued thereafter. Certain of our
officers and employees and the officers, directors, and certain key employees of our licensed subsidiaries must be found suitable, licensed or
otherwise approved by the Mississippi Commission. In addition, any person having a material relationship or involvement with us may be
required to be found suitable. The Mississippi Commission may deny an application for a finding of suitability for any cause it deems
reasonable. Changes in certain licensed positions must be reported to and approved by the Mississippi Commission. The Mississippi
Commission may require us and our registered or licensed subsidiaries to suspend or dismiss officers, directors and other key employees or sever
relationships with other persons who refuse to file appropriate applications or whom the authorities find unsuitable to act in such capacities.
Determinations of suitability or questions pertaining to licensing are not subject to judicial review in Mississippi.

The Mississippi Commission has the power to investigate any of our record or beneficial stockholders. The Mississippi Act requires any person
who acquires more than 5% of any class of voting securities of a Registered Corporation, as reported to the SEC, to report the acquisition to the
Mississippi Commission, and such person may be required to be found suitable. Also, any person who becomes a beneficial owner of more than
10% of any class of voting securities of a Registered Corporation, as reported to the SEC, must apply for a finding of suitability by the
Mississippi Commission. The Mississippi Commission generally requires a finding of suitability of any beneficial owner of more than 5% of any
class of voting securities of a Registered Corporation. If a stockholder who must be found suitable is a corporation, partnership, or trust, it must
submit detailed business and financial information including a list of beneficial owners. The Mississippi Commission has adopted a regulation
which provides that an "institutional investor," that acquires not more than 15% of a Registered Corporation's voting securities may apply for a
waiver of such finding of suitability if the voting securities are held for investment purposes only. An institutional investor shall not be deemed
to hold voting securities for investment purposes only unless the voting securities were acquired and are held in the ordinary course of business
and not for the purpose of causing, directly or indirectly, the election of a majority of the members of the board of directors of the Registered
Corporation, any change in the corporate charter, bylaws, management, policies or operations of the Registered Corporation of its affiliates, or
any other action which the Mississippi Commission finds to be inconsistent with holding the Registered Corporation's voting securities for
investment purposes only. Activities which are not deemed to be inconsistent with holding voting securities for investment purposes include:

(1) voting on all matters voted on by the stockholders; (ii) making financial and other inquiries of management of the type normally made by
securities analysts for informational purposes and not to cause a change in
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management, policies or operations; and (iii) such other activities as the Mississippi Commission may determine to be consistent with such
investment intent.

Any person who fails or refuses to apply for a finding of suitability or a license within 30 days after being ordered to do so by the Mississippi
Commission may be found unsuitable, as may be a record owner if the record owner, after request, fails to identify the beneficial owner. Any
person found unsuitable and who holds, directly or indirectly, any beneficial ownership of such securities beyond such time as the Mississippi
Commission prescribes may be guilty of a misdemeanor. We may be subject to disciplinary action if, after receiving notice that a person is
unsuitable to be a stockholder or to have any other relationship with us or our Mississippi gaming subsidiaries, we: (i) pay the unsuitable person
any dividend or other distribution on that person's voting securities; (ii) recognize the exercise, directly or indirectly, of any voting rights
conferred by securities held by the unsuitable person; (iii) pay the unsuitable person any remuneration in any form for services rendered or
otherwise, except in certain limited and specific circumstances; or (iv) fail to pursue all lawful efforts to require the unsuitable person to divest
himself of the securities, including, if necessary, the immediate purchase of the securities for cash at a fair market value.

We may be required to disclose to the Mississippi Commission, on request, the identities of the holders of any of our debt or other securities,
who may be required to file an application, be investigated, and be found suitable to own our debt security if the Mississippi Commission has
reason to believe that the ownership would be inconsistent with the declared policies of the state of Mississippi. The Mississippi Commission
may require individual holders of debt securities to be investigated and found suitable for any reason, including but not limited to a default or
where the holder exercises a material influence over the gaming operations of the entity in question. If the Mississippi Commission determines
that a person is unsuitable to own our debt security, then we may be sanctioned if without the prior approval of the Mississippi Commission we:
(1) pay to the unsuitable person any dividend, interest, or any distribution whatsoever; (ii) recognize any voting right by the unsuitable person in
connection with those securities; (iii) pay the unsuitable person remuneration in any form; or (iv) make any payment to the unsuitable person by
way of principal, redemption, conversion, exchange, liquidation, or similar transaction.

RCVP and BGI must maintain in Mississippi a current ledger with respect to the ownership of their equity securities, and we must maintain a
current list of stockholders in the principal office of RCVP, which must reflect the record ownership of each outstanding share of any class of
our equity securities. Such records must be available for inspection by the Mississippi Commission at any time. If any securities are held in trust
by an agent or by a nominee, the record holder may be required to disclose the identity of the beneficial owner to the Mississippi Commission. A
failure to make such disclosure may be grounds for finding the record holder unsuitable. The Mississippi Commission has the power to impose
additional restrictions on the holders of our securities at any time.

Substantially all material loans, leases, sales of securities and similar financing transactions by a Registered Corporation or a licensed gaming
subsidiary must be reported to or approved by the Mississippi Commission. A Registered Corporation may not make a public offering of its
securities without the prior approval of the Mississippi Commission if any part of the proceeds of the offering is to be used to finance the
construction, acquisition or operation of gaming facilities in Mississippi or to retire or extend obligations incurred for one or more such
purposes.

Under the Mississippi regulations, a Mississippi gaming subsidiary may not guarantee a security issued by an affiliated company pursuant to a
public offering, or pledge its assets to secure payment or performance of the obligations evidenced by the security issued by the affiliated
company, without the prior approval of the Mississippi Commission. A pledge of the stock of a Mississippi gaming subsidiary and the
foreclosure of such a pledge are ineffective without the prior approval of the Mississippi Commission. Moreover, restrictions on the transfer of
an equity security issued by a Mississippi gaming
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subsidiary and agreements not to encumber such securities are ineffective without the prior approval of the Mississippi Commission. We have
obtained approvals from the Mississippi Commission for such guarantees, pledges and restrictions in connection with offerings of securities,
subject to certain restrictions. Moreover, the regulations of the Mississippi Commission require us to file a loan report within 30 days following
certain financing transactions. If the Mississippi Commission were to deem it appropriate such a transaction could be rescinded.

Changes in control of Bally through merger, consolidation, acquisition of assets, management or consulting agreements, or acts or conduct by a
person by which he obtains control, may not occur without the prior approval of the Mississippi Commission. Entities seeking to acquire control
of a Registered Corporation and controlling stockholders, officers, directors, and other persons having a material relationship or involvement
with the entity must be approved by the Mississippi Commission prior to assuming control of the Registered Corporation.

The Mississippi legislature has declared that some corporate acquisitions opposed by management, repurchases of voting securities and other
corporate defense tactics that affect corporate gaming licensees and Registered Corporations may be injurious to stable and productive corporate
gaming.

Approvals are, in certain circumstances, required from the Mississippi Commission before a Registered Corporation may make exceptional
repurchases of voting securities (such as repurchases that treat holders differently) in excess of the current market price and before a corporate
acquisition opposed by management may be consummated. Mississippi's gaming regulations also require prior approval by the Mississippi
Commission of a plan of recapitalization proposed by a Registered Corporation's board of directors in response to a tender offer made directly to
the stockholders for the purpose of acquiring control of the Registered Corporation.

Neither we nor any of our subsidiaries may engage in gaming activities in Mississippi while also conducting gaming operations outside of
Mississippi without approval of, or a waiver of such approval by, the Mississippi Commission. We previously have obtained, or otherwise
qualified for, a waiver of foreign gaming approval from the Mississippi Commission for operations in other jurisdictions in which we conduct
gaming operations and will be required to obtain approval or a waiver of such approval from the Mississippi Commission prior to engaging in
any additional future gaming operations outside of Mississippi; provided, however, that such a waiver shall be automatically granted under the
Mississippi Commission's regulations in connection with foreign gaming activities (except for internet gaming activities) conducted (i) within
the 50 states or any territory of the United States, (ii) on board any cruise ship embarking from a port located therein and (iii) in any other
foreign jurisdiction in which a casino operator's license or its equivalent is not required in order to legally conduct gaming operations.

If the Mississippi Commission were to determine that we, or any of our licensed gaming subsidiaries, violated a gaming law or regulation, the
Mississippi Commission could limit, condition, suspend, or revoke our approvals and the license of the subsidiary could subject us to substantial
fines. Because of such a violation, the Mississippi Commission could seek to appoint a supervisor to operate our casino facilities. Limitation,
conditioning, suspension or revocation of any gaming license or approval or the appointment of a supervisor could materially adversely affect
us.

License fees and taxes, computed in various ways depending on the type of gaming involved, are payable to the State of Mississippi and to the
counties and cities in which a licensed gaming subsidiary's operations are conducted. Depending on the particular fee or tax involved, these fees
and taxes are payable either monthly, quarterly, or annually and are based on (i) a percentage of the gross gaming revenues received by the
casino operation; (ii) the number of gaming devices operated by the casino; or (iii) the number of table games operated by the casino. The
license fee payable to the State of Mississippi is based upon "gaming revenues" (generally defined as gross revenues less payouts to customers
as winnings), and the maximum rate is 8% of gaming revenues. The gross revenue fee
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imposed by the City of Vicksburg, Mississippi, where RCVP's casino operations are located, equals approximately 4% of gaming revenues.

The sale of alcoholic beverages by Rainbow Casino is subject to the licensing, control and regulation by both the City of Vicksburg and the
Alcoholic Beverage Control Division (the "ABC") of the Mississippi State Tax Commission. Rainbow Casino has been designated as a special
resort area, which allows us to serve alcoholic beverages on a 24-hour basis. The ABC has the full power to limit, condition, suspend or revoke
any license for the serving of alcoholic beverages or to place such a licensee on probation, with or without conditions. Any such disciplinary
action could (and revocation would) have a material adverse effect on our operations. Certain officers and managers of Rainbow Casino must be
investigated by the ABC in connection with its liquor permits, and changes in certain positions must be approved by the ABC.

Native America.

Gaming operations on Native American lands are governed by tribal land federal law and tribal-state compacts. The Indian Gaming Regulatory
Act of 1988 (the "Act") created a framework for the various responsibilities of the tribal, state, and federal authorities over tribal gaming
operations. The Act is subject to interpretation and enforcement by the National Indian Gaming Commission, which has the authority to issue
regulations and to otherwise regulate tribal gaming activities. Many tribes, in the exercise of their sovereignty, have also established tribal
gaming commissions that regulate gaming operations on their lands. Compacts between tribes and states also may impose conditions and
requirements on tribal gaming operations. We are required to comply with all such sources of law, which may impose different requirements
with respect to licensing, product approvals, and operations.

ITEM 1A. RISK FACTORS

Investing in our common stock involves risks. Prospective investors in our common stock should carefully consider, among other things, the
following factors and other information contained in this Annual Report on Form 10-K, including our financial statements and the notes to those
statements, prior to making an investment decision. We have identified the following important factors that could cause actual results to differ
materially from those projected in any forward looking statements we may make from time to time.

Our success in the gaming industry depends in large part on our ability to develop innovative products and systems. If we fail to keep
pace with rapid innovations in product design and deployment, or if we are unable to quickly adapt our development and
manufacturing processes to release innovative products or systems, our business could be negatively impacted.

Our success is heavily dependent on our ability to develop and sell new products and systems that are attractive not only to our customers,
namely casino operators and other gaming enterprises, but also to their customers, the end players. Furthermore, if our gaming devices deployed
in gaming operations do not meet or sustain revenue and profitability expectations they may be replaced by our competitor's devices. Therefore,
our future success depends upon our ability to continue to design and market technologically sophisticated products that meet our customer's
needs regarding, among other things, ease of use and adaptability, but also that are unique and entertaining such that they achieve high levels of
player appeal and sustainability. If our competitors continue to develop new game content and technologically innovative products and systems
and we fail to keep pace, our business could be adversely affected.

The demands of our customers and the preferences of the end players are continuously changing. As a result, there is constant pressure to
develop and market new game content and technologically innovative products. As our revenues are heavily dependent on the earning power
and life span of our
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games and because newer game themes tend to have a shorter life span than more traditional game themes, we face increased pressure to design
and deploy new and successful game themes to maintain our revenue stream and remain competitive. While we feel we have been successful at
developing new and innovative products, our ability to do so could be adversely affected by:

a decline in the popularity of our gaming products with players;

a decision by our customers or the gaming industry in general to cut-back on purchases of new gaming devices, content or
systems in anticipation of newer technologies;

an inability to roll out new games, services or systems on schedule as a result of delays in regulatory product approval in the
applicable jurisdictions, or otherwise; and

an increase in the popularity of competitors' games.

Our success also depends upon our ability to continuously implement manufacturing processes that generate cost efficiencies and to adapt our
manufacturing capabilities and processes to meet the demands of producing new and innovative products. Because our newer products are
generally more technologically sophisticated than those we have produced in the past, we must continually refine our production capabilities to
meet the needs of our product innovation. If we cannot adapt our manufacturing infrastructure to meet the needs of our product innovations, or if
we are unable to make upgrades to our production capacity in a timely manner, our business could be negatively impacted.

The gaming industry is intensely competitive. We face competition from a number of companies, some of whom have greater resources,
and if we are unable to compete effectively, our business could be negatively impacted.

Bally Gaming and Systems

Competition among gaming machine manufacturers is intense and is primarily based on the amount of profit our products generate for our
customers in relation to our competitors' products. Additionally, we compete on the basis of price and financing terms made available to
customers, the appeal of game content and features to the end player, and the features and functionality of our hardware and software products.
There are a number of established, well-financed companies producing gaming devices, game content and systems that compete with our
products. Certain of these competitors may have access to greater capital resources than we do, and as a result, may be better positioned to
compete in the marketplace.

The casino enterprise systems market is crowded, with IGT and Aristocrat comprising the primary competition. The competition is intense due
to the number of providers, as well as the limited number of casino operators and jurisdictions in which they operate. As a result of consolidation
among the casino operators, the level of competition among providers has increased significantly as the number of potential customers has
decreased. Pricing, accuracy, reliability, product feature and function are among the factors affecting a provider's success in selling its system.

Casino Operations

Among the principal competitive factors in the casino industry are the stature, age and location of the facility; the nature, variety and quality of
the amenities and customer services offered; and the continuous development, implementation and success of a variety of marketing programs.
Our Rainbow Casino in Vicksburg, Mississippi, faces intense direct competition from other gaming facilities serving the Vicksburg market and,
to a lesser degree, indirect competition from those serving the Gulf Coast Region. A new casino project adjacent to the Rainbow Casino is under
construction and is scheduled to open in November 2008, and a nearby competitor property recently expanded its casino and added 500 slot
machines and the market's largest live poker room. In addition, there may be other new
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casinos constructed in the Vicksburg market in the future. Moreover, additional potential gaming sites remain in and around Vicksburg. As the
overall size of the potential customer base for the Vicksburg market is limited, we also face competition from casinos in nearby locations. These
properties may further dilute the market from which we and the other Vicksburg casinos draw most of our patrons. Some of these sites may also
be closer to larger population centers and, if developed, may enjoy a competitive advantage over our casino.

Consumer spending on leisure activities is affected by changes in the economy and consumer tastes, as well as other factors that are
difficult to predict and beyond our control.

The demand for entertainment and leisure activities tends to be highly sensitive to consumers' disposable incomes, and thus can be affected by
changes in the economy and consumer tastes, both of which are difficult to predict and beyond our control. Unfavorable changes in general
economic conditions including recession, economic slowdown, or higher fuel or other transportation costs, may reduce disposable income of
casino patrons or result in fewer patrons visiting casinos. As a result, we cannot ensure that demand for our products or services will remain
constant. Continued adverse developments affecting economies throughout the world, including a general tightening of the availability of credit,
increasing interest rates, increasing energy costs, acts of war or terrorism, natural disasters, declining consumer confidence or significant
declines in the stock market could lead to a further reduction in discretionary spending on leisure activities adversely affecting our business.

To the extent there is a change in ownership of any of our customers or further consolidation within the casino industry, our business
could be negatively impacted.

We are heavily dependent on the casino industry. Demand for our products is primarily driven by the replacement of existing products as well as
the expansion of existing casinos and the opening of new properties and new jurisdictions. Casino operators in the gaming industry recently
underwent a period of consolidation. Because a significant portion of our sales come from repeat customers, to the extent the industry further
consolidates or one of our customers is sold to or merges with another entity that utilizes the products and services of one of our competitors or
that reduces spending on our products or causes downward pricing pressures, our business could be negatively impacted. Business combinations
of this nature could lead to a cancellation of orders, slow the replacement cycle or negatively impact pricing and purchasing decisions. Events
within the industry leading or contributing to a decline in demand for our product, such as mergers or consolidations, could adversely affect our
business.

We may not be able to attract or retain the management or employees necessary to remain competitive in our industry.

The competition for qualified personnel in the gaming industry is intense. Our future success depends on the retention and continued
contributions of our key management, finance, marketing, development and staff personnel, many of whom would be difficult or impossible to
replace. Our success is also tied to our ability to recruit additional key personnel in the future. We may not be able to retain our current personnel
or recruit any additional key personnel required. The loss of services of any of our personnel or our inability to recruit additional necessary key
personnel could have a material adverse effect on our business, financial condition, results of operations and prospects.

The gaming industry is heavily regulated and changes in regulation by gaming authorities may adversely impact our ability to operate
in our existing markets or expand our business.

The manufacture and distribution of gaming devices, development of systems and the conduct of gaming operations are subject to extensive
federal, state, local and foreign regulation by various gaming authorities. Our ability to continue to operate in certain jurisdictions or our ability
to expand into new jurisdictions could be adversely affected by:

delays in adopting legislation to permit or expand gaming in new and existing jurisdictions;
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unfavorable public referendums, such as referendums to increase taxes on gaming revenues;

unfavorable legislation affecting or directed at manufacturers or gaming operators;

adverse changes in or findings of non-compliance with applicable governmental gaming regulations;

delays in approvals from regulatory agencies;

a limitation, conditioning, suspension or revocation of any of our gaming licenses;

unfavorable determinations or challenges of suitability by gaming regulatory authorities with respect to our officers,
directors, major stockholders or key personnel; and

the adoption of new laws and regulations, or the repeal or amendment of existing laws and regulations, including, but not
limited to, internet gaming.

Public opinion can also exert a significant influence over the regulation of the gaming industry. A negative shift in the public's perception of
gaming, whether in individual jurisdictions or on a more general level, could affect future legislation. Among other things, such a shift could
cause jurisdictions considering the legalization of gaming to abandon such a proposal, thereby limiting the number of new jurisdictions into
which we could expand. Negative public perception could also lead to the implementation of new restrictions in jurisdictions in which we
currently operate, thereby adversely affecting our operations.

Although the laws, rules and regulations of the various jurisdictions in which we operate vary in their technical requirements, virtually all
jurisdictions, including those into which we may expand in the future, require licenses, permits, qualification documentation, including evidence
of integrity and financial stability, and other forms of approval to engage in gaming operations or the manufacture and distribution of gaming
devices. Our officers, directors, major stockholders and key personnel are also subject to significant regulatory scrutiny. In the event that gaming
or governmental authorities determine that any person is unsuitable to act in such capacity with respect to Bally, we could be required to
terminate our relationship with such person. To our knowledge, we and our key personnel have obtained, or applied for, all government licenses,
registrations, findings of suitability, permits and approvals necessary to conduct our activities in the various jurisdictions that we operate.
However, there can be no assurance those licenses, registrations, findings of suitability, permits or approvals will be renewed in the future, or
that new forms of approval necessary to operate in emerging or existing markets will be granted.

Our intellectual property protections may be insufficient to properly safeguard our technology.

The gaming industry is constantly employing new technologies in both new and existing markets. We rely on a combination of patent and other
technical security measures to protect our products, and continue to apply for patents protecting such technologies. Notwithstanding these
safeguards, our competitors may still be able to obtain our technology or imitate our products. Furthermore, others may independently develop
products similar or superior to ours.

We may be subject to claims of intellectual property infringement or invalidity. Expenses incurred with respect to monitoring,
protecting and defending our intellectual property rights could adversely affect our business.

Competitors and other third parties may infringe on our intellectual property rights, or may allege that we have infringed on their rights.
Monitoring infringement and misappropriation of intellectual property can be difficult and expensive, and we may not be able to detect
infringement or misappropriation of our proprietary rights. We may also incur significant litigation expenses protecting our intellectual property
or defending our use of intellectual property, reducing our ability to fund
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product initiatives. These expenses could have an adverse effect on our future cash flows and results of operations. We are currently subject to
litigation regarding patent infringement which, if resolved adversely to us, could have a material impact on our business. If we are found to
infringe on the rights of others we could be required to discontinue offering certain products or systems, to pay damages, or purchase a license to
use the intellectual property in question from its owner. Litigation can also distract management from the day-to-day operations of the business.
There can be no assurances that certain of our products, including those with currently pending patent applications, will not be determined to
have infringed upon an existing third party patent.

The intellectual property rights of others may prevent us from developing new products or entering new markets.

The gaming industry is characterized by the rapid development of new technologies, which requires us to continuously introduce new products
using these technologies and innovations, as well as to expand into new markets that may be created. Therefore, our success depends in part on
our ability to continually adapt our products and systems to incorporate new technologies and to expand into markets that may be created by new
technologies. However, to the extent technologies are protected by the intellectual property rights of others, including our competitors, we may
be prevented from introducing products based on these technologies or expanding into markets created by these technologies. If the intellectual
property rights of others prevent us from taking advantage of innovative technologies, our financial condition, operating results or prospects may
be harmed.

Our gaming operations, particularly our wide area progressive networks and centrally determined systems, may experience losses due
to technical difficulties or fraudulent activities.

Our success depends on our ability to avoid, detect, replicate and correct software and hardware errors and fraudulent manipulation of our
products and systems. To the extent any of our gaming devices or software experience errors or fraudulent manipulation, our customers may
replace our products and services with those of our competitors. In addition, the occurrence of errors in, or fraudulent manipulation of, our
gaming devices or software may give rise to claims for lost revenues and related litigation by our customers and may subject us to investigation
or other action by gaming regulatory authorities, including suspension or revocation of our gaming licenses or disciplinary action. Additionally,
in the event of such issues with our gaming devices or software, substantial engineering and marketing resources may be diverted from other
areas to rectify the problem.

We have a material weaknesses in our internal controls over financial reporting, which could adversely affect our ability to manage and
to report our financial condition, results of operations and cash flows accurately.

As required by Section 404 of the Sarbanes-Oxley Act of 2002, management conducts assessments of our internal control over financial
reporting. A material weakness in our internal control over financial reporting could, among other things, adversely impact our ability to provide
timely and accurate financial information. In performing our most current assessment, management identified a material weakness in our internal
control over financial reporting and concluded that our internal control over financial reporting was not effective as of June 30, 2008. For a
detailed description of the material weakness, see Item 9A, Controls and Procedures.

We have taken and will continue to take certain measures to strengthen our internal controls, as set forth under Item 9A, Controls and
Procedures. However, additional work still remains to address the identified material weakness. If we are unsuccessful in implementing or
following our remediation plan, or fail to update our internal controls as our business evolves, we may not be able to, among other things,
accurately report our financial condition, results of operations, or cash flows or maintain effective disclosure controls and procedures. Any such
failure could lead to, among other things, an
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additional SEC enforcement action, additional securities litigation and a general loss of investor confidence, any one of which could adversely
affect our business and prospects.

The ongoing SEC investigation could adversely affect us.

The SEC is conducting a formal inquiry into certain matters surrounding allegations relating to the former securities class action litigation and
our methods of revenue recognition. In accordance with its normal practice, the SEC has not advised us when its investigation may be
concluded, and we are unable to predict the outcome of this investigation. While we are cooperating fully with the investigation, adverse
developments in connection with the investigation, including any expansion of the scope of the investigation, could negatively impact us and
could divert the efforts and attention of our management team from our ordinary business operations. In connection with any SEC investigation,
it is possible that we will be required to, among other things, pay fines, consent to injunctions on future conduct, further restate our financial
statements or suffer other penalties, any of which could have a material adverse effect on our business.

Unfavorable political developments, weak foreign economies and other foreign risks may negatively impact our financial condition and
results of operations.

Our business is dependent on international markets for a portion of our revenues. As of June 30, 2008, Bally Gaming and Systems had

$33.1 million of receivables, or 15% of our total receivables, from customers in foreign countries. We expect that receivables with respect to
foreign sales will continue to account for a portion of our total revenues. As a result, our business in these markets is subject to a variety of risks,
including:

recessions in foreign economies;

expropriation, nationalization and limitation on repatriation of earnings;

currency exchange fluctuations;

reduced protection of intellectual property rights in some countries;

longer receivables collection periods and greater difficulty in collecting accounts receivable;

difficulties in managing foreign operations;

social, political and economic instability;

unexpected changes in regulatory requirements;

ability to finance foreign operations;

changes in consumer tastes and trends;

tariffs and other trade barriers;

acts of war or terrorism; and

U.S. government requirements for export.
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There can be no assurances that any of these international developments, or others, would not adversely affect our financial condition and results
of operations.
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Our bank loan agreement imposes significant restrictions. Failure to comply with these restrictions could result in the acceleration of a
substantial portion of our debt, which we may not be able to repay or refinance. We do not expect to remain in compliance with our
fixed charge coverage ratio beginning in September 2008 and we may not be able to obtain new financing on equal or better terms or
obtain a waiver to cure the default.

Our bank loan agreement contains a number of covenants that, among other things, restrict our ability and certain of our subsidiaries to:

dispose of assets;

incur additional indebtedness and issue preferred stock;

pay dividends or make other distributions;

enter into certain acquisitions;

repurchase equity interests or subordinated indebtedness;

issue or sell equity interests of our subsidiaries; and

engage in mergers or consolidations or certain other transactions with subsidiaries and affiliates.

In addition, our bank loan agreement requires us to maintain compliance with certain financial ratios, including a fixed charge coverage ratio and
certain leverage ratios. Our ability to comply with such ratios, meet our debt service obligations or reduce our total debt is dependent upon our
future performance, which may be affected by events beyond our control. There can be no assurance that we will be able to comply with such
restrictions and limitations, or that they will not adversely affect our ability to finance our future operations or capital needs, or engage in other
business activities that would otherwise be in our interest.

The calculation of the fixed charge coverage ratio as of the date of the end of each fiscal quarter includes as a component of the calculation of
fixed charges for such period all payments of principal scheduled to be made during the subsequent twelve month period. Because the term
portion of our bank loan matures as of September 2009, the calculation of the fixed charge coverage ratio for the period ending September 30,
2008 will include the entire unpaid principal amount of our term loan as a component of the calculation of fixed charges. As a result, beginning
on September 30, 2008, we do not expect to remain in compliance with the fixed charge coverage ratio.

We have initiated discussions with lenders seeking to refinance the term loan and obtain a new revolving credit facility. We have also initiated
discussions with our existing lenders regarding obtaining a waiver that would cure the default. While we do not anticipate significant difficulties
in obtaining new financing or a waiver, because of the current conditions of the credit markets there can be no assurances that we will obtain
such financing or a waiver, or that any new financing will be on equal or better terms than those of our current bank loan agreement. Any new
financing may be subject to higher interest rates, may include less favorable financial ratios or may require us to agree to additional or more
severe restrictions on our business activities as compared to those of our current bank loan agreement.

A breach of any of our covenants or our inability to comply with the required financial ratios under the bank loan agreement or under any
replacement loan agreement could result in a default under such loan agreement. In the event of any such default, the lenders could elect to
declare all borrowings outstanding under such loan agreement, together with any accrued interest and other fees, to be due and payable, as well
as require us to apply all available cash to repay the amounts. If we were unable to repay the indebtedness upon its acceleration, the lenders
could proceed against the underlying collateral. There can be no assurance that our assets would be sufficient to repay the amount in full,
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that we would be able to borrow sufficient funds to refinance the indebtedness or that we would be able to obtain a waiver to cure the default.
Virtually all of our debt is subject to variable interest rates; and therefore rising interest rates could negatively impact our business.

Borrowings under our bank loan agreement bear interest at a variable rate. In addition, we may incur other variable rate indebtedness in the
future. Carrying indebtedness subject to variable interest rates makes us more vulnerable to economic and industry downturns and reduces our
flexibility in responding to changing business and economic conditions. Increases in interest rates on this indebtedness would increase our
interest expense, which could adversely affect our cash flows and our ability to service our debt as well as our ability to grow the business.

Current borrowings, as well as potential future financings, may substantially increase our current indebtedness.

No assurance can be given that we will be able to generate the cash flows necessary to permit us to meet our fixed charges and payment
obligations with respect to our debt. We could be required to incur additional indebtedness to meet these fixed charges and payment obligations.
Should we incur additional debt, among other things, such increased indebtedness could:

adversely affect our ability to expand our business, market our products and make investments and capital expenditures;

adversely affect the cost and availability of funds from commercial lenders, debt financing transactions and other sources;
and

create competitive disadvantages compared to other companies with lower debt levels.

Any inability to service our fixed charges and payment obligations, or the incurrence of additional debt, would have an adverse effect on our
cash flows, results of operations and business generally.

An inability to maintain sufficient liquidity could negatively affect expected levels of operations and new product development.

Future revenue may not be sufficient to meet operating, product development and other cash flow requirements. Sufficient funds to service our
debt and maintain new product development efforts and expected levels of operations may not be available, and additional capital, if and when
needed by us, may not be available on terms acceptable to us. If we cannot obtain sufficient capital on acceptable terms when needed, we may
not be able to carry out our planned product development efforts and level of operations, which could harm our business.

Our financial results vary from quarter to quarter, which could negatively impact our business.

Various factors affect our quarterly operating results, some of which are not within our control. These factors include, among others:

the financial strength of the gaming industry;

consumers' willingness to spend money on leisure activities;

the timing and introduction of new products and services;

the mix of products and services sold;

the timing of significant orders from and shipments to customers;

product and service pricing and discounts;
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the timing of acquisitions of other companies and businesses or dispositions; and

general economic conditions.

These and other factors are likely to cause our financial results to fluctuate from quarter to quarter. Based on the foregoing, we believe that
quarter-to-quarter comparisons of our results of operations may not be meaningful. In addition, such fluctuations could cause us to be unable to
comply with the financial ratios in our bank loan agreement.

The provisions in our restated articles of incorporation and Nevada law could discourage or prevent a potential takeover of our
Company that might otherwise result in our stockholders receiving a premium over the market price for our common stock.

Our restated articles of incorporation permit our Board of Directors to issue special shares from time to time, with such rights and preferences as
they consider appropriate. Our Board of Directors could authorize the issuance of special shares with terms and conditions and under
circumstances that could have an effect of discouraging a takeover or other transaction.

As a Nevada corporation, we are also subject to certain provisions of the Nevada General Corporation Law that have anti-takeover effects and
may inhibit a non-negotiated merger or other business combination. These provisions are intended to encourage any person interested in
acquiring us to negotiate with, and to obtain the approval of, our Board of Directors in connection with such a transaction. However, certain of

these provisions may discourage a future acquisition of Bally, including an acquisition in which the stockholders might otherwise receive a
premium for their shares. As a result, stockholders who might desire to participate in such a transaction may not have the opportunity to do so.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

The following table sets forth information regarding our leased properties as of June 30, 2008, all of which are fully utilized unless otherwise
noted* (dollars in 000s):

Building Annual

Square Rental
Location Use Feet Payments
Bally Gaming and Systems business segment:
Domestic:
California ~ Temecula Service 1,920 $ 9
California Huntington Beach Development 3,340 86
California Pleasanton Development 6,251 87
Delaware Dover Sales and Service 1,200 2
Florida Miramar Sales and Service; Warehouse 6,515 77
Georgia Kennesaw Development 4,387 110
I1linois Naperville Sales 1,475 22
Illinois Tinley Park Service 300 7
Mississippi ~ Biloxi Sales and Service; Warehouse 8,288 75
New Jersey  Egg Harbor Sales and Service; Development; 40,550 489
Township Warehouse
Nevada Reno Sales and Service; Development; 67,395 1,078
Warehouse
Nevada Las Vegas Development; Warehouse 210,000 1,148
New York Chester / Campbell Sales and Service; Warehouse 11,900 61
Hall*
Oklahoma Oklahoma City Sales and Service; Warehouse 16,730 62
Washington  Fife / Kirkland* Sales and Service; Warehouse 18,580 371
Puerto Rico ~ San Juan Sales and Service 2,135 12
International:
Argentina Province of Cordoba  Sales and Service; Warehouse 6,297 55
Uruguay Montevideo Sales and Service; Warehouse 3,272 37
England Chestergates Sales and Service; Development; 1,250 40
Warehouse
Germany Hanover Sales and Service 9,687 96
France Nice Sales and Service; Development; 9,138 156
Warehouse
India Chennai / Bangelore ~ Development 76,621 903
China Macau Sales and Service; Development; 17,724 148
Warehouse
Mexico Mexico City Sales and Service 720 32
Spain Barcelona Sales and Service 466 45

See Note 8 to the consolidated financial statements, Leases, for information as to our lease commitments with respect to the foregoing rental
properties.

The following table sets forth information regarding properties owned by us as of June 30, 2008, all of which are fully utilized unless otherwise
noted*. Except for the Las Vegas, NV property, each of the properties listed below is utilized in our Casino Operation business segment:

Building
Square
Location Use Feet
Nevada Las Vegas Administrative offices and manufacturing 150,000
facility
Mississippi ~ Vicksburg Casino 33,000
Mississippi ~ Vicksburg Entertainment facility 20,000
Mississippi ~ Vicksburg Restaurant and administrative offices 48,375

Mississippi ~ Vicksburg ~Vacant-land
We believe our facilities are suitable for our needs and we have no future expansion plans that would make these properties inadequate.
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We have good and marketable title in fee simple to all real property and good and marketable title to all personal property owned by us, in each
case free and clear of all liens, encumbrances and defects; and any real property and buildings held under lease by us are held under valid,
subsisting and enforceable leases with such exceptions as are not material and do not interfere with the use made and proposed to be made of
such property and buildings by us.

ITEM 3. LEGAL PROCEEDINGS
Litigation

In February 2005, the SEC initiated an informal inquiry and requested documents and information regarding matters related to the allegations in
a class action suit brought against us and similar matters. In August 2005, the SEC notified us that its investigation had entered a formal phase,
and requested additional information from the Company covering the same general areas that were addressed in the informal inquiry.
Management is cooperating fully with the SEC in this matter.

In August 2004, Shuffle Master sued us in the United States District Court for the District of Nevada, alleging infringement of various patents in
connection with the our MindPlay product line and seeking injunctive relief and damages in an unspecified amount. In June 2005, it was
announced that IGT had acquired an interest in the patents at issue in the case, and thereafter, IGT joined the case as a plaintiff. In December
2005, the District Court issued a ruling construing the claim terms of all the patents in the suit. Cross-motions for summary judgment were filed
and were heard and, on March 21, 2008, the court granted our motions, ruling that one of the two patents asserted by IGT and Shuffle Master
was invalid and that Bally's products did not infringe on the other patent. This ruling disposed of IGT's and Shuffle Master's case against us. The
remaining issues in the case have been resolved by a settlement among the parties and the case has been dismissed.

On December 7, 2004, IGT filed a patent infringement lawsuit against us in the United States District Court for the District of Nevada. The
complaint asserts that our wheel-based games, such as Monte Carlo , Lucky Wheel and Cash For Life , our games with a reel in the top box, such
as Bonus Frenzy , and our iVIEW  products infringe on patents held by IGT, and seeks injunctive relief and damages in unspecified amounts. We
believe IGT's claims are without merit and are vigorously defending against the lawsuit. As part of our defense, we have asserted counterclaims
against IGT, including claims that IGT's patents are invalid, unenforceable and not infringed, as well as several claims that IGT has engaged in
anti-competitive conduct in violation of state and federal antitrust laws. By our counterclaims, we are seeking damages and other relief from

IGT. IGT's motion to dismiss our antitrust claims was denied in January 2006, and in March 2007, the court denied IGT's motions for summary
judgment with respect to the antitrust claims dealing with the wheel game market. The court issued its claims construction rulings in May 2007
and the parties filed assorted motions for summary judgment on November 16, 2007. Oral arguments regarding the motions were held on

June 30, 2008 and August 12, 2008. At the latter hearing, the court denied IGT's motions to dismiss our antitrust counterclaims against IGT.

Other motions remain pending. Trial is currently scheduled for October 2008.

In May 2006, IGT filed a patent infringement lawsuit against us in the United States District Court for the District of Delaware. The complaint
asserts that our Bally Power Bonusing products infringe patents held by IGT, and seeks injunctive relief and damages in unspecified amounts.
The court took IGT's motion for a preliminary injunction off-calendar and has set a May 2009 trial date. We believe IGT's claims are without
merit and we are vigorously defending ourselves against the lawsuit.

In September 2006, we filed a patent infringement lawsuit against IGT in the United States District Court for the District of Nevada. The
complaint asserts that certain of IGT's bonus wheel games infringe a patent held by us, and seeks injunctive relief and damages. IGT filed an

answer generally denying the claims and has filed a motion for summary judgment, which we are opposing. In December
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2007, the District Court issued a ruling construing the claim terms of the patent in the suit. No trial date has been set.

We are also a party to various lawsuits relating to routine matters incidental to our business. Management does not believe that the outcome of
such litigation, including the matters above, in the aggregate, will have a material adverse effect on our consolidated financial position, results of
operations or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
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PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock is listed on the New York Stock Exchange (the "NYSE") under the symbol "BYI". The following table sets forth the high
and low closing bid price of our common stock as reported by the NYSE for the periods indicated.

Price Range of
Common Stock

High Low

Fiscal Year Ended June 30, 2008

1st Quarter $35.59 $24.37

2nd Quarter 51.98 36.15

3rd Quarter 49.67 32.09

4th Quarter 45.01 30.23
Fiscal Year Ended June 30, 2007

1st Quarter $17.60 $14.83

2nd Quarter 20.70 17.25

3rd Quarter 23.78 17.70

4th Quarter 27.82 22.35

As of August 25, 2008, we had approximately 6,878 holders of record of our common stock.

We have never declared or paid cash dividends on our common stock. Our bank loan agreement materially limits our ability to pay dividends on
our common stock, as discussed in Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operations and Note 7
to the consolidated financial statements, Long-term Debt and Capital Leases. We intend to follow a policy of retaining earnings to finance the
growth of our business and do not anticipate paying any cash dividends in the foreseeable future. The declaration and payment of future
dividends on our common stock will be at the sole discretion of our Board of Directors and will depend on our profitability, the terms of our
bank credit agreement and our financial condition, capital requirements, statutory and contractual restrictions, future prospects and other factors
the Board of Directors deems relevant.

Share Repurchases

Our Board of Directors approved a share repurchase plan under which, subject to price and market conditions, purchases of shares can be made
from time to time in the open market or in privately negotiated transactions using available cash. On December 5, 2007, our Board of Directors
amended the repurchase plan authorizing the repurchase of up to $10 million of our common stock. On February 5, 2008, our Board of Directors
amended the repurchase plan authorizing the repurchase up to $20 million of our common stock. On February 14, 2008, our Board of Directors
increased the amount of common stock authorized to be repurchased to $75 million. The repurchase plan excludes 149,253 shares of our
common stock repurchased from our Chief Technology Officer (see Note 9 to the consolidated financial statements, Related Party Transactions).
On August 12, 2008, the Company's Board of Directors reset the existing share repurchase plan to purchase up to $100 million of common
stock. Our quarterly share repurchases under this plan, excluding treasury shares acquired in non-cash
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transactions related to forfeited stock awards and shares exchanged for options exercised, were as follows:

Total Average
Number Price
of Shares Paid Per
(or Units) Share
Period Purchased (Per Unit)
April 1 - April 30, 2008
May 1 - May 31, 2008 52,000 $ 39.57
June 1 - June 30, 2008 104,200 $ 41.52
Total 156,200 $ 40.87

Equity Compensation Plans

Total Number of Maximum Number
Shares (or Approximate Dollar
(or Units) Value)
Purchased

of Shares (or Units)
as Part of Publicly That May Be Purchased
Announced Under the Plans or

Plans or Programs Programs
$ 64,286,654
52,000 $ 62,228,863
104,200 $ 57,902,256
156,200

The following table sets forth information as of June 30, 2008 with respect to our equity compensation plans that provide for the issuance of

options to purchase our common stock:

Number of
securities

to be issued upon
exercise of

outstanding
options,
warrants and
rights(1)
Plan Category
Equity compensation plans
approved by security holders 7,317,998
Equity compensation plans not
approved by security holders(2) 325,000
Total 7,642,998
M
Rights include grants for Restricted Stock and Restricted Stock Units.
)

Number of
securities remaining
available for future

issuance
Weighted average under equity
exercise price of compensation
outstanding plans (excluding
options, securities
warrants and reflected in the first
rights(1) column)
$ 16.33 1,670,896
16.41
$ 16.33 1,670,896

Options granted to certain executive officers pursuant to employment agreements as an inducement to accept employment with the

Company.
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Stock Performance Graph

The following graph compares our cumulative total stockholder return on its common stock for the five years ending June 30, 2008, with
cumulative total return, assuming reinvestment of dividends, of (i) the S&P 500 index, (ii) the Russell 2000 index and (iii) an index of peer

companies we believe are comparable in terms of their lines of business. The company peer group consists of International Game Technology,
Progressive Gaming International Corp., Shuffle Master Inc. and WMS Industries Inc. The presentation assumes a $100 investment on June 30,
2003, the last trading day prior to the end of our 2003 fiscal year. We have not paid any dividends during the applicable period.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Bally Technologies Inc., The S&P 500 Index,

The Russell 2000 Index And A Peer Group

*Comparison of 60 Month Cumulative Return:

6/03
Bally Technologies Inc. 100.00
S&P 500 100.00
Russell 2000 100.00
Peer Group 100.00
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6/04

90.75
119.11
133.37
155.99

6/05
74.14
126.64
145.96
124.76

6/06

87.10
137.57
167.24
160.34

6/07
139.71
165.90
194.73
166.59

6/08
178.74
144.13
163.19
109.55
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ITEM 6. SELECTED FINANCIAL DATA

The following selected statement of operations data for fiscal 2008, 2007 and 2006, and selected balance sheet data for fiscal 2008 and 2007 has
been derived from the consolidated financial statements, which appear elsewhere in this Annual Report on Form 10-K. The Selected Financial

Data should be read in conjunction with:

Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operations; and

Item 8, Financial Statements and Supplementary Data.

Year Ended June 30,
2008 2007 2006 2005 2004
(in 000s, except per share amounts)
Statement of Operations Data:
Revenues $899,691 $682,318 $541,647 $474,783  $469,703
Operating income (loss)(1) 199,193 67,003 (43,498) (4,451) 88,836
Income (loss) from continuing operations
before income taxes and minority interest 178,616 38,106 (67,300) (19,370) 62,412
Income tax (expense) benefit (66,793) (10,975) 24,012 5,192 (21,104)
Minority interest (4,616) (4,803) (3,907) (3,731) (2,309)
Income (loss) from continuing operations 107,207 22,328 (47,195) (17,909) 38,999
Income (loss) from discontinued
operations(2) 1,124 (4,654) 40,889
Net income (loss) $107,207 $ 22,328 $ (46,071) $ (22,563) $ 79,888
Basic earnings (loss) per share:
Continuing operations $ 197 $ 042 $ (@©90) $ (@035 $ 078
Discontinued operations 0.02 (0.09) 0.82
Total $ 197 $ 042 $ (083 $ (044 $ 1.60
Diluted earnings (loss) per share:
Continuing operations $ 18 $ 040 $ (090 $ (@035 $ 076
Discontinued operations 0.02 (0.09) 0.80
Total $ 18 $ 040 $ (083 $ (044 $ 1.56
As of June 30,
2008 2007 2006 2005 2004
(in 000s)
Balance Sheet Data:
Cash and cash equivalents $ 66570 $ 40,842 $ 16,425 $ 33,170 $154,258
Restricted cash 13,111 17,201 14,484 13,421 15,590
Working capital 253,289 164,945 130,517 125,164 257,217
Total assets 995,124 824,895 687,881 654,934 773,927
Total long term debt and capital leases,
including current maturities 304,504 333,854 328,346 335,117 428,955
Total stockholders' equity 323,325 199,454 144,078 176,023 180,979
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We have recorded the following significant items affecting comparability of operating income (loss):

Share-based compensation expense of $13.0 million, $15.1 million and $12.9 for fiscal 2008, 2007 and 2006, respectively,
due to our adoption of SFAS 123R, Share Based Payment.
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Depreciation expense of $15.4 million from the acceleration of depreciation of certain assets in fiscal 2006.
Impairment charges of $15.6 million and $3.6 million were recorded for fiscal 2006 and 2005, respectively.

A series of inventory write-downs of $9.2 million, $10.5 million, $14.2 million and $21.9 million were recorded for fiscal
2008, 2007, 2006 and 2005, respectively.

Restructuring charges of $3.7 million were recorded in fiscal 2005.

A loss of $12.3 million was recorded on extinguishment of debt in fiscal 2004.

@3]
We sold United Coin, the Rail City Casino and Bally Wulff during fiscal 2004. The United Coin disposition was completed on
June 30, 2004, the Rail City disposition was completed on May 3, 2004 and the Bally Wulff disposition was completed on July 18,
2003. On October 14, 2004, we sold our interest in our Louisiana route operations. In March 2006, we received a settlement related to
United Coin.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Our Business

We are a diversified, worldwide gaming company that designs, manufactures, distributes and operates gaming devices and computerized
monitoring systems for gaming devices. In addition to selling our gaming devices, we also offer our customers a wide range of rental options.
Our primary technologies include gaming devices for land-based, riverboat and Native American casinos, video lottery and central
determination markets and specialized system-based hardware and software products. Our specialized system-based hardware and software
products provide casinos with a wide range of marketing, data management, accounting, security and other software applications and tools to
more effectively manage their operations. We also own and operate the Rainbow Casino, a dockside riverboat casino in Vicksburg, Mississippi.

We derive our revenues from the following four sources:

Gaming Sale of gaming devices and related equipment, parts and conversion

Equipment kits;

Gaming Operation of linked progressive systems, video lottery and centrally

Operations determined systems and the rental of gaming devices and content;

Systems Sale of computerized monitoring systems and related recurring
hardware and software maintenance revenue; and

Casino Operation of the Rainbow Casino.

Operations

A more detailed discussion of our business can be found under Item 1, Business.
Critical Accounting Policies

We prepare our consolidated financial statements in conformity with accounting principles generally accepted in the United States of America.
Our accounting policies are more fully described in Note 1 to the consolidated financial statements, Description of Business and Summary of
Significant Accounting Principles. Some of our accounting policies require us to make difficult, complex and subjective judgments, often as a
result of the need to make estimates of matters that are inherently uncertain. We considered the following critical accounting policies to be the
most important to understanding and evaluating our financial results and require the most subjective and complex judgments made by
management. We have discussed the development, selection and disclosure of our
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critical accounting policies and estimates with the Audit Committee of our Board of Directors. There can be no assurance that actual results will
not differ from our estimates.

Revenue recognition

Our Gaming Equipment and Systems revenues are recognized in accordance with the provisions of the American Institute of Certified Public

Accountants ("AICPA") Statement of Position ("SOP") No. 97-2 Software Revenue Recognition, as amended. Revenues are recognized when all
of the following have been satisfied:

Persuasive evidence of an arrangement exists;
Delivery has occurred;
Our price or fee is fixed or determinable; and

Collectability is probable.

We offer credit terms of 120 days or less or we may grant extended credit terms under contracts of sale secured by the related equipment with
interest recognized at market rates. We perform a review of contracts with extended payment terms in excess of six months to determine if there
is sufficient history to conclude that we have a history of collecting under the original payment terms. We have concluded that sufficient history
exists to determine collectability is probable for contracts with extended payment term of 24 months or less. Accordingly, revenue is recorded in
accordance with the terms of sale for contracts with payment terms of 24 months or less, or as cash is received for contracts with payment terms
in excess of 24 months. Games placed with customers on a trial basis are not recognized as revenue until the trial period ends, or the customer
accepts the games and collectability is probable.

The majority of our software arrangements are time-based licenses, generally for twelve month periods, and are bundled with software
maintenance and product support fees. We also license our software on a perpetual basis. Software maintenance provides customers with rights
to unspecified software product upgrades, maintenance and patches released during the term of the support period. The majority of our
customers purchase both software and hardware maintenance and product support when they purchase our software. In addition, substantially all
customers renew these maintenance agreements annually.

We sell or license our products and services individually or under arrangements in which there are multiple elements such as a combination of
gaming devices, computerized monitoring equipment, software license fees, maintenance and product support fees and consulting services. We
allocate revenue to each element based upon its fair value as determined by vendor-specific objective evidence ("VSOE") of fair value, which
consists of the price charged when that element is sold separately. VSOE of fair value for our software maintenance and product support fees
sold with perpetual licenses are measured by the renewal rate offered to the customer, which demonstrates a consistent relationship of pricing
software maintenance and product support fees as a percentage of the software license fee.

We are unable to establish VSOE of fair value for software maintenance and product support fees on our time-based license arrangements as the
software maintenance and product support contractual term in these arrangements are generally the same duration as the license term.
Accordingly, software license fees and products and services in multiple element arrangements bundled with time-based license arrangements
are recognized ratably over the term of the arrangement.

For arrangements in which we have VSOE of fair value for all undelivered elements but not of a delivered element, we use the residual method
to record revenue. Under the residual method, the fair value of the undelivered elements is deferred and the remaining portion of the
arrangement fee is allocated to the delivered element and is recognized as revenue. In arrangements in which we do not have VSOE of fair value
of all undelivered elements, revenue is deferred until all elements are delivered, or until VSOE of fair value has been established for any
remaining undelivered element. In
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the event the only undelivered element is maintenance and product support and VSOE of fair value does not exist, the entire arrangement fee is
recognized ratably over the performance period.

Our Gaming Operations division earns recurring revenue that consists of the operation of linked progressive systems and from gaming devices,
content and the related systems placed in casinos on a daily-fee or rental basis. Revenue from these sources is recognized based on the
contractual terms of the arrangement and is generally based on a share of money wagered, a share of the net winnings, or on a fixed daily rental
rate basis.

Gaming revenues in our Casino Operations are recognized as the net win from gaming machine operations, which is the difference between
currency deposited into the devices and the payouts made to the players, less any coupons or other promotional allowances, if applicable.

The subjective and complex judgments for revenue recognition typically involve whether collectability is probable, whether fees under an
arrangement are fixed or determinable and the identification of specific deliverables under multiple element arrangements. In addition, multiple
elements arrangements must be analyzed to determine the relative fair value of each element, the amount of revenue to be recognized and the
period and conditions under which deferred revenue should be recognized. The ability to establish VSOE of fair value for our products and
services also requires judgment by management.

Inventories

Inventories are stated at the lower of cost, determined on a first-in, first-out basis, or market value. Cost elements included in work-in-process
and finished goods include raw materials, direct labor and manufacturing overhead. We regularly review inventory quantities and update
estimates for the net realizable value of inventories due to the subjectivity involved in projecting sales volumes, used game sales values,
refurbishment costs, and product demand. This process includes examining the carrying values of new and used gaming devices, parts and
ancillary equipment in comparison to the current fair market values for such equipment (less costs to sell or dispose). Some of the factors
involved in this analysis include the overall levels of our inventories, the current and projected sales levels for such products, the projected
markets for such products, the costs required to sell the products, including refurbishment costs and importation costs for international
shipments, and the overall projected demand for products once the next generation of products are scheduled for release.

As a result of our ongoing analysis of inventory, we recognized inventory write-downs totaling $9.2 million, $10.5 and $14.2 million during the
years ended June 30, 2008, 2007 and 2006, respectively. Additional valuation charges could occur in the future as a result of changes in the
factors listed above.

Leased gaming equipment

Leased gaming equipment is stated at cost and depreciated over estimated useful lives ranging from two to three and one-half years. The
estimation of useful lives for our leased gaming equipment requires judgment and is based on the period of time over which we believe the
assets will remain deployed. Given changes in technology, customer preferences and product demand, we review and evaluate the recoverability
of our investment in such assets on a quarterly basis, as well as the estimated useful lives used to depreciate these assets.

Based on historical data indicating a compression in the length of time certain leased gaming equipment remained deployed, we re-evaluated the
useful lives of the leased gaming equipment during fiscal 2006, and reduced the remaining depreciable lives for certain of our games to two
years and reduced the salvage values to zero. This change in estimate was recorded prospectively, resulting in a $15.4 million charge to
depreciation expense in the year ended June 30, 2006.
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There is the potential for acceleration of future depreciation, or asset impairments, if certain factors were determined to have an adverse impact
on our ability to realize our full investment in such assets.

Impairment of long-lived assets and goodwill

We review long-lived assets whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable

in accordance with Statement of Financial Accounting Standards ("SFAS") No. 144, Accounting for the Impairment or Disposal of Long-lived
Assets. Recoverability of long-lived assets are measured by a comparison of the carrying amount of the asset to future, net cash flows expected
to be generated by the asset, undiscounted and without interest. If such assets are considered to be impaired, the impairment to be recognized is
measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets.

We review goodwill for impairment annually at the beginning of our fourth fiscal quarter, or whenever events or circumstances indicate the

carrying value may not be recoverable or warrant a revision to the estimated remaining useful life in accordance with SFAS No. 142, Goodwill
and Other Intangible Assets. We perform the impairment analysis of goodwill at a reporting unit level by comparing the fair value of a reporting
unit with its carrying value, including goodwill. If the fair value is less than the carrying value, the impairment to be recognized is measured by
the amount by which the carrying amount of the goodwill exceeds the fair value of the reporting unit goodwill.

We are required to make significant judgments and estimates regarding future cash flows, the determination of fair values and the identification
of reporting units utilized in determining the fair value and recoverability of long-lived assets and goodwill. We believe our estimates are
reasonable; however, if our estimates materially differ or factors utilized in developing our estimates change, different assumptions could
materially affect our assessment of the fair value and recoverability of long-lived assets and goodwill.

During the year ended June 30, 2006, we recorded an impairment charge of $15.6 million related to certain long-lived assets. During the same
period, there was no impairment charge for goodwill. During the years ended June 30, 2008 and 2007, no impairment charges related to
long-lived assets and goodwill were recorded.

Share-based compensation

We account for our share-based compensation in accordance with the provisions of SFAS No. 123R, Share-Based Payment, which established
accounting for equity instruments exchanged for employee services. SFAS No. 123R requires employee stock options and rights to purchase
shares under stock participation plans to be accounted for under the fair value method. Under the provisions of SFAS No. 123R, share-based
compensation cost is measured at the grant date, based on the calculated fair value of the award, and is recognized, net of estimated forfeitures,
as expense over the employee's requisite service period which is generally the vesting period of the equity grant. In March 2005, the SEC issued
Staff Accounting Bulletin ("SAB") No. 107, Share-Based Payment, which provided interpretive guidance on SFAS No. 123R valuation
methods, assumptions used in valuation models, and the interaction of SFAS No. 123R with existing SEC guidance.

Determining the appropriate fair value model and calculating the fair value of share-based awards requires the input of highly subjective
assumptions including the expected option term and the expected volatility of our common stock over the option's expected term. We believe
that the valuation technique and the approach utilized to develop the underlying assumptions are appropriate in calculating the fair values of
stock options granted; however, if actual results differ significantly from these estimates, share-based compensation expense could be materially
impacted.
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In addition, we are required to estimate the expected forfeiture rate, and only recognize expense for those shares expected to vest. If our actual
forfeiture rate is materially different from our estimate, the share-based compensation expense could be significantly different from what we
have recorded. As a result, if factors change and we use different assumptions, our stock-based compensation expense could be materially
different in the future.

Pre-tax share-based compensation expense was $13.0 million, $15.1 million and $12.9 million during the years ended June 30, 2008, 2007 and
2006, respectively. As of June 30, 2008, there was $19.2 million of total unrecognized compensation expense related to the unvested portion of
stock options which will be recognized over the subsequent three years. In addition, as of June 30, 2008, there was $7.9 million of total
unrecognized compensation expense related to the unvested portion of restricted stock and Restricted Stock Units ("RSUs") which will be
recognized over the subsequent three years.

Income taxes

We account for income taxes under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of assets and liabilities and their respective tax basis.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in the period that includes the enactment date. Taxes on income of our foreign subsidiaries are provided at the tax rates applicable to
the tax jurisdictions in which they are located.

On July 1, 2007, we adopted FASB Interpretation ("FIN") 48, Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement
No. 109, which creates a single model to address uncertainty in income tax positions and prescribes the minimum recognition threshold a tax
position is required to meet before being recognized in the financial statements. Under FIN 48, we may recognize a tax benefit from an uncertain
position only if it is more likely than not that the position will be sustained upon examination by taxing authorities based on the technical merits
of the issue. The amount recognized in the financial statements is the largest benefit that we believe has greater than a 50% likelihood of being
realized upon settlement.

We are required to make significant judgments when evaluating our uncertain tax positions and the related tax benefits. We believe our
assumptions are reasonable; however, there is no guarantee that the final outcome of the related matters will not differ from the amounts
reflected in our income tax provisions and accruals. We adjust our liability for uncertain tax positions based on changes in facts and
circumstances such as the closing of a tax audit or changes in estimates. Our income tax provision may be impacted to the extent that the final
outcome of these tax positions is different than the amounts recorded. As of June 30, 2008, our liabilities for unrecognized tax benefits totaled
$22.4 million. Of this amount, $18.2 million, if recognized, would impact the effective tax rate.

The recoverability of certain deferred tax assets is based in part on estimates of future income and the timing of temporary differences, and the
failure to fully realize such deferred tax assets could result in a higher tax provision in future periods. Our net deferred tax assets totaled

$79.6 million and $77.9 million at June 30, 2008 and 2007, respectively. Our accrued income taxes receivable (payable) totaled $8.5 million and
$(12.9) million at June 30, 2008 and 2007, respectively.

Recently issued accounting pronouncements

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities An Amendment of FASB
Statement No. 133. SFAS No. 161 enhances required disclosures regarding derivatives and hedging activities, including enhanced disclosures
regarding how: (a) an entity uses derivative instruments; (b) derivative instruments and related hedged items are accounted for
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under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities; and (c) derivative instruments and related hedged items
affect an entity's financial position, financial performance, and cash flows. SFAS No. 161 is effective for fiscal years, and interim periods within
those fiscal years, beginning after November 15, 2008, though earlier application is encouraged. Accordingly, we expect to adopt SFAS No. 161
beginning in fiscal 2010. We expect that SFAS No. 161 will have an impact on accounting for derivative instruments and hedging activities once
adopted, but the significance of the effect is dependent upon entering into these related transactions, if any, at that time.

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations. SFAS No. 141R will significantly change the
accounting for business combinations. Under SFAS No. 141R, an acquiring entity is required to recognize all of the assets acquired and
liabilities assumed in a transaction at the acquisition-date fair value with limited exceptions. SFAS No. 141R also includes a substantial number
of new disclosure requirements. SFAS No. 141R applies prospectively to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008, and accordingly, we expect to adopt SFAS No. 141R
beginning in fiscal 2010. We expect that SFAS No. 141R will have an impact on accounting for business combinations once adopted, but the
significance of the effect is dependent upon acquisitions, if any, at that time.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements An Amendment of ARB
No. 51. SFAS No. 160 establishes new accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary. Specifically, this statement requires the recognition of a noncontrolling interest (minority interest) as equity in
the consolidated financial statements and separate from the parent's equity. The amount of net income attributable to the noncontrolling interest
will be included in consolidated net income on the face of the income statement. SFAS No. 160 clarifies that changes in a parent's ownership
interest in a subsidiary that do not result in deconsolidation are equity transactions if the parent retains its controlling financial interest. In
addition, this statement requires that a parent recognize a gain or loss in net income when a subsidiary is deconsolidated. Such gain or loss will
be measured using the fair value of the noncontrolling equity investment on the deconsolidation date. SFAS No. 160 also includes expanded
disclosure requirements regarding the interests of the parent and its noncontrolling interest. SFAS No. 160 is effective for fiscal years, and
interim periods within those fiscal years, beginning on or after December 15, 2008, and accordingly, we expect to adopt SFAS No. 160
beginning in fiscal 2010. We are currently in the process of evaluating the impact SFAS No. 160 will have on our consolidated results of
operations, financial position and cash flows.

In February 2007, the FASB issued Statement SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities. SFAS
No. 159 provides companies with an option to report selected financial assets and liabilities at fai