®

Morningstar Document Research
FORM 10-Q
TAKE TWO INTERACTIVE SOFTWARE INC - TTWO
Filed: June 09, 2010 (period: April 30, 2010)
Quarterly report which provides a continuing view of a company's financial position

℠

Use these links to rapidly review the document
Table of Contents
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q
�

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended April 30, 2010
OR

�

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from
to
Commission file number 0-29230

.

TAKE-TWO INTERACTIVE SOFTWARE, INC.
(Exact Name of Registrant as Specified in Its Charter)
Delaware
(State or Other
Jurisdiction of
Incorporation or
Organization)

51-0350842
(I.R.S. Employer
Identification No.)

622 Broadway
New York, New York
10012
(Address of principal
(Zip Code)
executive offices)
Registrant's Telephone Number, Including Area Code: (646) 536-2842
Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes � No �
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate web site, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files). Yes � No �
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of "large accelerated filer," "accelerated filer," and "smaller reporting company" in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer �

Accelerated filer �

Non-accelerated filer �

Smaller reporting company �

(Do not check if a
smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes �

No �

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

Source: TAKE TWO INTERACTIVE SOFTWARE INC, 10-Q, June 09, 2010

Powered by Morningstar® Document Research℠

Table of Contents

INDEX

PART I.

Item 1.

Item 2.

FINANCIAL
INFORMATION

2

Financial Statements
(Unaudited)

2

Condensed Consolidated
Balance Sheets

2

Condensed Consolidated
Statements of Operations

3

Condensed Consolidated
Statements of Cash Flows

4

Notes to Unaudited
Condensed Consolidated
Financial Statements

5

Management's Discussion and
Analysis of Financial
Condition and Results of
Operations

22

Quantitative and Qualitative
Disclosures About Market
Risk

37

Item 4.

Controls and Procedures

37

PART II.

OTHER INFORMATION

38

Item 1.

Legal Proceedings

38

Item 1A.

Risk Factors

38

Item 5.

Other Information

39

Item 6.

Exhibits

40

Signatures
(All other items in this report are inapplicable)

41

Item 3.

1

Source: TAKE TWO INTERACTIVE SOFTWARE INC, 10-Q, June 09, 2010

Powered by Morningstar® Document Research℠

Table of Contents

PART I. FINANCIAL INFORMATION

Item 1.

Financial Statements

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

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of
allowances of $54,798 and
$37,191 at April 30, 2010
and October 31, 2009,
respectively
Inventory
Software development costs
and licenses
Prepaid taxes and taxes
receivable
Prepaid expenses and other
Assets of discontinued
operations
Total current assets
Fixed assets, net
Software development costs
and licenses, net of current
portion
Goodwill
Other intangibles, net
Other assets
Total assets
LIABILITIES AND
STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accrued expenses and other
current liabilities
Deferred revenue
Liabilites of discontinued
operations
Total current
liabilities
Long-term debt
Income taxes payable
Total liabilities
Commitments and contingencies
Stockholders' Equity:
Preferred stock, $.01 par value,
5,000 shares authorized
Common stock, $.01 par value,
150,000 shares authorized;
83,979 and 81,925 shares
issued and outstanding at
April 30, 2010 and
October 31, 2009,
respectively
Additional paid-in capital

$

April 30,
2010

October 31,
2009

(Unaudited)

(As adjusted)

180,516

$

102,083

39,295
24,761

181,065
26,687

205,798

167,341

8,385
55,509

8,814
47,473

2,939
517,203
23,123

95,104
628,567
27,049

$

58,228
216,295
22,582
28,822
866,253

$

75,521
220,881
23,224
31,886
1,007,128

$

34,939

$

114,379

167,071
13,125

172,784
6,334

5,652

60,796

220,787
100,443
7,977
329,207

354,293
97,063
10,146
461,502

-

-

840
677,774

819
658,794
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Accumulated deficit
Accumulated other
comprehensive income
(loss)
Total stockholders'
equity
Total liabilities and
stockholders'
equity

(122,179)

(139,295)

8,192

(2,273)

545,626

537,046

$

866,253

$

1,007,128

See accompanying Notes.
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TAKE-TWO INTERACTIVE SOFTWARE, INC. and SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
(in thousands, except per share amounts)
Three Months Ended April 30,
2010

Six Months Ended April 30,

2009

2010

2009

(As adjusted)

Net revenue
Cost of goods
sold
Gross profit
Selling and
marketing
General and
administrative
Research and
development
Depreciation and
amortization
Total operating
expenses
Income (loss)
from
operations
Interest and other,
net
Income (loss)
from
continuing
operations
before income
taxes
Provision
(benefit) for
income taxes
Income (loss)
from
continuing
operations
Income (loss)
from
discontinued
operations, net
of taxes
Net income (loss)
Earnings (loss)
per share:
Continuing
operations
Discontinued
operations
Basic earnings
(loss) per
share
Continuing
operations
Discontinued
operations
Diluted earnings
(loss) per
share

$

$

$

268,002

$

(As adjusted)

174,250

$

431,240

$

323,601

156,779
111,223

109,877
64,373

257,137
174,103

212,594
111,007

43,476

29,572

84,570

68,243

24,569

29,897

53,264

68,352

12,908

14,759

28,363

35,702

3,632

4,497

7,791

9,279

84,585

78,725

173,988

181,576

26,638

(14,352)

(7,764)

(1,513)

(12,577)

18,874

(15,865)

(12,462)

(69,694)

1,958

(5,454)

4,444

(5,435)

16,916

(10,411)

(16,906)

(64,259)

$

331
(10,080) $

(210)
(17,116)

$

3,791
(60,468)

$

(0.13) $

(0.22)

$

(0.84)

(158)
16,758

0.20

0.00

0.00

(70,569)

115

875

0.05

0.00

$

0.20

$

(0.13) $

(0.22)

$

(0.79)

$

0.20

$

(0.13) $

(0.22)

$

(0.84)

0.00

0.00

$

0.20

$

0.05

0.00

(0.13) $

(0.22)

$

(0.79)

See accompanying Notes.
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TAKE-TWO INTERACTIVE SOFTWARE, INC. and SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
(in thousands)
Six months ended April 30,
2010

2009
(As adjusted)

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

$

(17,116)

$

(60,468)

55,209

46,800

7,791

9,279

210

(3,791)

59

419

13,560

11,500

3,646

-

(4)

(144)

(1,407)
5,256

(3,551)

141,770
1,611

73,328
13,767

(75,906)

(68,514)

(9,159)
6,791

4,444
(30,354)

(92,291)

(98,573)

968

13,114

40,988

(92,744)

(3,743)

(5,567)

2,768
37,250
-

Source: TAKE TWO INTERACTIVE SOFTWARE INC, 10-Q, June 09, 2010
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business combinations, net
of cash acquired
Net cash provided by (used for)
investing activities
Financing activities:
Proceeds from exercise of
employee stock options
Net cash provided by financing
activities
Effects of exchange rates on
cash and cash equivalents
Net increase (decrease) in cash
and cash equivalents
Cash and cash equivalents,
beginning of year
Cash and cash equivalents, end
of period

(6,067)

36,275

$

-

4

-

4

1,170

(1,854)

78,433

(100,661)

102,083

280,277

180,516

$

179,616

See accompanying Notes.
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TAKE-TWO INTERACTIVE SOFTWARE, INC. and SUBSIDIARIES
Notes to Unaudited Condensed Consolidated Financial Statements
(Dollars in thousands, except share and per share amounts)
1.

BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

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

Microsoft

Nintendo

Apple

PlayStation®3

Xbox 360®

Wii™

iPhone™

DS™

iPod® touch

PlayStation®2

PSP® (PlayStation®Portable)
We also develop and publish software titles for the PC and for digital distribution.

iPad

Basis of Presentation
The accompanying Condensed Consolidated Financial Statements include the accounts of the Company and reflect all normal and recurring adjustments
necessary for fair presentation of our financial position, results of operations and cash flows. Inter-company accounts and transactions have been eliminated. The
preparation of these Condensed Consolidated Financial Statements in conformity with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the amounts reported in these Condensed Consolidated Financial Statements and accompanying
notes. We adhere to the same accounting policies in preparation of interim financial statements. As permitted under generally accepted accounting principles,
interim accounting for certain expenses, including income taxes, are based on full year assumptions when appropriate. Actual results could differ materially from
those estimates.
Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles generally accepted in
the United States have been omitted pursuant to the rules and regulations of the Securities and Exchange Commission ("SEC"), although we believe that the
disclosures are adequate to make the information presented not misleading. These Condensed Consolidated Financial Statements and accompanying notes should
be read in conjunction with our annual consolidated financial statements and the notes thereto, included in our Annual Report on Form 10-K for the year ended
October 31, 2009.
Reclassifications
Certain prior year amounts have been reclassified to conform to current year presentation for comparative purposes. See Note 2 for additional information
regarding our reclassifications.
Discontinued Operations
In February 2010, we completed the sale to SYNNEX Corporation ("Synnex") of our Jack of all Games third party distribution business, which primarily
distributed third party interactive entertainment software, hardware and accessories in North America. The financial results of our distribution business and our
gain on the sale of that business have been classified as discontinued operations in the Condensed Consolidated Statements of Operations for all of the periods
presented. The assets and liabilities of this business are reflected as assets and liabilities of discontinued
5
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operations in the Condensed Consolidated Balance Sheets for all periods presented. See Note 3 for additional information regarding discontinued operations.
Unless otherwise noted, amounts and disclosures throughout the Notes to Unaudited Condensed Consolidated Financial Statements relate to the Company's
continuing operations.
Financial Instruments
The carrying amounts of our financial instruments, including cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities,
approximate fair value because of their short maturities. We consider all highly liquid instruments purchased with original maturities of three months or less to be
cash equivalents. At April 30, 2010 and October 31, 2009 we had $14,630 and $9,235, respectively, of cash on deposit reported as a component of prepaid
expenses and other in the accompanying consolidated balance sheet because its use was restricted.
The estimated fair value of the Company's Convertible Notes (defined in Note 10) is $103,821 as of April 30, 2010. The fair value was determined using
observable market data for the Convertible Notes and its embedded option feature.
We transact business in various foreign currencies and have significant sales and purchase transactions denominated in foreign currencies. From time to time, we
use forward exchange contracts to mitigate foreign currency risk associated with foreign currency assets and liabilities consisting primarily of cash balances and
certain non-functional currency denominated inter-company funding loans, non-functional currency denominated accounts receivable and non-functional
currency denominated accounts payable. We do not enter into derivative financial instruments for trading purposes. We do not designate foreign currency
forward contracts as hedging instruments and accordingly, we mark to market our foreign currency forward contracts each period and any gains and losses are
recognized in net income (loss). At April 30, 2010, we had forward contracts outstanding to purchase $32,603 of foreign currency in exchange for U.S. dollars
and to purchase $15,025 of U.S. dollars in exchange for foreign currencies with maturities of less than one year. The fair value of our foreign currency forward
contracts was immaterial as of April 30, 2010. For the three and six months ended April 30, 2010 we recorded $632 and $1,728, respectively, of losses related to
foreign currency forward contracts in interest and other, net.
Recently Issued Accounting Pronouncements
Business Combinations
On November 1, 2009 the Company adopted the guidance that requires acquiring entities in a business combination to recognize all assets acquired and liabilities
assumed in the transaction, establishes the acquisition-date fair value as the measurement objective for all assets acquired and liabilities assumed, and requires
the acquirer to disclose the nature and financial effect of the business combination. The guidance also requires that assets acquired and liabilities assumed in a
business combination that arise from contingencies to be recognized at fair value, if fair value can be determined during the measurement period. This new rule
specifies that an asset or liability should be recognized at time of acquisition if the amount of the asset or liability can be reasonably estimated and that it is
probable that an asset existed or that a liability had been incurred at the acquisition date. The adoption of this guidance did not have an impact on our
consolidated financial position, cash flows or results of operations.
Intangibles—Goodwill and Other
On November 1, 2009 the Company adopted the guidance issued for determining the useful life of a recognized intangible asset which applies prospectively to
intangible assets acquired individually or with a group of other assets in either an asset acquisition or business combination. The adoption of this
6
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guidance did not have any impact on our consolidated financial position, cash flows or results of operations.
Debt
On November 1, 2009 the Company adopted the guidance specifying that issuers of convertible debt instruments that may be settled in cash upon conversion
should separately account for the liability and equity components in a manner reflecting the Company's non-convertible debt borrowing rate.
In June 2009, we issued $138,000 of 4.375% Convertible Notes which was classified as long-term debt at October 31, 2009. On November 1, 2009 we calculated
the difference between the principal amount of the Convertible Notes and the remaining liability component after the bifurcation to be $43,592, which was
reclassified to debt discount with a corresponding adjustment made to additional paid-in capital. Also upon adoption of this new guidance, on November 1, 2009
we retrospectively adjusted the debt discount which is being amortized as non-cash interest expense in our consolidated statement of operations in addition to the
Convertible Notes' coupon interest payments over the five year period of the Convertible Notes. For additional details on our Convertible Notes see Note 10.
Earnings Per Share
On November 1, 2009 the Company adopted new guidance which clarified that stock-based payment awards that entitle holders to receive non-forfeitable
dividends before they vest should be considered participating securities and included in the basic Earnings Per Share ("EPS") calculation. The adoption of this
guidance has been applied for all periods presented. For additional details on our EPS calculation see Note 12.
Measuring Liabilities at Fair Value
On November 1, 2009 the Company adopted new guidance which relates to the fair value measurement of liabilities. This guidance provides clarification that in
circumstances in which quoted prices in an active market for the identical liability are not available, a reporting entity is required to measure fair value using a
valuation technique that uses quoted prices for the identical liability when traded as an asset, quoted prices for similar liabilities when traded as an asset or
another technique that is consistent with the fair value principles. The adoption of this guidance did not have a significant impact on our consolidated financial
position, cash flows or results of operations.
Amendments to Variable Interest Entity Guidance
In June 2009, new guidance was issued which requires an enterprise to determine whether its variable interest or interests give it a controlling financial interest in
a variable interest entity. The primary beneficiary of a variable interest entity is the enterprise that has both (1) the power to direct the activities of a variable
interest entity that most significantly impacts the entity's economic performance and (2) the obligation to absorb losses of the entity that could potentially be
significant to the variable interest entity or the right to receive benefits from the entity that could potentially be significant to the variable interest entity. The
guidance will require ongoing reassessments of whether an enterprise is the primary beneficiary of a variable interest entity. The guidance is effective at the start
of a company's first fiscal year beginning after November 15, 2009 (November 1, 2010 for the Company). We are evaluating the impact that the adoption of this
new guidance will have on our consolidated financial position, cash flows and results of operations.
Multiple-Deliverable Revenue Arrangements
In October 2009, new guidance was issued related to the accounting for multiple-deliverable revenue arrangements. These new rules amend the existing guidance
for separating consideration in
7
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multiple-deliverable arrangements and establish a selling price hierarchy for determining the selling price of a deliverable. These new rules will become
effective, on a prospective basis, at the start of a company's first fiscal year beginning after June 15, 2010 (November 1, 2010 for the Company). We are
evaluating the impact that the adoption of this new guidance will have on our consolidated financial position, cash flows and results of operations.
Certain Revenue Arrangements That Include Software Elements
In October 2009, new guidance was issued that changes the accounting model for revenue arrangements by excluding tangible products containing both software
and non-software components that function together to deliver the product's essential functionality. This new rule will become effective, on a prospective basis,
at the start of a company's first fiscal year beginning after June 15, 2010 (November 1, 2010 for the Company). We are evaluating the impact that the adoption of
this new guidance will have on our consolidated financial position, cash flows and results of operations.
8
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2.

RECLASSIFICATION AND ADOPTION OF NEW ACCOUNTING GUIDANCE

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

October 31,
2009

ASSETS
Current assets:
Cash and cash
equivalents
Accounts receivable, net
of allowances(1)
Inventory
Software development
costs and licenses
Prepaid taxes and taxes
receivable
Prepaid expenses and
other(1)
Assets of discontinued
operations
Total current
assets
Fixed assets, net
Software development
costs and licenses, net
of current portion
Goodwill
Other intangibles, net
Other assets
Total assets
LIABILITIES AND
STOCKHOLDERS'
EQUITY
Current liabilities:
Accounts payable
Accrued expenses and
other current liabilities
Deferred revenue
Liabilities of
discontinued
operations
Total current
liabilities
Long-term debt
Income taxes payable
Total liabilities
Commitments and
contingencies
Stockholders' Equity:
Preferred stock
Common stock
Additional paid-in capital
Accumulated deficit
Accumulated other
comprehensive
income
Total
stockholders'
equity
Total liabilities
and
stockholders'
equity

$

Assets and
liabilities of
discontinued
operations

Adoption of
convertible
debt guidance

October 31,
2009
(As adjusted)

102,083

$

207,180
93,996

$

(26,115)
(67,309)

181,065
26,687

167,341

167,341

8,814

8,814

48,810

628,224
27,392

$

75,521
220,881
23,224
33,329
1,008,571

$

172,976

-

$

(1,443)
(1,443)

$

$

354,293
138,000
10,146
502,439

819
616,776
(119,655)

(1,337)

47,473

95,104

95,104

343
(343)

174,983
6,334

-

(58,597)

628,567
27,049

$

75,521
220,881
23,224
31,886
1,007,128

$

114,379

(2,199)

172,784
6,334

60,796

60,796

(40,937)

-

(40,937)

-

354,293
97,063
10,146
461,502

819
658,794
(122,179)

42,018
(2,524)

8,192

8,192

506,132

$

102,083

1,008,571

39,494

$

(1,443)

-

$

-

545,626

$

1,007,128

(1)
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Additionally, the Company reclassified $7,785 of prepaid expenses and other assets to accounts receivable in its October 31, 2009
Consolidated Balance Sheet to conform to current year presentation.
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3.

DISCONTINUED OPERATIONS

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

Net revenue
Income (loss)
before
income
taxes
Gain on sale
Provision for
income
taxes
Net income
(loss)

Six months ended
April 30,
2009

2010

$

13,166

$

55,472

$

$

(1,558)
1,407

$

523
-

$

(158)

(1,617)
1,407

(192)

(7)
$

2009

131,937

$

331

$

162,931

$

6,036
(2,245)

$

(210)

$

3,791

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

Accounts receivable,
net
Inventory
Prepaid expenses
and other
Fixed assets, net
Total assets of
discontinued
operations
Accounts payable
Accrued expenses
and other current
liabilities
Total liabilities of
discontinued
operations
4.

$

October 31, 2009

$

-

26,115
67,309
1,337
343

2,939
-

$

$

2,939
$

$

3,444

58,597
2,199

2,208

$

95,104

$

5,652

60,796

MANAGEMENT AGREEMENT

In March 2007, we entered into a management services agreement (the "Management Agreement") with ZelnickMedia Corporation ("ZelnickMedia"), whereby
ZelnickMedia provides us with certain management, consulting and executive level services. Strauss Zelnick, the President of ZelnickMedia, serves as our
Executive Chairman. In addition, we entered into employment agreements with Ben Feder and Karl Slatoff to serve as our Chief Executive Officer and Executive
Vice President, respectively. Both Mr. Feder and Mr. Slatoff are partners of ZelnickMedia. The Management Agreement expires in October 2012 and provides
for an annual management fee of $2,500 and a maximum bonus of $2,500 per fiscal year based on the Company achieving certain performance thresholds. In
consideration for ZelnickMedia's services under the Management Agreement, we recorded consulting expense (a component of general and administrative
expenses) of $937 and $687
10
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for the three months ended April 30, 2010 and 2009, respectively, and $1,875 and $1,562 for the six months ended April 30, 2010 and 2009, respectively.
Pursuant to the Management Agreement, in August 2007, we issued stock options to ZelnickMedia to acquire 2,009,075 shares of our common stock at an
exercise price of $14.74 per share, which vest over 36 months and expire 10 years from the date of grant. Each month, we remeasure the fair value of the
unvested portion of such options and record compensation expense for the difference between total earned compensation at the end of the period and total earned
compensation at the beginning of the period. As a result, changes in the price of our common stock impacts compensation expense or benefit recognized from
period to period. We recorded stock-based compensation related to this option grant of $889 and $770 for the three months ended April 30, 2010 and 2009,
respectively, and $2,003 and $1,971 for the six months ended April 30, 2010 and 2009, respectively.
In addition, on June 13, 2008, we granted 600,000 shares of restricted stock to ZelnickMedia, that vest in three equal installments on June 13, 2009, 2010, and
2011; and 900,000 shares of restricted stock that vest over a four year period through 2012, provided that the price of our common stock outperforms 75% of the
companies in the NASDAQ Industrial Index measured annually on a cumulative basis. For the three months ended April 30, 2010 and 2009, we recorded an
expense of $899 and a benefit of $72, respectively, of stock-based compensation related to these grants of restricted stock. For the six months ended April 30,
2010 and 2009, we recorded expenses of $280 and $320, respectively, of stock-based compensation related to these grants of restricted stock.
5.

FAIR VALUE MEASUREMENTS

We follow a three-level fair value hierarchy that prioritizes the inputs used to measure fair value. This hierarchy requires entities to maximize the use of
"observable inputs" and minimize the use of "unobservable inputs." The three levels of inputs used to measure fair value are as follows:
•
Level 1—Quoted prices in active markets for identical assets or liabilities.
•
Level 2—Observable inputs other than quoted prices included in Level 1, such as quoted prices for markets that are not active or other
inputs that are observable or can be corroborated by observable market data.
•
Level 3—Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities. This includes certain pricing models, discounted cash flow methodologies and similar techniques that use significant
unobservable inputs.
The table below segregates all assets that are measured at fair value on a recurring basis (which is measured at least annually) into the most appropriate level
within the fair value hierarchy based on the inputs used to determine the fair value at the measurement date.

April 30, 2010

Quoted prices
in active markets Significant other
observable
for identical
inputs
assets
(level 2)
(level 1)

Significant
unobservable
inputs
(level 3)

Money
market
funds
$
98,319
$
98,319
$
$
On November 1, 2009, the Company adopted new Fair Value Measurements guidance, for all non-financial assets and liabilities that are measured at fair value
on a non-recurring basis, such as goodwill and identifiable intangible assets. The adoption of this guidance for non-financial assets and liabilities that are
measured at fair value on a non-recurring basis did not impact the Company's consolidated financial position or results of operations.
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6.

COMPREHENSIVE INCOME (LOSS)

Components of comprehensive income (loss) are as follows:
Three months ended
April 30,
2010
2009

Net income (loss)
Foreign currency
translation
adjustment
Comprehensive
income (loss)
7.

$

$

16,758

Six months ended
April 30,
2010

(10,080)
7,503

(2,525)
$

$

$

14,233

2009

$

(17,116)

(11,747)

(10,465)

(2,577)

$

(60,468)

$

(27,581)

(72,215)

INVENTORY

Inventory balances by category are as follows:
April 30,
2010

October 31,
2009
(As adjusted)

Finished products
Parts and supplies
Inventory

$

$

19,571
5,190
24,761

$

20,288
6,399
26,687

$

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

SOFTWARE DEVELOPMENT COSTS AND LICENSES

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

Current

Software
development
costs,
internally
developed
Software
development
costs,
externally
developed
Licenses
Software
development
costs and
licenses

$

April 30, 2010
Non-current

145,181

$

59,425
1,192

$

205,798

Current

$

46,160

123,018

$

42,306
2,017

10,957
1,111

$

October 31, 2009
Non-current

$

58,228

167,341

46,574

27,202
1,745

$

75,521

Software development costs and licenses as of April 30, 2010 and October 31, 2009 include $252,349 and $212,939, respectively, related to titles that have not
been released.
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9.

ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

Accrued expenses and other current liabilities consist of the following:
April 30,
2010

October 31,
2009
(As adjusted)

Software development
costs and royalties
Income tax payable
and deferred tax
liability
Compensation and
benefits
Licenses
Marketing and
promotions
Professional fees
Rent and deferred rent
obligations
Deferred consideration
for acquisitions
Other
Accrued expenses and
other current
liabilities

$

$

47,211

$

55,151

35,384

41,669

19,614
27,295

16,749
13,202

9,194
3,439

11,038
6,153

5,395

5,767

19,539

1,103
21,952

$

167,071

172,784

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

October 31,
2009

Available
borrowings
$
131,836
$
88,137
Outstanding letters
of credit
8,164
11,560
We recorded $485 and $1,551 of interest expense and fees related to the Credit Agreement for the three months ended April 30, 2010 and 2009, respectively. We
recorded $1,073 and $3,489 of interest expense and fees related to the Credit Agreement for the six months ended April 30, 2010 and 2009, respectively. As of
April 30, 2010, we were in compliance with all covenants and requirements in the Credit Agreement.
Convertible Notes
In June 2009, we issued $138,000 aggregate principal amount of 4.375% convertible senior notes due 2014 ("Convertible Notes"). The issuance of the
Convertible Notes included $18,000 related to the exercise of an over-allotment option by the underwriters. Interest on the Convertible Notes is payable
semi-annually in arrears on June 1st and December 1st of each year, commencing on December 1, 2009. The Convertible Notes mature on June 1, 2014, unless
earlier redeemed or repurchased by the Company or converted.
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The Convertible Notes are convertible at an initial conversion rate of 93.6768 shares of our common stock per $1 principal amount of Convertible Notes
(representing an initial conversion price of approximately $10.675 per share of common stock for a total of approximately 12,927,000 underlying conversion
shares) subject to adjustment in certain circumstances. Holders may convert the Convertible Notes at their option prior to the close of business on the business
day immediately preceding December 1, 2013 only under the following circumstances: (1) during any fiscal quarter commencing after July 31, 2009, if the last
reported sale price of the common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading days ending on the
last trading day of the preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each applicable trading day; (2) during the
five business day period after any 10 consecutive trading day period (the "measurement period") in which the trading price per $1 principal amount of
Convertible Notes for each day of that measurement period was less than 98% of the product of the last reported sale price of our common stock and the
applicable conversion rate on each such day; (3) if we call the Convertible Notes for redemption, at any time prior to the close of business on the third scheduled
trading day prior to the redemption date; or (4) upon the occurrence of specified corporate events. On and after December 1, 2013 until the close of business on
the third scheduled trading day immediately preceding the maturity date, holders may convert their Convertible Notes at any time, regardless of the foregoing
circumstances. Upon conversion, the Convertible Notes may be settled, at our election, in cash, shares of our common stock, or a combination of cash and shares
of the Company's common stock.
At any time on or after June 5, 2012, the Company may redeem all of the outstanding Convertible Notes for cash, but only if the last reported sale of our common
stock for 20 or more trading days in a period of 30 consecutive trading days ending on the trading day prior to the date we provide notice of redemption to
holders of the Convertible Notes exceeds 150% of the conversion price in effect on each such trading day. The redemption price will equal 100% of the principal
amount of the Convertible Notes to be redeemed, plus all accrued and unpaid interest (including additional interest, if any) to, but excluding, the redemption date.
Upon the occurrence of certain fundamental changes involving the Company, holders of the Convertible Notes may require us to purchase all or a portion of their
Convertible Notes for cash at a price equal to 100% of the principal amount of the notes to be purchased, plus accrued and unpaid interest (including additional
interest, if any) to, but excluding, the fundamental change purchase date.
The indenture governing the Convertible Notes contains customary terms and covenants and events of default. If an event of default (as defined therein) occurs
and is continuing, the Trustee by notice to the Company, or the holders of at least 25% in aggregate principal amount of the Convertible Notes then outstanding
by notice to the Company and the Trustee, may, and the Trustee at the request of such holders shall, declare 100% of the principal of and accrued and unpaid
interest (including additional interest, if any) on all the Convertible Notes to be due and payable. In the case of an event of default arising out of certain
bankruptcy events, 100% of the principal of and accrued and unpaid interest (including additional interest, if any), on the Convertible Notes will automatically
become due and payable immediately. As of April 30, 2010, we were in compliance with all covenants and requirements outlined in the indenture governing the
Convertible Notes.
The Convertible Notes are senior unsecured obligations and rank senior in right of payment to our existing and future indebtedness that may be expressly
subordinated in right of payment to the Convertible Notes; equal in right of payment to our existing and future indebtedness that is not so subordinated; junior in
right of payment to any of our secured indebtedness to the extent of the value of the assets securing such indebtedness; and structurally junior to all existing and
future indebtedness incurred by our subsidiaries.
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In connection with the offering of the Convertible Notes, we entered into convertible note hedge transactions which are expected to reduce the potential dilution
to our common stock upon conversion of the Convertible Notes. The convertible note hedge transactions allow the Company to receive shares of its common
stock related to the excess conversion value that it would convey to the holders of the Convertible Notes upon conversion. The transactions include options to
purchase approximately 12,927,000 shares of common stock at $10.675 per share, expiring on June 1, 2014, for a total cost of approximately $43,600, which was
charged to additional paid-in capital.
Separately, the Company entered into a warrant transaction with a strike price of $14.945 per share. The warrants will be net share settled and will cover
approximately 12,927,000 shares of the Company's common stock and expire on August 30, 2014, for total proceeds of approximately $26,300, which was
credited to additional paid-in capital.
A portion of the net proceeds from the Convertible Notes offering was used to pay the net cost of the convertible note hedge transactions (after such cost was
partially offset by proceeds from the sale of the warrants). We incurred approximately $4,984 of banking, legal and accounting fees related to the issuance of the
Convertible Notes which were capitalized as debt issuance cost and will be amortized to interest and other expense over the term of the Convertible Notes.
Adoption of new debt guidance impacting Convertible Notes
In May 2008, the FASB issued new accounting guidance on debt with conversion and other options. This guidance specifies that issuers of such instruments
should separately account for the liability and equity components in a manner that reflects the Company's nonconvertible debt borrowing rate when interest cost
is recognized in subsequent periods. The guidance requires retrospective application of its provisions and it does not affect our cash flows. On November 1, 2009
we adopted this new guidance related to the accounting for convertible notes, and we reclassified the difference between the fair value and the principal amount
of our Convertible Notes balance to additional paid-in capital, representing the fair value of the embedded conversion option of the Convertible Notes. We
estimated the fair value to be $94,408, as of the date of issuance of our Convertible Notes, assuming a 13% non-convertible borrowing rate. On November 1,
2009 we calculated the difference between the principal amount of the Convertible Notes and the remaining liability component after the bifurcation to be
$43,592 which we reclassified to debt discount with a corresponding adjustment made to additional paid-in capital. Also upon adoption of this new guidance, we
retrospectively adjusted the debt discount which is being amortized using the effective interest method as non-cash interest expense in our consolidated statement
of operations in addition to the Convertible Notes' coupon interest payments over the five year period of the Convertible Notes. The results of the retrospective
amortization on our consolidated statement of operations reflected an additional pre-tax non-cash interest expense of approximately $2,655 for the fiscal year
ended October 31, 2009. Debt issuance costs of $4,984 were capitalized and are being amortized to interest expense over the term of the Convertible Notes. Debt
issuance costs of $1,574 were related to the equity component and were recorded as a reduction of additional paid-in capital. See Note 2 for retrospective
application to previously reported items.
The following table provides additional information related to our Convertible Notes:
April 30, 2010

Additional paid-in
capital
Principal amount of
Convertible
Notes
Unamortized
discount of the
liability
component
Net carrying
amount of
Convertible
Notes
Carrying amount of
debt issuance
costs

October 31, 2009

$

42,018

$

42,018

$

138,000

$

138,000

40,937

37,557

$

100,443

$

2,786

$

97,063

$

3,127
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The following table provides the components of interest expense related to our Convertible Notes:
For the three months
ended
April 30, 2010

Cash interest
expense
(coupon interest
expense)
Non-cash
amortization of
discount on
Convertible
Notes
Amortization of
debt issuance
costs
Total interest
expense related
to Convertible
Notes

$

$

For the six months
ended
April 30, 2010

1,510

$

3,019

1,717

3,380

171

341

3,398

$

6,740

11. LEGAL AND OTHER PROCEEDINGS
Various lawsuits, claims, proceedings and investigations are pending involving us and certain of our subsidiaries as described below in this section. Depending
on the amount and the timing, an unfavorable resolution of some or all of these matters could materially affect our business, financial condition, results of
operations or cash flows. We have appropriately accrued amounts related to certain legal and other proceedings discussed below. While there is a possibility that
a loss may be incurred in excess of the amounts accrued in our financial statements, we believe that such losses, unless otherwise disclosed, would not be
material. In addition to the matters described herein, we are, or may become, involved in routine litigation in the ordinary course of business which we do not
believe to be material to our business, financial condition, results of operations or cash flows.
Consumer Class Action and City of Los Angeles Litigation—Grand Theft Auto: San Andreas. Beginning in July 2005, several consumers on behalf of all
purchasers of our Grand Theft Auto: San Andreas game, and the City Attorney for the City of Los Angeles on behalf of the State of California, filed complaints
alleging that we engaged in consumer deception and false advertising, breached an implied warranty of merchantability and were unjustly enriched as a result of
our alleged failure to disclose that Grand Theft Auto: San Andreas contained "hidden" content. For pretrial purposes, these cases all were consolidated and
transferred to the United States District Court for the Southern District of New York (the "SDNY Court"). We agreed to a settlement of these cases in December
2007; however, in July 2008, the SDNY Court declined to certify the proposed settlement class on the basis that, under controlling case law issued after the
parties negotiated the settlement, the plaintiffs could no longer meet their burden of showing that the case could proceed on the proposed class basis, regardless
of whether the purpose of certification was for litigation or settlement. The plaintiffs subsequently applied for, and on April 15, 2009 the U.S. Court of Appeals
for the Second Circuit granted, permission to file an interlocutory appeal.
We recently entered into agreements to resolve these cases on a non-class basis, on non-material financial terms. On February 16, 2010, the SDNY Court
dismissed the putative class actions.
Securities Class Action—Grand Theft Auto: San Andreas and Option Backdating. In February and March 2006, four purported class action complaints were
filed against us and certain of our then current and former officers and directors in the SDNY Court. The actions were consolidated, and in April 2007 the lead
plaintiffs filed a consolidated second amended complaint which contained allegations related to purported "hidden content" contained in Grand Theft Auto: San
Andreas and the backdating of stock options, including the investigation thereof conducted by the Special Litigation Committee of the Board of Directors and the
restatement of our financial statements relating thereto. This complaint was filed against us, our former Chief Executive Officer, our former Chief Financial
Officer, our former Chairman of the Board, our Rockstar Games subsidiary, and one officer and one former officer of our Rockstar Games subsidiary. The lead
plaintiffs sought unspecified compensatory damages and costs including attorneys' fees and expenses. In April 2008, the Court dismissed, with leave to amend,
all claims as to all defendants relating to Grand Theft Auto: San Andreas and certain
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claims as to our former CEO, CFO and certain director defendants relating to the backdating of stock options. In September 2008, the lead plaintiff filed a third
amended consolidated complaint seeking to reinstate these claims, which we opposed. On August 31, 2009, we entered into a memorandum of understanding
with the lead plaintiffs to comprehensively settle all claims asserted by them against us, our Rockstar Games subsidiary and all of the current and former officers
and directors named in the actions. Under the terms of the proposed settlement, we will pay approximately $20,115 into a settlement fund for the benefit of class
members, approximately $15,315 of which will be paid by our insurance carriers and the balance of approximately $4,800 has previously been accrued for in our
financial statements. In addition to the payment to the settlement fund, we will also supplement the substantial changes that we have already implemented in our
corporate governance policies and practices. The proposed settlement is subject to the completion of final documentation and preliminary and final approval by
the SDNY Court. Neither we, our subsidiary nor any of the individuals admit any wrongdoing as part of the proposed settlement agreement.
St. Clair Derivative Action. In January 2006, the St. Clair Shores General Employees Retirement System filed a purported class and derivative action complaint
in the SDNY Court against us, as nominal defendant, and certain of our directors and certain former officers and directors. Certain of the factual allegations in
this action are similar to those in the securities class action described above. The plaintiff asserts that certain defendants breached their fiduciary duty by selling
their stock while in possession of certain material non-public information and that we violated Section 14(a) of the Exchange Act and Rule 14a-9 thereunder by
failing to disclose material facts in our 2003, 2004 and 2005 proxy statements in which we solicited approval to increase share availability under our 2002 Stock
Option Plan. The plaintiff seeks the return of all profits from the alleged insider trading conducted by the individual defendants who sold our stock, unspecified
compensatory damages with interest and its costs in the action. In March 2007, the Special Litigation Committee moved to dismiss the complaint based on,
among other things, the Committee's conclusion that "future pursuit of this action is not in the best interests of Take-Two or its shareholders." In August 2007,
the plaintiff filed an Amended Derivative and Class Action Complaint alleging, among other things, that defendants breached their fiduciary duties in connection
with the issuance of proxy statements from 2001 through 2005. In September 2007, the Special Litigation Committee moved to dismiss the Amended Complaint
or to consolidate certain of its claims with the securities class action. In July 2008, the Court dismissed all claims against us and all claims against all defendants
that arose out of the plaintiff's derivative claims. The Court expressly did not determine whether these claims would entitle the putative class to monetary
damages, but invited briefs from the individual defendants on this point. In October 2008, these individuals moved to dismiss the remaining claims against them.
Briefing was concluded as of January 16, 2009. On September 15, 2009, the case was reassigned to Judge Sullivan, who denied the pending motions to dismiss
without prejudice pending an October status conference. At that status conference, the Court reinstated the motions to dismiss, and oral argument on those
motions was held November 23, 2009. The motions are now pending before the Court.
Derivative Action—Option Backdating. In July and August 2006, shareholders Richard Lasky and Raeda Karadsheh filed purported derivative actions in the
SDNY Court against us, as nominal defendant, and certain of our directors and certain former officers and directors. These actions were consolidated in
November 2006 and the plaintiffs filed a consolidated complaint in January 2007, which focused exclusively on our historical stock option granting practices,
alleging violations of federal and state law, including breaches of fiduciary duties, abuse of control, gross mismanagement, waste of corporate assets, and unjust
enrichment. The complaints sought unspecified damages against all of the individual defendants, reimbursement from certain of the defendants of bonuses or
other incentive or equity-based compensation paid to them, equitable and other relief relating to the proceeds from certain of the defendants' alleged improper
trading activity in our stock, adoption of certain corporate governance proposals and recovery of litigation costs. These matters were referred to the Special
Litigation Committee, which moved to dismiss certain parties from the litigation and to have any claims
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against the remaining parties be assigned to us for disposition by our management and Board of Directors. On April 21, 2009, the Court granted the Special
Litigation Committee's motion in its entirety, dismissing all claims against all named defendants except Ryan A. Brant, James David, Larry Muller, and Kelly G.
Sumner, and assigning those remaining claims to the Company as the sole party plaintiff. On June 15, 2009, the former shareholder plaintiffs applied for the
entry of final judgment in order to permit the immediate appeal of the Court's April 21, 2009 order dismissing certain defendants and terminating the former
shareholder plaintiffs from consolidated action, which application the Court denied on March 5, 2010. Also on June 15, 2009, as directed by the Court, the
Company filed an amended complaint against the remaining defendants in the suit. Upon defendants' motions, the Court on March 31, 2010 dismissed as time
barred all claims based upon options awards granted prior to July 12, 2001, and the disclosure claims against Larry Muller and James David. Still pending are the
Company's disclosure claims against Ryan A. Brant and Kelly G. Sumner, as well as all claims against the four defendants related to options awards granted to
them after July 12, 2001.
Strickland et al. Personal Injury Action. In February 2005, the personal representatives of the Estates of Arnold Strickland, James Crump and Ace Mealer
brought an action in the Circuit Court of Fayette County, Alabama against us, Sony Computer Entertainment America Inc., Sony Corporation of America,
Wal-Mart, GameStop and Devin Moore, alleging under Alabama's manufacturers' liability and wrongful death statutes, that our video games resulted in "copycat
violence" that caused the deaths of Messrs. Strickland, Crump and Mealer by Mr. Moore. The suit seeks damages (including punitive damages) against all of the
defendants in excess of $600,000. In April 2006, the plaintiffs amended the complaint to add a claim for civil conspiracy. Our motion to dismiss that claim is
pending, but there currently is no scheduling order in effect. At our request, the Court held an evidentiary hearing on October 30, 2008 to consider the exclusion
of certain expert testimony and a second hearing was held on December 18, 2008. On July 29, 2009, the Court entered an order excluding the expert testimony
and granting summary judgment to the Company. Plaintiff Steve Strickland filed a Notice of Appeal on August 10, 2009, which appeal is pending. We believe
that the claims are without merit and that this action is similar to lawsuits brought and dismissed by courts in other jurisdictions.
We intend to vigorously defend all of the above pending matters and, with respect to the derivative actions, we have been advised that the individual defendants
will vigorously defend such actions.
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12. EARNINGS (LOSS) PER SHARE ("EPS")
The following table sets forth the computation of basic and diluted earnings (loss) per common share (shares in thousands):
Three months ended
April 30,
2010
2009

Computation of Basic Earnings
(Loss) Per Share:
Net income (loss)
Net income allocated to
participating securities
Net income (loss)
allocated to common
stockholders

$

Computation of Diluted Earnings
(Loss) Per Share:
Net income (loss)
Net income allocated to
participating securities
Net income (loss)
allocated to common
stockholders

$

(10,080) $
-

15,505

$

(10,080) $

85,176

78,805

(60,468)

-

-

76,587

78,518

76,341

(0.13) $

$

16,758

$

(10,080) $
-

(1,253)

$

$

-

$

$

-

-

(17,116)

(60,468)

76,341

0.20

15,505

$

78,518

$

$

(17,116)

76,587

(6,371)

Weighted average common
shares outstanding—basic
Plus: dilutive effect of common
stock equivalents
Weighted average
common shares
outstanding—diluted
Diluted earnings (loss)
per common share

$

(1,253)

Total weighted average shares
outstanding—basic
Less: weighted average
participating shares
outstanding
Weighted average
common shares
outstanding—basic
Basic earnings (loss) per
common share

16,758

Six months ended
April 30,
2010
2009

(10,080) $

(0.22) $

(0.79)

$

(60,468)

(17,116)

-

-

(17,116)

$

(60,468)

78,805

76,587

78,518

76,341

-

-

-

-

78,805

76,587

78,518

76,341

0.20

$

(0.13) $

(0.22) $

(0.79)

The Company defines common stock equivalents as unexercised stock options, common stock equivalents underlying the Convertible Notes (see Note 10) and
warrants outstanding during the period. Common stock equivalents are measured using the treasury stock method, except for the Convertible Notes, which are
assessed for their impact on diluted EPS using the more dilutive of the treasury stock method or the if-converted method. Under the provisions of the if-converted
method, the Convertible Notes are assumed to be converted and included in the denominator of the EPS calculation and the interest expense, net of tax, recorded
in connection with the Convertible Notes is added back to the numerator. For the three and six months ended April 30, 2010, the assumed conversion of
12,927,000 shares underlying our Convertible Notes was antidilutive; therefore the shares were excluded from the computation of diluted EPS.
In connection with the issuance of our Convertible Notes in June 2009, the Company purchased convertible note hedges (see Note 10) which were excluded from
the calculation of diluted EPS because their impact is always considered antidilutive since the call option would be exercised by the Company when the exercise
price is lower than the market price. Also in connection with the issuance of our Convertible Notes, the Company entered into warrant transactions (see Note 10).
For the three and six months ended April 30, 2010, the Company excluded the warrants outstanding from its diluted EPS because the warrants' strike price of
$14.945 was greater than the average market price of our common stock.
For the three months ended April 30, 2010, other common stock equivalents excluded from the diluted EPS calculation included unexercised stock option awards
of approximately 3,095,000 because their effect would have been antidilutive. For the three months ended April 30, 2009 and the six months ended April 30,
2010 and 2009, other common stock equivalents excluded from the diluted EPS
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calculation included unexercised stock awards of approximately 4,197,000, 3,095,000 and 4,225,000, respectively, because their effect would have been
antidilutive due to the net loss for those periods.
For the three and six months ended April 30, 2010, we issued approximately 246,000 and 2,131,000 shares, respectively, of common stock in connection with
restricted stock awards. During the three and six months ended April 30, 2010, we canceled 59,000 and 77,000 shares, respectively, of unvested restricted stock
awards.
On November 1, 2009, we adopted new accounting guidance for determining whether instruments granted in share-based payment transactions are participating
securities and, as a result, unvested share-based awards which include the right to receive non-forfeitable dividends or dividend equivalents are considered to
participate with common stock in undistributed earnings. Our unvested restricted stock rights (including restricted stock units, time-based and market-based
restricted stock awards) are considered participating restricted stock since these securities have non-forfeitable rights to dividends or dividend equivalents during
the contractual period of the award. For the three months ended April 30, 2009 and the six months ended April 30, 2010 and 2009 we had 3,644,000, 6,227,000
and 3,554,000, respectively, of unvested share-based awards that are considered participating restricted stock which are excluded due to the net loss for those
periods.
13. SEGMENT AND GEOGRAPHIC INFORMATION
We are a publisher of interactive software games designed for video game consoles, personal computers, handheld devices and digital distribution.
Our reporting segment is based upon our internal organizational structure, the manner in which our operations are managed and the criteria used by our Chief
Executive Officer, our chief operating decision maker ("CODM") to evaluate performance. The Company's operations involve similar products and customers
worldwide. We are centrally managed and the CODM primarily uses consolidated financial information supplemented by sales information by product category,
major product title and platform to make operational decisions and assess financial performance. Our business consists of our Rockstar Games and 2K labels
which have been aggregated into a single reportable segment (the "publishing segment") based upon their similar economic characteristics, products and
distribution methods. Revenue earned from our publishing segment is primarily derived from the sale of internally developed software titles and software titles
developed on our behalf by third parties. Accordingly, the Company operates as a single segment.
Prior to the first quarter of fiscal year 2010, we managed our business primarily based on our publishing and distribution businesses. In February 2010, we
completed the sale of the assets of our distribution business. As a result, the financial results of our distribution business have been classified as discontinued
operations in our Condensed Consolidated Statements of Operations for all of the periods presented. The assets and liabilities of this business are reflected as
assets and liabilities of discontinued operations in the Condensed Consolidated Balance Sheets for all periods presented.
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We attribute net revenue to geographic regions based on product destination. Net revenue by geographic region is as follows:
Three months ended
April 30,
Net revenue by
geographic
region:

United States
Canada
North America
Continental
Europe
United
Kingdom
Asia Pacific
and other
Total net
revenue

2010

$

$

Six months ended
April 30,

2009

155,621
17,009
172,630

$

2010

112,624
6,824
119,448

$

2009

266,533
28,338
294,871

$

191,259
14,603
205,862

44,644

32,805

62,250

71,178

36,430

13,896

51,774

28,879

14,298

8,101

22,345

17,682

268,002

$

174,250

$

431,240

$

323,601

Net revenue by product platform is as follows:
Three months ended
April 30,
Net revenue by
product platform:

Microsoft
Xbox 360
Sony
PlayStation
3
PC
Nintendo Wii
Sony PSP
Nintendo DS
Sony
PlayStation
2
Other
Total net
revenue

2010

$

$

Six months ended
April 30,
2009

111,988

$

2010

77,815

$

2009

179,212

$

105,024

90,799
28,129
11,895
8,646
7,910

19,609
10,348
18,757
10,550
23,733

122,621
41,327
33,880
18,029
16,087

42,712
45,868
47,465
22,839
31,275

7,627
1,008

13,016
422

17,588
2,496

27,058
1,360

268,002

$

174,250

$

431,240

$

323,601
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Item 2.

Management's Discussion and Analysis of Financial Condition and Results of Operations

CAUTIONARY NOTE ABOUT FORWARD-LOOKING STATEMENTS
The statements contained herein which are not historical facts are considered forward-looking statements under federal securities laws and may be identified by
words such as "anticipates," "believes," "estimates," "expects," "intends," "plans," "potential," "predicts," "projects," "seeks," "will," or words of similar
meaning and include, but are not limited to, statements regarding the outlook for the Company's future business and financial performance. Such
forward-looking statements are based on the current beliefs of our management as well as assumptions made by and information currently available to them,
which are subject to inherent uncertainties, risks and changes in circumstances that are difficult to predict. Actual outcomes and results may vary materially
from these forward-looking statements based on a variety of risks and uncertainties including those contained herein, in the Company's Annual Report on
Form 10-K for the fiscal year ended October 31, 2009, in the section entitled "Risk Factors," and the Company's other periodic filings with the SEC. All
forward-looking statements are qualified by these cautionary statements and apply only as of the date they are made. The Company undertakes no obligation to
update any forward-looking statement, whether as a result of new information, future events or otherwise.
Our Management's Discussion and Analysis of Financial Condition and Results of Operations ("MD&A") is provided in addition to the accompanying
Condensed Consolidated Financial Statements and footnotes to assist readers in understanding our results of operations, financial condition and cash flows. The
following discussion should be read in conjunction with the MD&A included in our annual consolidated financial statements and the notes thereto, included in
our Annual Report on Form 10-K for the year ended October 31, 2009.
Overview
Our Business
We are a global publisher and developer of interactive entertainment software. Our business consists of our wholly-owned labels Rockstar Games and 2K, which
publishes its titles under 2K Games, 2K Sports and 2K Play. We develop, publish, market and sell software titles for gaming and entertainment hardware
platforms including: Sony's PlayStation®3 ("PS3") and PlayStation®2 ("PS2") computer entertainment systems; Sony's PSP® (PlayStation®Portable) ("PSP")
system; Microsoft's Xbox 360® ("Xbox 360") video game and entertainment system; Nintendo's Wii™ ("Wii") and DS™ ("DS") systems; and for the PC and
Games for Windows®. We also selectively develop and publish titles for digital distribution via Sony's PlayStation®Network ("PSN") and Microsoft's Xbox
LIVE® Marketplace ("Xbox LIVE") and Xbox LIVE® Arcade ("XBLA"), as well as digitally offer our PC titles through online download stores and services
such as Steam. We also develop and publish titles for the iPhone™, iPod® touch and iPad. The global installed base for the prior generation of platforms,
including PS2 and DS ("prior generation platforms") is substantial. The release of the PS3, Xbox 360, and Wii platforms ("current generation platforms") has
further expanded the video game software market. We are continuing to increase the number of titles released on the current generation platforms while also
developing titles for certain prior generation platforms such as PS2 and DS given their significant installed base, as long as it is economically attractive to do so.
We have pursued a strategy of capitalizing on the widespread market acceptance of interactive entertainment, as well as the growing popularity of innovative
action, adventure, racing, role-playing, sports and strategy games that appeal to the expanding demographic of video game players.
We endeavor to be the most creative, innovative and efficient company in our industry. Our strategy is to capitalize on the interactive entertainment market,
particularly the expanding demographics of video game players, and focus on creating premium quality games and successful franchises for which we can create
sequels. We develop most of our frontline products internally and own the intellectual property associated with most of our titles, which we believe best positions
us financially and competitively. We
22

Source: TAKE TWO INTERACTIVE SOFTWARE INC, 10-Q, June 09, 2010

Powered by Morningstar® Document Research℠

Table of Contents

have established a portfolio of proprietary software content for the major hardware platforms in a wide range of genres including action, adventure, racing,
role-playing, sports and strategy. We believe that our commitment to creativity and innovation is a distinguishing strength, allowing us to differentiate many of
our products in the marketplace by combining advanced technology with compelling storylines and characters that provide unique gameplay experiences for
consumers. We have created, acquired or licensed a group of highly recognizable brands to match the variety of consumer demographics we aspire to serve,
ranging from adults to children and game enthusiasts to casual gamers.
Revenue is primarily derived from the sale of internally developed software titles and software titles developed by third parties for our benefit. Operating margins
are dependent in part upon our ability to continually release new, commercially successful products and to manage software product development costs. We have
internal development studios located in Australia, Canada, China, Czech Republic, the United Kingdom, and the United States.
We expect Rockstar Games, our wholly-owned publisher of the hit Grand Theft Auto and Midnight Club franchises, to continue to be a leader in the action
product category and create groundbreaking entertainment by leveraging our existing franchises as well as developing new brands. Software titles published by
our Rockstar Games label are primarily internally developed. We believe that Rockstar has established a uniquely original, popular cultural phenomenon with its
Grand Theft Auto series and continues to expand on our established franchises by releasing sequels as well as offering downloadable episodes and content. In
January 2010, Rockstar released the highly rated Grand Theft Auto: Chinatown Wars on the iPhone and iPod touch, and in May 2010, Rockstar released the
critically acclaimed Red Dead Redemption on Xbox 360 and PS3. Rockstar is also well known for developing brands in other genres, including the Bully,
Manhunt and Max Payne franchises, and introduced a new brand in the music genre in 2009 with Rockstar Games and Timbaland present Beaterator.
Our 2K label publishes its titles under 2K Games, 2K Sports and 2K Play.
2K Games has published a variety of popular entertainment properties across multiple genres and platforms and we expect 2K Games to continue to develop new
and successful franchises in the future. 2K Games' internally owned and developed franchises include the critically acclaimed, multi-million unit selling
BioShock, Mafia, and Sid Meier's Civilization series. In February 2010, 2K Games released BioShock 2, a new multiplayer experience that enhances the lore and
fiction of the BioShock universe. 2K Games also expanded the Sid Meier's Civilization series by releasing Sid Meier's Civilization® Revolution™ onto mobile
platforms for the iPhone, iPod touch and iPad. 2K Games expects to further expand upon the Civilization franchise by introducing Sid Meier's Civilization®
Network™ on Facebook in calendar 2010. 2K Games has also published titles that were externally developed, such as The Darkness™, The Elder Scrolls IV:
Oblivion® and Borderlands™, which has become another key franchise for 2K Games since its launch in the fourth quarter of 2009.
2K Sports develops most of its software titles through our internal development studios including the Major League Baseball 2K series, NBA 2K series, NHL 2K
series, and our Top Spin tennis series. 2K Sports has secured long-term, third party exclusive licensing relationships with Major League Baseball Properties, the
Major League Baseball Players Association and Major League Baseball Advanced Media. In addition, 2K Sports has secured licensing agreements with the
National Basketball Association (NBA) and the National Hockey League (NHL). NBA 2K10 was the best selling and highest rated basketball game for the
Xbox 360 and the PS3 through April 2010, according to The NPD Group's estimates of U.S. retail video game sales and Metacritic. 2K Sports also has expansion
initiatives in the rapidly growing Asia markets, where our strategy is to broaden the distribution of our existing products, expand our business in Japan, and
establish an online gaming presence, especially in China and Korea. In 2009, 2K Sports secured a multi-year license from the NBA to develop an online version
of the NBA simulation game in China, Taiwan, South Korea and Southeast Asia. At the same
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time, 2K Sports also announced a partnership with Tencent Holdings Limited, one of China's leading online game operators, to co-develop and distribute NBA
2K Online in China.
2K Play focuses on developing and publishing titles for the casual and family-friendly games market. 2K Play titles are developed by both internal development
studios and third party developers. Internally developed titles include Carnival Games™ and Birthday Party Bash. In Fiscal 2010 2K Play released Ringling
Bros. and Barnum & Bailey® Circus, a new licensed casual and family-friendly, internally developed game. 2K Play also has a partnership with Nickelodeon to
publish video games based on its top rated Nick Jr. titles such as Dora the Explorer; Go, Diego, Go!; Ni Hao, Kai-lan and The Backyardigans. In February 2010,
2K Play released The Misadventures of P.B. Winterbottom on XBLA and is working with several small independent developers to publish additional casual
gaming titles for XBLA, such as Axel & Pixel. We expect family-oriented gaming to continue to be a component of our industry in the future.
Discontinued operations
In February 2010, we completed the sale to SYNNEX Corporation ("Synnex") of our Jack of all Games third party distribution business, which primarily
distributed third party interactive entertainment software, hardware and accessories in North America for approximately $44 million, including $37.25 million in
cash, subject to purchase price adjustments, and up to an additional $6.75 million based on the achievement of certain items. The sale will allow us to focus our
resources on our publishing operations. For the three and six months ended April 30, 2010, we recorded a gain on the sale of $1.4 million. The financial results of
this business, which were previously reported as our distribution business, and our gain on the sale of that business have been classified as discontinued
operations in our Condensed Consolidated Statements of Operations for all periods presented. The assets and liabilities of this business are reflected as assets and
liabilities of discontinued operations in the Condensed Consolidated Balance Sheets for all periods presented. See Note 3 to our Unaudited Condensed
Consolidated Financial Statements for additional information regarding discontinued operations.
Trends and Factors Impacting our Business
Product Release Schedule. Our financial results are impacted by the timing of our product releases and the commercial success of those titles. Our Grand Theft
Auto products in particular have historically accounted for a substantial portion of our revenue. The timing of our Grand Theft Auto releases vary significantly,
which in turn impacts our financial performance on a quarterly and annual basis.
Economic Environment and Retailer Performance. We continue to monitor the adverse changes in economic conditions which may have unfavorable impacts
on our business, such as deteriorating consumer demand, pricing pressure on our products, credit quality of our receivables, and foreign currency exchange rates.
Our business is dependent upon a limited number of customers who account for a significant portion of our revenue. The unfavorable economic environment has
impacted several of our customers, and is expected to continue to do so during fiscal 2010. Bankruptcies or consolidations of our large retail customers could
seriously hurt our business, due to uncollectible accounts receivables and the concentration of purchasing power among the remaining large retailers. Our
business is also negatively impacted by the actions of certain of our large customers, who sell used copies of our games, which reduces demand for new copies of
our games. We have begun to offer downloadable episodes for certain of our titles, which require the user to have a copy of the original game. While this may
serve to reduce some used game sales, we expect sales of used games to continue to increase.
Hardware Platforms. The majority of our products are made for the hardware platforms developed by three companies—Sony, Microsoft and Nintendo. When
new hardware platforms are introduced,
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demand for software based on older platforms declines, which may negatively impact our business. Additionally, our development costs are generally higher for
titles based on new platforms, and we have limited ability to predict the consumer acceptance of the new platforms, which may impact our sales and profitability.
As a result, we believe it is important to focus our development efforts on a select number of titles, which is consistent with our strategy.
International Operations. Sales in international markets, primarily in Europe, have accounted for a significant portion of our revenue. We have also recently
expanded our Asian operations in an effort to increase our geographical scope and diversify our revenue base. We are subject to risks associated with foreign
trade, including credit risks and consumer acceptance of our products, and our financial results may be impacted by fluctuations in foreign currency exchange
rates.
Second Quarter 2010 Releases
We released the following key titles in the second quarter of fiscal year 2010:
Title
BioShock® 2
Major League
Baseball®
2K10
Grand Theft Auto:
Episodes from
Liberty City

Publishing Label
2K Games

Internal or External
Development
Internal

Platform(s)
PS3, Xbox 360, PC

Date Released
February 9, 2010

2K Sports

Internal

Multiple platforms

March 2, 2010

Rockstar Games

Internal

PS3, PC

April 13, 2010

Product Pipeline
We have announced expected release dates for the following key titles (this list does not represent all titles currently in development):
Title
Red Dead
Redemption
Mafia® II
L.A. Noire
NBA® 2K11
NHL® 2K11
New Carnival
Games
Sid Meier's
Civilization® V
Spec Ops®: The
Line™
Max Payne 3
XCOM®

Publishing Label

Internal or External
Development

Platform(s)

Actual/
Expected Release Date

Rockstar Games
2K Games
Rockstar Games
2K Sports
2K Sports

Internal
Internal
External
Internal
Internal

PS3, Xbox 360
PS3, Xbox 360, PC
PS3, Xbox 360
TBA
Wii

May 18, 2010 (released)
August 24, 2010
Fiscal year 2010
Fiscal year 2010
Fiscal year 2010

2K Play

Internal

Wii, DS

Fiscal year 2010

2K Games

Internal

PC

Fiscal year 2010

2K Games
Rockstar Games
2K Games

External
Internal
Internal

PS3, Xbox 360, PC
PS3, Xbox 360, PC
Xbox 360, PC

Fiscal year 2011
To be announced
To be announced

Critical Accounting Policies and Estimates
Our most critical accounting policies, which are those that require significant judgment, include: revenue recognition; allowances for returns, price concessions
and other allowances; capitalization and recognition of software development costs and licenses; fair value estimates including inventory obsolescence, valuation
of goodwill, intangible assets and long-lived assets; valuation and recognition of stock-based compensation; and income taxes. In-depth descriptions of these can
be found in our Annual Report on Form 10-K for the fiscal year ended October 31, 2009.
Recently Issued Accounting Pronouncements
Business Combinations
On November 1, 2009 the Company adopted the guidance that requires acquiring entities in a business combination to recognize all assets acquired and liabilities
assumed in the transaction, establishes the acquisition-date fair value as the measurement objective for all assets acquired and liabilities assumed, and requires
the acquirer to disclose the nature and financial effect of the business combination. The
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guidance also requires that assets acquired and liabilities assumed in a business combination that arise from contingencies be recognized at fair value, if fair value
can be determined during the measurement period. This new rule specifies that an asset or liability should be recognized at time of acquisition if the amount of
the asset or liability can be reasonably estimated and that it is probable that an asset existed or that a liability had been incurred at the acquisition date. The
adoption of this guidance did not have an impact on our consolidated financial position, cash flows or results of operations.
Intangibles—Goodwill and Other
On November 1, 2009 the Company adopted the guidance issued for determining the useful life of a recognized intangible asset which applies prospectively to
intangible assets acquired individually or with a group of other assets in either an asset acquisition or business combination. The adoption of this guidance did not
have any impact on our consolidated financial position, cash flows or results of operations.
Debt
On November 1, 2009 the Company adopted the guidance specifying that issuers of convertible debt instruments that may be settled in cash upon conversion
should separately account for the liability and equity components in a manner reflecting the Company's non-convertible debt borrowing rate.
In June 2009, we issued $138.0 million of 4.375% convertible senior notes due 2014 ("Convertible Notes") which was classified as long-term debt at October 31,
2009. On November 1, 2009 we calculated the difference between the principal amount of the Convertible Notes and the remaining liability component after the
bifurcation to be $43.6 million, which was reclassified to debt discount with a corresponding adjustment made to additional paid-in capital. Also upon adoption
of this new guidance, on November 1, 2009 we retrospectively adjusted the debt discount which is being amortized as non-cash interest expense in our
consolidated statements of operations in addition to the Convertible Notes' coupon interest payments over the five year period of the Convertible Notes. For
additional details on our Convertible Notes see Note 10 to our Condensed Consolidated Financial Statements.
Earnings Per Share
On November 1, 2009 the Company adopted new guidance which clarified that stock-based payment awards that entitle holders to receive non-forfeitable
dividends before they vest should be considered participating securities and included in the basic Earnings Per Share ("EPS") calculation. The adoption of this
guidance has been applied for all periods presented. For additional details on our EPS calculation see Note 12 to our Condensed Consolidated Financial
Statements.
Measuring Liabilities at Fair Value
On November 1, 2009 the Company adopted new guidance which relates to the fair value measurement of liabilities. This guidance provides clarification that in
circumstances in which quoted prices in an active market for the identical liability are not available, a reporting entity is required to measure fair value using a
valuation technique that uses quoted prices for the identical liability when traded as an asset, quoted prices for similar liabilities when traded as an asset or
another technique that is consistent with the Fair Value principles. The adoption of this guidance did not have a significant impact on our consolidated financial
position, cash flows or results of operations.
Amendments to Variable Interest Entity Guidance
In June 2009, new guidance was issued which requires an enterprise to determine whether its variable interest or interests give it a controlling financial interest in
a variable interest entity. The primary beneficiary of a variable interest entity is the enterprise that has both (1) the power to direct the
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activities of a variable interest entity that most significantly impacts the entity's economic performance and (2) the obligation to absorb losses of the entity that
could potentially be significant to the variable interest entity or the right to receive benefits from the entity that could potentially be significant to the variable
interest entity. The guidance also now requires ongoing reassessments of whether an enterprise is the primary beneficiary of a variable interest entity. The
guidance is effective at the start of a company's first fiscal year beginning after November 15, 2009 (November 1, 2010 for the Company). We are evaluating the
impact that the adoption of this new guidance will have on our consolidated financial position, cash flows and results of operations.
Multiple-Deliverable Revenue Arrangements
In October 2009, new guidance was issued related to the accounting for multiple-deliverable revenue arrangements. These new rules amend the existing guidance
for separating consideration in multiple-deliverable arrangements and establish a selling price hierarchy for determining the selling price of a deliverable. These
new rules will become effective, on a prospective basis, at the start of a company's first fiscal year beginning after June 15, 2010 (November 1, 2010 for the
Company). We are evaluating the impact that the adoption of this new guidance will have on our consolidated financial position, cash flows and results of
operations.
Certain Revenue Arrangements That Include Software Elements
In October 2009, new guidance was issued that changes the accounting model for revenue arrangements by excluding tangible products containing both software
and non-software components that function together to deliver the product's essential functionality. This new rule will become effective, on a prospective basis,
at the start of a company's first fiscal year beginning after June 15, 2010 (November 1, 2010 for the Company). We are evaluating the impact that the adoption of
this new guidance will have on our consolidated financial position, cash flows and results of operations.
Note on Climate Change
In February 2010, the SEC released its Commission Guidance Regarding Disclosure Related to Climate Change, calling on public companies to consider the
potential impacts of global climate change-related regulation, international accords, and physical effects, including any indirect consequences of such. There are
presently a number of current and proposed regulatory initiatives, both domestically and globally, that are geared towards limiting and scaling back the emission
of greenhouse gases ("GHG"s), which certain scientists have linked to global climate change. While we do not anticipate any material adverse effects in the
future based on the nature of our operations and the current or draft forms of such laws, there is no assurance that such existing or future laws will not indirectly
impact our operations through, for example, increased energy, manufacturing, or distribution costs. Further, the U.S. Environmental Protection Agency has found
that global climate change could increase the severity and perhaps the frequency of extreme weather events. Although we do not anticipate that such would have
a material adverse effect on our financial condition or operating results, increased severe weather patterns could result in indirect consequences such as the
disruption or impairment of certain of our product distribution channels.
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Results of Operations
Consolidated operating results, net revenue by geographic region and revenue by platform as a percent of net revenue are as follows:
Three months ended
April 30,
2010

Six months ended
April 30,

2009

2010

2009

(As adjusted)

Net revenue
Cost of goods sold
Gross profit
Selling and
marketing
General and
administrative
Research and
development
Depreciation and
amortization
Total operating
expenses
Income (loss) from
operations
Interest and other,
net
Income (loss) from
continuing
operations before
income taxes
Provision (benefit) for
income taxes
Income (loss) from
continuing
operations
Income (loss) from
discontinued
operations, net of
taxes
Net income (loss)

100.0%
58.5%
41.5%

100.0%
63.1%
36.9%

100.0%
59.6%
40.4%

100.0%
65.7%
34.3%

16.2%

17.0%

19.6%

21.1%

9.2%

17.2%

12.4%

21.1%

4.8%

8.5%

6.6%

11.0%

1.4%

2.6%

1.8%

2.9%

31.6%

45.2%

40.3%

56.1%

9.9%

(8.2)%

0.0%

(21.8)%

(2.9)%

(0.9)%

(2.9)%

0.3%

7.0%

(9.1)%

(2.9)%

(21.5)%

0.7%

(3.1)%

1.0%

(1.7)%

6.3%

(6.0)%

(3.9)%

(19.9)%

(0.1)%
6.3%

0.2%
(5.8)%

0.0%
(4.0)%

1.2%
(18.7)%

68.5%

68.4%

63.6%

31.5%

31.6%

36.4%

74.1%
5.9%
19.7%
0.3%

81.9%
9.6%
7.9%
0.6%

68.7%
14.2%
16.7%
0.4%

Net revenue by
geographic region:
United States and
Canada
64.4%
Europe, Asia
Pacific and
Other
35.6%
Revenue by platform:
Console
83.0%
PC
10.5%
Handheld
6.2%
Other
0.3%
Three Months ended April 30, 2010 compared to April 30, 2009

(thousands of dollars)

2010

Net revenue
$ 268,002
Product costs
77,225
Software
development
costs and
royalties(1)
40,509
Internal
royalties
13,240
Licenses
25,805
Cost of goods sold
156,779
Gross profit
$ 111,223

(As adjusted)

%

2009

100.0%$ 174,250
28.8%
57,270

15.1%

28,012

5.0%
9,659
9.6%
14,936
58.5%
109,877
41.5%$ 64,373

%

Increase/

% Increase/

(decrease)

(decrease)

100.0%$
32.9%

93,752
19,955

53.8%
34.8%

16.1%

12,497

44.6%

5.5%
8.6%
63.1%
36.9%$

3,581
10,869
46,902
46,850

37.1%
72.8%
42.7%
72.8%

(1)

Includes $1,249 and $1,876 of stock-based compensation expense in 2010 and 2009, respectively.
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Net revenue increased $93.8 million for the three months ended April 30, 2010 as compared to the same period in 2009, primarily due to the releases of BioShock
2 in February 2010 and Borderlands in October 2009. Partially offsetting the increase in net revenue was a decrease in sales of our Grand Theft Auto franchise of
approximately $23 million.
Net revenue on current generation consoles accounted for approximately 80.1% of our total net revenue in the second quarter of 2010 compared to 66.7% for the
same period in 2009. The increase is primarily due to the release of BioShock 2 on the PS3 and Xbox 360. PC sales increased to approximately 10.5% of our total
net revenue in the second quarter of 2010 compared to 5.9% for the same period in 2009 primarily due to the release of BioShock 2 on the PC. Handheld sales
decreased to 6.2% of our total net revenue in the second quarter of 2010 compared to 19.7% for the same period in 2009 primarily due to the March 2009 release
of Grand Theft Auto: Chinatown Wars on the Nintendo DS and the February 2010 release of BioShock 2 on the PS3, Xbox 360 and PC.
Gross profit as a percentage of net revenue increased in the second quarter of 2010 compared to the second quarter of 2009 primarily due to improved pricing
mix resulting from the release of BioShock 2 in February 2010.
Revenue earned outside of North America increased to $95.4 million (35.6%) in the second quarter of 2010 compared to $54.8 million (31.5%) in the second
quarter of 2009. The year-over-year increase was primarily due to the global release of BioShock 2 in February 2010. Foreign exchange rates increased net
revenue and gross profit by approximately $10.4 million and $3.0 million, respectively, in the second quarter of 2010 as compared to the second quarter of 2009.
Operating Expenses
% of net
(thousands of dollars)

2010

Selling and
marketing
$ 43,476
General and
administrative
24,569
Research and
development
12,908
Depreciation and
amortization
3,632
Total operating
expenses(1)
$ 84,585

revenue

2009

16.2%$ 29,572

% of net

Increase/

% Increase/

revenue

(decrease)

(decrease)

17.0%$

13,904

47.0%

9.2%

29,897

17.2%

(5,328)

(17.8)%

4.8%

14,759

8.5%

(1,851)

(12.5)%

1.4%

4,497

2.6%

(865)

(19.2)%

31.6%$ 78,725

45.2%$

5,860

7.4%

(1)

Includes stock-based compensation expense, which was allocated as follows:
2010

2009

Selling and
marketing
$
1,251
$
423
General and
administrative
3,943
2,555
Research and
development
680
462
Foreign currency exchange rates negatively impacted total operating expenses by approximately $3.1 million in the second quarter of 2010 as compared to the
second quarter of 2009.
Selling and marketing
Selling and marketing expenses increased $13.9 million for the three months ended April 30, 2010, as compared to the same period in 2009 primarily due to
higher advertising expenses related to BioShock 2 and Red Dead Redemption, which was released in May 2010.
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General and administrative
General and administrative expenses decreased $5.3 million for the three months ended April 30, 2010 compared to the same period in 2009 primarily due to a
decrease in professional fees and settlement costs, reflecting a reduced number of legal and regulatory matters.
General and administrative expenses for the three months ended April 30, 2010 and 2009 include occupancy expense (primarily rent, utilities and office
expenses) of $3.6 million and $3.2 million, respectively, related to our development studios.
Research and development
Research and development expenses decreased $1.9 million for the three months ended April 30, 2010 compared to the same period in 2009 primarily due to
higher payroll capitalization rates at our development studios primarily due to a greater number of titles having reached technological feasibility.
Interest and other, net
Interest and other, net was an expense of $7.8 million for the three months ended April 30, 2010 compared to an expense of $1.5 million for the three months
ended April 30, 2009. For the three months ended April 30, 2010 we recognized a loss of $3.6 million on the sale of our Italian subsidiary. The three months
ended April 30, 2010 also included $3.9 million of interest expense compared to $1.6 million for the same period in 2009 primarily due to higher average debt
and interest rates for the three months ended April 30, 2010.
Provision for income taxes
For the three months ended April 30, 2010, income tax expense was $2.0 million, compared to income tax benefit of $5.5 million in the second quarter of 2009.
The variance in tax expense is primarily due to tax benefits realized during the second quarter of 2009 resulting from the conclusion of domestic tax audits.
Our effective tax rate differed from the federal, state and foreign statutory rates primarily due to changes in valuation allowances and uncertain tax positions
during the second quarter.
For the three months ended April 30, 2010, gross unrecognized tax benefits decreased by $12.9 million primarily due to payments resulting from a domestic tax
audit settlement during the second quarter of 2010, which included a decrease in interest and penalties of $4.6 million. U.S. federal taxing authorities have now
completed examinations of our income tax returns for years through fiscal 2006. The determination as to further adjustments to our gross unrecognized tax
benefits during the next 12 months is not practicable.
We are regularly audited by domestic and foreign taxing authorities. Audits may result in tax assessments in excess of amounts claimed and the payment of
additional taxes. We believe that our tax positions comply with applicable tax law, and that we have adequately provided for reasonably foreseeable tax
assessments.
Discontinued operations
Income (loss) from discontinued operations, net of income tax, reflects the results of our former distribution business for which net assets were sold in February
2010. For the three months ended April 30, 2010, the net loss was $0.2 million as compared to net income of $0.3 million for the same period last year. The
decrease is primarily due to an increase in product costs primarily due to mix, as well as write downs of inventory to net realizable value, partially offset by the
$1.4 million gain on sale of our distribution business.
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Net income (loss) and earnings (loss) per share
For the three months ended April 30, 2010, our net income was $16.8 million, compared to a net loss of $10.1 million in the same period of 2009. Net income per
share for the three months ended April 30, 2010 was $0.20 for basic and diluted earnings per share compared to a net loss per share of $0.13 for the three months
ended April 30, 2009. Weighted average shares outstanding increased compared to the prior period primarily due to the vesting of restricted stock over the last
twelve months.
Six Months ended April 30, 2010 compared to April 30, 2009

(thousands of dollars)

2010

Net revenue
$ 431,240
Product costs
130,304
Software
development
costs and
royalties(1)
77,839
Internal
royalties
15,358
Licenses
33,636
Cost of goods sold
257,137
Gross profit
$ 174,103

%

2009

100.0%$ 323,601
30.2% 109,033

18.1%

51,313

3.5%
30,131
7.8%
22,117
59.6% 212,594
40.4%$ 111,007

%

Increase/

% Increase/

(decrease)

(decrease)

100.0%$
33.7%

107,639
21,271

33.3%
19.5%

15.9%

26,526

51.7%

9.3%
6.8%
65.7%
34.3%$

(14,773)
11,519
44,543
63,096

(49.0)%
52.1%
21.0%
56.8%

(1)

Includes $2,919 and $3,049 of stock-based compensation expense in 2010 and 2009, respectively.
Net revenue increased $107.6 million for the six months ended April 30, 2010 as compared to the same period in 2009, primarily due to the releases of BioShock
2 in February 2010 and Borderlands in October 2009 and a year-over-year increase in our NBA franchise. Partially offsetting the increases in net revenue was a
decrease in sales of our Grand Theft Auto franchise of approximately $44 million as well as decreases to our Carnival and Midnight Club franchises.
Net revenue on current generation consoles accounted for approximately 77.8% of our total net revenue for the six months ended April 30, 2010 compared to
60.3% for the same period in 2009. The increase is primarily due to releases of BioShock 2 in February 2010 and Borderlands in October 2009 on the PS3 and
Xbox 360. PC sales decreased to approximately 9.6% of our total net revenue for the six months ended April 30, 2010 compared to 14.2% for the same period in
2009, reflecting reduced sales of Grand Theft Auto IV on the PC, which launched in the first quarter of 2009. Handheld sales decreased to 7.9% of our total net
revenue for the six months ended April 30, 2010 compared to 16.7% for the same period in 2009 primarily due to the March 2009 release of Grand Theft Auto:
Chinatown Wars on the Nintendo DS and the February 2010 release of BioShock 2 on the PS3, Xbox 360 and PC.
Gross profit as a percentage of net revenue increased in 2010 compared to the same period of the prior year primarily due to lower internal royalty expense,
which was primarily due to reduced profitability driven by decreased revenue generated from our Grand Theft Auto and Midnight Club franchises, and improved
pricing mix from the release of BioShock 2 in February 2010, partially offset by higher development royalties on the externally developed Borderlands.
Revenue earned outside of North America accounted for approximately $136.4 million (31.6%) for the six months ended April 30, 2010 compared to
$117.7 million (36.4%) in the same period in 2009. The year-over-year decrease as a percentage of net sales was primarily due to higher sales of Grand Theft
Auto IV on the PC which launched in the first quarter 2009. Foreign exchange rates increased net revenue and gross profit by approximately $16.3 million and
$3.3 million, respectively, for the six months ended April 30, 2010 as compared to the same period in 2009.
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Operating Expenses
% of net
(thousands of dollars)

Selling and
marketing
General and
administrative
Research and
development
Depreciation and
amortization
Total operating
expenses(1)

2010

$

revenue

2009

% of net

Increase/

% Increase/

revenue

(decrease)

(decrease)

84,570

19.6%$

68,243

21.1%$

16,327

23.9%

53,264

12.4%

68,352

21.1%

(15,088)

(22.1)%

28,363

6.6%

35,702

11.0%

(7,339)

(20.6)%

7,791

1.7%

9,279

2.9%

(1,488)

(16.0)%

56.1%$

(7,588)

(4.2)%

$ 173,988

40.3%$ 181,576

(1)

Includes stock-based compensation expense, which was allocated as follows:
2010

2009

Selling and
$
1,967
$
916
marketing
General and
administrative
6,550
5,947
Research and
development
2,124
1,588
Foreign currency exchange rates negatively impacted total operating expenses by approximately $6.2 million in the six months ended April 30, 2010 as
compared to the same period of 2009.
Selling and marketing
Selling and marketing expenses increased $16.3 million for the six months ended April 30, 2010, as compared to the same period in 2009 primarily due to higher
advertising expenses related to Borderlands, BioShock 2 and Red Dead Redemption, which was released in May 2010.
General and administrative
General and administrative expenses decreased $15.1 million for the six months ended April 30, 2010 compared to the same period in 2009 primarily due to a
decrease in professional fees and settlement costs, reflecting a reduced number of legal and regulatory matters. In addition, the six months ended April 30, 2009
reflects incremental, non-recurring expenses related to contract negotiations.
General and administrative expenses for the six months ended April 30, 2010 and 2009 include occupancy expense (primarily rent, utilities and office expenses)
of $7.6 million and $6.6 million, respectively, related to our development studios.
Research and development
Research and development expenses decreased $7.3 million for the six months ended April 30, 2010 compared to the same period in 2009 primarily due to higher
payroll capitalization rates at our development studios primarily due to a greater number of titles having reached technological feasibility and a decrease in
production expenses.
Interest and other, net
Interest and other, net was an expense of $12.6 million for the six months ended April 30, 2010 compared to income of $0.9 million for the six months ended
April 30, 2009. We incurred a foreign exchange loss of $1.3 million for the six months ended April 30, 2010 compared to a gain of $3.8 million for the
comparable period in 2009. For the six months ended April 30, 2010 we recognized a loss of $3.6 million on the sale of our Italian subsidiary. The six months
ended April 30, 2010 also included $7.8 million of interest expense compared to $3.5 million for the same period in 2009, primarily due to higher average debt
and interest rates for the six months ended April 30, 2010.
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Provision for income taxes
For the six months ended April 30, 2010, income tax expense was $4.4 million, compared to income tax benefit of $5.4 million for the same period in 2009. The
variance in tax expense is primarily due to tax benefits realized during the second quarter of 2009 resulting from the conclusion of domestic tax audits and tax
expense resulting from the cancellation of stock options in 2010.
Our effective tax rate differed from the federal, state and foreign statutory rates primarily due to changes in valuation allowances and uncertain tax positions
during the period.
For the six months ended April 30, 2010, gross unrecognized tax benefits decreased by $12.9 million primarily due to payments resulting from domestic tax
audits concluded during the second quarter of 2010, which included a decrease in interest and penalties of $4.4 million. U.S. federal taxing authorities have now
completed examinations of our income tax returns for years through fiscal 2006. The determination as to further adjustments to our gross unrecognized tax
benefits during the next 12 months is not practicable.
We are regularly audited by domestic and foreign taxing authorities. Audits may result in tax assessments in excess of amounts claimed and the payment of
additional taxes. We believe that our tax positions comply with applicable tax law, and that we have adequately provided for reasonably foreseeable tax
assessments.
Discontinued operations
Income (loss) from discontinued operations, net of income tax, reflects the results of our former distribution business for which net assets were sold in February
2010. For the six months ended April 30, 2010, the loss was $0.2 million as compared to net income of $3.8 million for the same period last year. The decrease is
primarily due to an increase in product costs primarily due to mix as well as write downs of inventory to net realizable value, partially offset by the $1.4 million
gain on sale of our distribution business.
Net loss and loss per share
For the six months ended April 30, 2010, our net loss was $17.1 million, compared to a net loss of $60.5 million in the same period of 2009. Net loss per share
for the six months ended April 30, 2010 was $0.22 compared to a net loss per share of $0.79 for the six months ended April 30, 2009. Weighted average shares
outstanding increased compared to the prior period primarily due to the vesting of restricted stock over the last twelve months.
Liquidity and Capital Resources
Our primary cash requirements have been to fund (i) the development, manufacturing and marketing of our published products, (ii) working capital,
(iii) acquisitions and (iv) capital expenditures. We expect to rely on funds provided by our operating activities, our credit agreement and our Convertible Notes to
satisfy our working capital needs.
In February 2010, we completed the sale to Synnex of our Jack of all Games third party distribution business, which primarily distributed third party interactive
entertainment software, hardware and accessories in North America for approximately $44 million, including $37.25 million in cash, subject to purchase price
adjustments, and up to an additional $6.75 million based on the achievement of certain items.
In June 2009, we issued $138.0 million aggregate principal amount of 4.375% convertible senior notes due 2014 ("Convertible Notes"). Interest on the
Convertible Notes is payable semi-annually on June 1
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and December 1 of each year, commencing on December 1, 2009. The Convertible Notes mature on June 1, 2014, unless earlier redeemed or repurchased by the
Company or converted.
The Convertible Notes are convertible at an initial conversion rate of 93.6768 shares of our common stock per $1,000 principal amount of Convertible Notes
(representing an initial conversion price of approximately $10.675 per share of common stock for a total of approximately 12,927,000 underlying conversion
shares) subject to adjustment in certain circumstances. Holders may convert the Convertible Notes at their option prior to the close of business on the business
day immediately preceding December 1, 2013 only under the following circumstances: (1) during any fiscal quarter commencing after July 31, 2009, if the last
reported sale price of the common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading days ending on the
last trading day of the preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each applicable trading day; (2) during the
five business day period after any 10 consecutive trading day period (the "measurement period") in which the trading price per $1,000 principal amount of
Convertible Notes for each day of that measurement period was less than 98% of the product of the last reported sale price of our common stock and the
applicable conversion rate on each such day; (3) if we call the Convertible Notes for redemption, at any time prior to the close of business on the third scheduled
trading day prior to the redemption date; or (4) upon the occurrence of specified corporate events. On and after December 1, 2013 until the close of business on
the third scheduled trading day immediately preceding the maturity date, holders may convert their Convertible Notes at any time, regardless of the foregoing
circumstances. Upon conversion, the Convertible Notes may be settled, at our election, in cash, shares of our common stock, or a combination of cash and shares
of our common stock.
At any time on or after June 5, 2012, the Company may redeem all of the outstanding Convertible Notes for cash, but only if the last reported sale of our common
stock for 20 or more trading days in a period of 30 consecutive trading days ending on the trading day prior to the date we provide notice of redemption to
holders of the Convertible Notes exceeds 150% of the conversion price in effect on each such trading day. The redemption price will equal 100% of the principal
amount of the Convertible Notes to be redeemed, plus all accrued and unpaid interest (including additional interest, if any) to, but excluding, the redemption date.
The indenture governing the Convertible Notes contains customary terms and covenants and events of default. As of April 30, 2010, we were in compliance with
all covenants and requirements outlined in the indenture governing the Convertible Notes.
In July 2007, we entered into a credit agreement which provides for borrowings of up to $140.0 million and is secured by substantially all of our assets and the
equity of our subsidiaries (the "Credit Agreement"). The Credit Agreement expires on July 3, 2012. Revolving loans under the Credit Agreement bear interest at
our election of (a) 2.00% to 2.50% above a certain base rate with a minimum 6.00% base rate (8.00% at April 30, 2010 and October 31, 2009), or (b) 3.25% to
3.75% above the LIBOR Rate with a minimum 4.00% LIBOR Rate (7.25% at April 30, 2010 and October 31, 2009). We are also required to pay a monthly fee
on the unused available balance, ranging from 0.25% to 0.75%.
Availability under the Credit Agreement is restricted by our domestic and United Kingdom based accounts receivable and inventory balances. The Credit
Agreement also allows for the issuance of letters of credit in an aggregate amount of up to $25.0 million.
As of April 30, 2010 there were no outstanding borrowings and $131.8 million was available for borrowings. We had $8.2 million of letters of credit outstanding
at April 30, 2010.
The Credit Agreement substantially limits us and our subsidiaries' ability to: create, incur, assume or be liable for indebtedness; dispose of assets outside the
ordinary course of business; acquire, merge or consolidate with or into another person or entity; create, incur or allow any lien on any of their respective
properties; make investments; or pay dividends or make distributions (each subject to certain
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limitations). In addition, the Credit Agreement provides for certain events of default such as nonpayment of principal and interest, breaches of representations
and warranties, noncompliance with covenants, acts of insolvency, default on indebtedness held by third parties and default on certain material contracts (subject
to certain limitations and cure periods). The Credit Agreement also contains a requirement that we maintain an interest coverage ratio of more than one to one for
the trailing twelve month period, if the liquidity of our domestic operations falls below $30.0 million (including available borrowings under the credit facility),
based on a 30-day average. As of April 30, 2010, we were in compliance with all covenants and requirements outlined in the Credit Agreement.
We are subject to credit risks, particularly if any of our receivables represent a limited number of customers or are concentrated in foreign markets. If we are
unable to collect our accounts receivable as they become due, it could adversely affect our liquidity and working capital position.
Generally, we have been able to collect our accounts receivable in the ordinary course of business. We do not hold any collateral to secure payment from
customers. We have trade credit insurance on the majority of our customers to mitigate accounts receivable risk.
A majority of our trade receivables are derived from sales to major retailers and distributors. Our five largest customers accounted for 59.4% and 48.3% of net
revenue for the six months ended April 30, 2010 and 2009, respectively. As of April 30, 2010 and October 31, 2009, amounts due from our five largest customers
comprised approximately 52.4% and 59.7% of our gross accounts receivable balance, respectively, with our significant customers (those that individually
comprised more than 10% of our gross accounts receivable balance) accounting for 37.8% and 50.3% of such balance at April 30, 2010 and October 31, 2009,
respectively. We believe that the receivable balances from these largest customers do not represent a significant credit risk based on past collection experience,
although we actively monitor each customer's credit worthiness and economic conditions that may impact our customers' business and access to capital. We are
monitoring the current global economic conditions, including credit markets and other factors as it relates to our customers in order to manage the risk of
uncollectible accounts receivable.
We have entered into various agreements in the ordinary course of business that require substantial cash commitments over the next several years. There were no
material agreements requiring known cash commitments entered into during the six months ended April 30, 2010 that were not previously reported in Part II,
Item 7 of our Annual Report on Form 10-K for the fiscal year ended October 31, 2009.
We believe our current cash and cash equivalents and projected cash flow from operations, along with availability under our Credit Agreement will provide us
with sufficient liquidity to satisfy our cash requirements for working capital, capital expenditures and commitments through at least the next 12 months.
Our cash and cash equivalents increased by $78.4 million for the six months ended April 30, 2010 as follows:
Six months ended
April 30,
(thousands of dollars)

Cash provided
by (used
for)
operating
activities
Cash provided
by (used
for)
investing
activities
Cash provided
by
financing
activities
Effects of
exchange
rates on
cash and
cash
equivalents
Net increase
(decrease) in
cash and cash
equivalents

2010

$

2009

40,988

$

(6,067)

36,275

4

-

(1,854)

1,170

$

78,433

(92,744)

$

(100,661)
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At April 30, 2010 we had $180.5 million of cash and cash equivalents, compared to $102.1 million at October 31, 2009. Our increase in cash and cash
equivalents from October 31, 2009 was primarily due to cash provided by operating activities and investing activities.
The increase in cash provided by operating activities was primarily due to cash income generated during the second quarter, the collection of accounts receivable
from revenue generated by our fourth quarter 2009 releases and holiday season sales, partially offset by the payment of accounts payable, accrued expenses and
software development costs.
The increase in cash provided by investing activities was primarily due to the sale of our Jack of all Games third party distribution business in February 2010.
Cash and cash equivalents were positively impacted by $1.2 million in 2010 as a result of foreign currency exchange movements.
Off-Balance Sheet Arrangements
As of April 30, 2010 and October 31, 2009, we did not have any relationships with unconsolidated entities or financial parties, such as entities often referred to as
structured finance or variable interest entities, which would have been established for the purpose of facilitating off-balance sheet arrangements or other
contractually narrow or limited purposes. As such, we do not have any off-balance sheet arrangements and are not exposed to any financing, liquidity, market, or
credit risk that could arise if we had engaged in such relationships.
International Operations
Net revenue earned outside of the United States is principally generated by our operations in Europe, Canada, Australia, and Asia. For the three months ended
April 30, 2010 and 2009, approximately 41.9% and 35.4%, respectively, of our net revenue was earned outside of the United States. For the six months ended
April 30, 2010 and 2009, approximately 38.2% and 40.9%, respectively, of our net revenue was earned outside of the United States. We are subject to risks
inherent in foreign trade, including increased credit risks, tariffs and duties, fluctuations in foreign currency exchange rates, shipping delays and international
political, regulatory and economic developments, all of which can have a significant impact on our operating results.
Fluctuations in Quarterly Operating Results and Seasonality
We have experienced fluctuations in quarterly operating results as a result of the timing of the introduction of new titles; variations in sales of titles developed for
particular platforms; market acceptance of our titles; development and promotional expenses relating to the introduction of new titles; sequels or enhancements of
existing titles; projected and actual changes in platforms; the timing and success of title introductions by our competitors; product returns; changes in pricing
policies by us and our competitors; the accuracy of retailers' forecasts of consumer demand; the size and timing of acquisitions; the timing of orders from major
customers; and order cancellations and delays in product shipment. Sales of our titles are also seasonal, with generally higher shipments typically occurring in the
fourth calendar quarter (our fourth and first fiscal quarters) as a result of increased demand for titles during the holiday season. Quarterly comparisons of
operating results are not necessarily indicative of future operating results.
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Item 3.

Quantitative and Qualitative Disclosures about Market Risk

Interest Rate Risk
Historically, fluctuations in interest rates have not had a significant impact on our operating results. Under our Credit Agreement, outstanding balances bear
interest at our election of (a) 2.00% to 2.50% above a certain base rate with a minimum 6.00% base rate (8.00% at April 30, 2010), or (b) 3.25% to 3.75% above
the LIBOR rate with a minimum 4.00% LIBOR Rate (7.25% at April 30, 2010), with the margin rate subject to the achievement of certain average liquidity
levels. Changes in market rates may impact our future interest expense if there is an outstanding balance on our line of credit. The Convertible Notes pay interest
semi-annually at a fixed rate of 4.375% per annum and we expect that there will be no fluctuation related to the Convertible Notes impacting our current year
cash component of interest expense. For additional details on our Convertible Notes see Note 10 to our Condensed Consolidated Financial Statements.
Foreign Currency Exchange Rate Risk
We transact business in foreign currencies and are exposed to risks resulting from fluctuations in foreign currency exchange rates. Accounts relating to foreign
operations are translated into United States dollars using prevailing exchange rates at the relevant quarter end. Translation adjustments are included as a separate
component of stockholders' equity. For the six months ended April 30, 2010, our foreign currency translation loss adjustment was approximately $10.5 million.
We recognized a foreign exchange transaction loss in interest and other expense, net in our consolidated statements of operations for the six months ended
April 30, 2010 of $1.3 million and a foreign exchange transaction gain for the six months ended April 30, 2009 of $3.8 million.
We use forward foreign exchange contracts to mitigate foreign currency risk related to foreign currency transactions. These transactions primarily relate to
non-functional currency denominated inter-company funding loans, non-functional currency denominated accounts receivable and non-functional currency
denominated accounts payable. We do not enter into derivative financial instruments for trading purposes. At April 30, 2010, we had forward contracts
outstanding to purchase $32.6 million of foreign currency in exchange for U.S. dollars and to purchase $15.0 million of U.S. dollars in exchange for foreign
currencies with a maturity of less than one year. For the three and six months ended April 30, 2010 we recorded $0.6 million and $1.7 million, respectively, of
losses related to foreign currency forward contracts in interest and other, net.
For the six months ended April 30, 2010, 38.2% of the Company's revenue was generated outside the United States. Using sensitivity analysis, a hypothetical
10% increase in the value of the U.S. dollar against all currencies would decrease revenues by 3.8%, while a hypothetical 10% decrease in the value of the U.S.
dollar against all currencies would increase revenues by 3.8%. In the opinion of management, a substantial portion of this fluctuation would be offset by cost of
goods sold and operating expenses incurred in local currency.

Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
Based on an evaluation under the supervision and with the participation of management, our principal executive officer and principal financial officer have
concluded that our disclosure controls and procedures as defined in rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended
("Exchange Act") were effective as of the end of the period covered by this report to ensure that information required to be disclosed by us in reports that we file
or submit under the Exchange Act is (i) recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission rules and forms and (ii) accumulated and communicated to our
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management, including our principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required disclosure.
Changes in Internal Control Over Financial Reporting
There were no changes in our internal control over financial reporting during the second quarter of 2010, which were identified in connection with management's
evaluation required by paragraph (d) of Rules 13a-15 and 15d-15 under the Exchange Act, that have materially affected, or are reasonably likely to materially
affect, our internal control over financial reporting.

PART II. OTHER INFORMATION
Item 1.

Legal Proceedings

Various lawsuits, claims, proceedings and investigations are pending involving us and certain of our subsidiaries. Depending on the amount and the timing, an
unfavorable resolution of some or all of these matters could materially affect our business, financial condition, results of operations or cash flows. Except as
noted below, there were no new material legal proceedings or material developments to the pending legal proceedings that have been previously reported in
Part I, Item 3 of our Annual Report on Form 10-K for the fiscal year ended October 31, 2009. In addition to the matters reported in our Annual Report on
Form 10-K for the fiscal year ended October 31, 2009, we are, or may become, involved in routine litigation in the ordinary course of business which we do not
believe to be material to our business, financial condition, results of operations or cash flows.
Consumer Class Action and City of Los Angeles Litigation—Grand Theft Auto: San Andreas. As described above in Note 11 of Part I, on or about January 29,
2010, we entered into a settlement agreement with the plaintiffs in all of these cases, except the LA City Attorney, that would resolve their claims on a non-class
basis. On February 10, 2010, the parties sent the SDNY Court a proposed stipulation and order dismissing the plaintiffs' claims. Should the SDNY Court enter
the parties' agreed order, plaintiffs also will withdraw their interlocutory appeal, finally concluding their lawsuits.
St. Clair Derivative Action. As described above in Note 11 of Part I, oral argument was held on November 23, 2009, regarding the individual defendants'
motions to dismiss the remaining claims against them. Those motions are now pending before the Court.
Derivative Action—Option Backdating. As described above in Note 11 of Part I, upon defendants' motions, the Court on March 31, 2010 dismissed as time
barred all claims based upon options awards granted prior to July 12, 2001, and the disclosure claims against Larry Muller and James David. Still pending are the
Company's disclosure claims against Ryan A. Brant and Kelly G. Sumner, as well as all claims against the four defendants related to options awards granted to
them after July 12, 2001.
Item 1A.

Risk Factors

There have been no material changes to the Risk Factors disclosed in Item 1A of our Annual Report on Form 10-K for the fiscal year ended October 31, 2009
other than the following.
Our ability to use net operating loss carryforwards to reduce future years' taxes could be substantially limited if we experience an ownership change as
defined in the Internal Revenue Code.
Section 382 of the Internal Revenue Code contains rules that limit the ability of a company to use its net operating loss carryforwards in years after an ownership
change, which is generally defined as any change in ownership of more than 50% of its stock over a three-year testing period. These rules generally operate by
focusing on ownership changes among stockholders owning directly or indirectly 5% or more of the stock of a company and/or any change in ownership arising
from a new issuance of
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stock by the company. If, as a result of future transactions involving our common stock, including purchases or sales of stock by 5% stockholders, we undergo
cumulative ownership changes which exceed 50% over the testing period, our ability to use our net operating loss carryforwards would be subject to additional
limitations under Section 382.
Generally, if an ownership change occurs, the annual taxable income limitation on the use of net operating loss carryforwards is equal to the product of the
applicable long-term tax exempt rate and the value of the company's stock immediately before the ownership change. Depending on the resulting limitation, a
portion of our net operating loss carryforwards could expire before we would be able to use them.
Our inability to fully utilize our net operating losses to offset taxable income generated in the future could have a material and negative impact on our future
financial position and results of operations.
Item 5.

Other Information

On June 4, 2010, the Company entered into an employment agreement (the "Employment Agreement") with Seth Krauss pursuant to which Mr. Krauss will
continue to serve as Executive Vice President and General Counsel of the Company until June 30, 2013. The Employment Agreement replaces and supersedes
the prior employment agreement between the Company and Mr. Krauss, dated February 28, 2007, as amended.
Pursuant to the terms of the Employment Agreement, Mr. Krauss will receive an annual base salary of $525,000. Mr. Krauss will also be eligible to receive an
annual bonus during each fiscal year of his employment of up to 100% of his salary, based on the achievement of reasonable and appropriate quantitative and
qualitative performance targets as determined by the Compensation Committee of the Board in consultation with the Chief Executive Officer of the Company, as
set forth in the Employment Agreement. On the fifth trading day following the filing of this Quarterly Report on Form 10-Q (the "Grant Date"), the Company
will grant shares of the Company's restricted common stock having a value equal to $750,000 calculated in accordance with the Company's equity practices (the
"Shares") to Mr. Krauss pursuant to the Company's Incentive Stock Plan, as amended (the "Stock Plan"). The Shares will vest in three equal installments on each
of the first, second, and third anniversaries of the Grant Date, based on Mr. Krauss's continued service through each applicable vesting date.
The Employment Agreement also provides for the following severance benefits upon a termination by the Company without cause (including a non-renewal of
the agreement and as well as his resignation following certain events that will be deemed a termination without cause): (i) a lump sum payment within 30 days of
termination equal to the sum of (w) 1.5 times his then-current base salary, (x) 1.5 times his target bonus of 75% of base salary, (y) a prorated target bonus of 75%
of base salary for the fiscal year of termination (equal to a pro-rata portion of target based upon the number of days worked by Mr. Krauss during such fiscal year
if such termination occurs during the first half of the fiscal year or 100% of target if such termination occurs during the second half of the fiscal year), and (z) any
unpaid bonuses earned in respect of prior fiscal years, (ii) reimbursement for the cost of continued health insurance coverage under COBRA for 18 months (or
until Mr. Krauss becomes entitled to coverage with a subsequent employer), and (iii) immediate vesting in all outstanding and unvested options and shares of
restricted stock then held by him.
If permitted by the NY Canon of Ethics, Mr. Krauss has agreed not to compete with the Company or solicit any of the Company's customers or personnel during
his employment and for one year following any termination of his employment, all on the terms set forth in the Employment Agreement.
The foregoing description of the Employment Agreement is not complete and is qualified in its entirety by reference to the text of the Employment Agreement
attached as Exhibit 10.2 to this Quarterly Report on Form 10-Q and is incorporated herein by reference.
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Item 6.

Exhibits
Exhibits:

3.1

Amended and Restated Bylaws of the Company, filed as Exhibit 3.1 to the Company's Current
Report on Form 8-K on February 24, 2010 and incorporated herein by reference.

10.1

Employment Agreement, dated May 12, 2010, by and between the Company and Lainie
Goldstein, filed as Exhibit 10.1 to the Company's Current Report on Form 8-K on May 14, 2010
and incorporated herein by reference.†

10.2

Employment Agreement, dated June 4, 2010, by and between the Company and Seth Krauss.†

31.1

Chief Executive Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

31.2

Chief Financial Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

32.1

Chief Executive Officer Certification pursuant to 18 U.S.C. Section 1350, as adopted Pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2

Chief Financial Officer Certification pursuant to 18 U.S.C. Section 1350, as adopted Pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002.

†
Represents a management contract or compensatory plan or arrangement.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
TAKE-TWO INTERACTIVE SOFTWARE, INC.
(Registrant)
Date: June 8, 2010

By:

/s/ BEN FEDER

Ben Feder
Chief Executive Officer
(Principal Executive Officer)
Date: June 8, 2010

By:

/s/ LAINIE GOLDSTEIN

Lainie Goldstein
Chief Financial and Accounting Officer
(Principal Financial Officer)
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Exhibit 10.2
EMPLOYMENT AGREEMENT
AGREEMENT entered into on June 4, 2010 between Take-Two Interactive Software, Inc., a Delaware corporation (the "Employer" or the "Company"), and Seth
Krauss (the "Employee").
WITNESSETH:
WHEREAS, the Employer and the Employee entered into an Employment Agreement dated February 28, 2007 (the "Initial Agreement") and an amendment to
the Initial Agreement dated March 25, 2008 (the "Amendment"); and
WHEREAS, the Employer and the Employee desire to further revise, restate, replace and supersede the Initial Agreement and the Amendment in accordance
with the terms and conditions hereinafter set forth;
NOW, THEREFORE, in consideration of the mutual covenants and agreements hereinafter set forth, and intending to be legally bound hereby, the Employer and
the Employee agree as follows:
1. Term. The Employer hereby agrees to employ the Employee, and the Employee hereby agrees to serve the Employer for a period commencing on June 4,
2010 (the "Effective Date") and continuing until June 30, 2013 (such period being herein referred to as the "Initial Term"). After the Initial Term, this Agreement
shall be renewable automatically for successive one-year periods (each such period being referred to as a "Renewal Term" and together with the Initial Term
referred to as the "Term"), unless, at least ninety (90) days prior to the expiration of the Initial Term or any Renewal Term, either the Employee or the Employer
gives written notice that employment will not be renewed (as the case may be, a "Notice of Non-Renewal").
2.

Employee Duties.
(a) During the Term, the Employee shall serve as Executive Vice President and General Counsel and have the duties and responsibilities customarily
associated with such position in a company the size and nature of the Company and as periodically assigned to the Employee. Employee shall report
directly to the Chief Executive Officer of Employer and the Board of Directors of the Employer (the "Board").
(b) The Employee shall devote substantially all of his business time, attention, knowledge and skills faithfully, diligently and to the best of his ability,
in furtherance of the business and activities of the Company. The principal place of performance by the Employee of his duties hereunder shall be the
Company's principal executive offices in New York, although the Employee may be required to travel outside of the area where the Company's
principal executive offices are located in connection with the business of the Company.

3.

Compensation.
(a) During the Term, the Employer shall pay the Employee a salary (the "Salary") at a rate of $525,000 per annum. The Salary shall be payable in
equal installments semi-monthly in accordance with the Company's normal payroll practices and procedures in effect from time to time for the
payment of salaries to executive officers. For so long as the Term is in effect, such Salary shall be subject to annual review by the Compensation
Committee of the Board in consultation with the Chief Executive Officer of the Company.
(b) The Employee shall be eligible to receive an annual bonus ("Bonus") with respect to each fiscal year of the Company ("Fiscal Year") during the
Term based upon reasonable and appropriate quantitative and qualitative performance targets as determinate by the Compensation
1
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Committee of the Board in consultation with the Chief Executive Officer of the Company, with a target range of 18.5% to 100% of Salary and a
mid-point target payment of 75% of Salary.
(c) The Bonus, if earned, for any Fiscal Year during the Term shall be paid within 90 days following the end of such Fiscal Year; provided that the
Employee is employed by the Company on such date (subject to the provisions of Section 6(c) hereof).
(d) The Employee shall receive a one-time grant of shares of the Company's restricted common stock having a value equal to $750,000 (such number
of shares to be calculated as of the Grant Date (as defined below) in accordance with the Company's equity granting practices (the "Sign-on Grant").
The Sign-on Grant will be subject to the terms and conditions of the Take-Two's Incentive Stock Plan ("Stock Plan") and the applicable grant letter.
The Sign-on Grant shall be made on the fifth trading day following the filing by the Company of its quarterly report on form 10-Q for the quarter
ended April 30, 2010 (the "Grant Date"). The Sign-on Grant will vest solely on a time-based schedule, with one-third of those shares vesting on each
of the first, second, and third anniversaries of the Grant Date. Additionally, the Employee shall be eligible to participate in the Company's annual Long
Term Incentive Compensation Program at a level commensurate with the Company's other senior executives.
(e) Notwithstanding anything in this Agreement to the contrary, in the event that any severance payment to the Employee would be subject to the
excise tax imposed by Section 4999 of the United States Internal Revenue Code (the "Excise Tax"), then the amounts of the severance payments
payable (each a "Payment") shall be automatically reduced to an amount one dollar less than an amount that would subject the Employee to the Excise
Tax; provided, however, that the foregoing reduction shall be made only if and to the extent that such reduction would result in an increase in the
aggregate Payment to be provided, determined on a net after-tax basis (taking into account the Excise Tax imposed, any tax imposed by any
comparable provision of state law, and any applicable federal, state and local income taxes).
(f) In addition to the foregoing, the Employee shall be entitled to such other cash bonuses and such other compensation in the form of stock, stock
options or other property or rights as may from time to time be awarded to him by the Compensation Committee of the Board during or in respect of
his employment hereunder.
4.

Benefits.
(a) During the Term, the Employee shall have the right to receive or participate in all benefits and plans which the Company may from time to time
institute during such period for its executive officers and for its employees in general and for which the Employee is eligible (including the Company's
MERP Plan). Nothing paid to the Employee under any plan or arrangement presently in effect or made available in the future shall be deemed to be in
lieu of the salary or any other obligation payable to the Employee pursuant to this Agreement.
(b) During the Term, the Employee shall accrue paid time off ("PTO") days on an annual basis in accordance with the Employer's policy for other
senior executives. Currently, the Employee is eligible for twenty-five PTO days per calendar year. PTO days may be taken in the Employee's
discretion with, when possible, the prior approval of the Company, and at such times as are not inconsistent with the reasonable business needs of the
Company.

5. Travel Expenses. All travel and other expenses incident to the rendering of services reasonably incurred on behalf of the Employer by the Employee during
the Term shall be paid by the Employer in a manner consistent with the Employer's Travel and Entertainment Policy. If any such expenses are paid in the first
instance by the Employee, the Employer shall reimburse him therefor on presentation of appropriate receipts for any such expenses. All travel and lodging
arrangements shall be made in accordance with the Employer's regular policies.
2
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6.

Termination.

Notwithstanding the provisions of Section 1 hereof, the Employee's employment with the Employer may be earlier terminated as follows:

(a) By action taken by the Board, the Employee may be discharged for Cause (as hereinafter defined), effective as of such time as the Board shall
determine. Upon discharge of the Employee pursuant to this Section 6(a), the Employer shall have no further obligation or duties hereunder to the
Employee, except for payment of Salary through the effective date of termination and as provided in Section 8(g), and the Employee shall have no
further obligations or duties hereunder to the Employer, except as provided in Section 7.
(b) In the event of (i) the death of the Employee or (ii) by action of the Board and the inability of the Employee, by reason of physical or mental
disability, to continue substantially to perform his duties hereunder for a period of 180 consecutive days, during which 180-day period Salary and any
other benefits hereunder shall not be suspended or diminished. Upon any termination of the Employee's employment under this Section 6(b), the
Company shall pay to the Employee a pro-rata portion of the Employee's mid-point target Bonus for the fiscal year in which such termination occurs
based on the number of days worked by the Employee in the Company's fiscal year in which his employment was so terminated, and all outstanding
options to purchase common stock and any shares of stock granted to the Employee by the Company but not yet vested shall immediately vest, and the
Company shall have no further obligations or duties hereunder to the Employee, except as provided in Section 8(g) of this Agreement.
(c) In the event that the Employee's employment with the Employer is terminated by action taken by the Company without Cause (other than in
accordance with Section 6(b) above) or by a Notice of Non-Renewal from the Company, then the Employer shall have no further obligation or duties
hereunder to the Employee, except for payment of the amounts described in this Section 6(c) and as provided in Section 8(g), and Employee shall have
no further obligations or duties hereunder to the Employer, except as provided in Section 7. In the event of such termination, the Employee shall be
entitled to a lump sum payment within 30 days following such termination equal to the sum of: (i) an amount equal to one-and-one-half times the
Employee's annual Salary at the rate then in effect; (ii) an amount equal to one-and-one-half times the Employee's mid-point target bonus as set out
above in Section 3(b); (iii) an amount equal to the "Accrued Bonus" (as hereinafter defined); plus (iv) all unpaid bonuses with respect to the last full
fiscal year of the Employee's employment with the Company, if any, that would have been paid but for such termination without Cause. Additionally,
for a period of eighteen (18) months from the date of termination, subject to Employee's timely election of continuation coverage under the
Consolidated Budget Omnibus Reconciliation Act of 1985, as amended ("COBRA"), the Employer will pay Employee's COBRA medical insurance
premium, provided that Employee is eligible and remains eligible for COBRA coverage and provided further that if Employee obtains other
employment that offers substantially similar or improved group health benefits, for which the Employee is eligible, the Employer's obligation under
this sentence shall immediately cease. In the event of such termination without Cause or upon expiration of the Term as a result of the delivery by the
Company to the Employee of a Notice of Non-Renewal, all outstanding options and shares of restricted stock granted to the Employee which have not
vested as of the date of such termination shall immediately vest and, as applicable, become immediately exercisable. For purposes of this Section 6(c),
the "Accrued Bonus" shall be an amount equal to (x) if such termination occurs on or prior to the last day of the second fiscal quarter of a Fiscal Year,
a pro-rata portion of the Employee's mid-point target bonus as set out above in Section 3(b) for the Fiscal Year in which termination occurs based
upon the number of days worked by the Employee during such Fiscal Year or (y) if such termination occurs on or after the first day of the third fiscal
quarter of a Fiscal Year, 100% of the Employee's mid-point target bonus for such Fiscal Year as set out above in Section 3(b).
3
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(d) For purposes of this Agreement, the Employee shall be deemed to have been terminated by the Company without Cause if (i) the Company
terminates his employment for any reason other than in accordance with Sections 6(a) or 6(b) above or (ii) the Employee resigns after the occurrence
of any of the following events without the Employee's consent: (A) a material breach of this Agreement by the Company; (B) a material diminution in
the Employee's title, status, position or responsibilities; (C) a failure by the Company to timely pay any compensation due to the Employee hereunder;
(D) a material reduction by the Company in the Salary or any reduction in the target percentage of Salary payable as a Bonus as set forth in
Section 3(b) hereof; (E) the assignment to the Employee of duties which are materially inconsistent with the duties set forth in Section 2 hereof;
(F) any relocation of Employee's principal place of employment beyond 10 miles from its then current location; (G) the failure of any successor to the
Company to assume the obligations of the Company under this Agreement either in writing or by operation of law; provided, however, that, any such
resignation by the Employee will not be deemed to have been a termination by the Employer without Cause unless within ninety (90) days of any such
event having occurred, the Employee shall have provided the Company with written notice that such event has occurred, afforded the Company thirty
(30) days to cure same, and the Company has failed to cure such event within such thirty (30) day period. For the avoidance of doubt, a diminution of
the Employee's duties shall be deemed to have occurred, without limitation, if a transaction results in a change in the nature or scope of the Company's
business or status that causes a diminution of duties.
(e) For purposes of this Agreement, the Company shall have "Cause" to terminate the Employee's employment under this Agreement upon (i) the
continued failure by the Employee to substantially perform his duties under this Agreement after receipt of notice from the Company requesting such
performance, (ii) the criminal conviction of Employee by plea or after trial of having engaged in criminal misconduct (including embezzlement and
fraud) which is demonstrably injurious to the Company, monetarily or otherwise, (iii) the conviction of the Employee of a felony; (iv) gross
negligence on the part of the Employee which significantly affects the Company; or (v) a material failure of the Employee to adhere to the Company's
material written policies or to cooperate in any investigation or inquiry involving the Company. The Company shall give written notice to the
Employee of any proposed termination for Cause, which notice shall specify the grounds for the proposed termination, and the Employee shall be
given thirty (30) days to cure if the grounds arise under clauses (i) or (v) above (in the event employee cures the event giving rise to Cause set forth in
such written notice within said 30 day period, Cause for termination shall not exist).
(f) Notwithstanding anything herein to the contrary, upon any termination of the Employee's employment, the Employee shall receive from the
Company: (i) any earned but unpaid Salary through the date of termination, paid in accordance with Section 3(a) of this Agreement;
(ii) reimbursement for any unreimbursed expenses properly incurred through the date of termination under, and paid in accordance with, Section 5 of
this Agreement and applicable policies of the Company; (iii) payment for any accrued but unused PTO in accordance with the Company's PTO policy;
and (iv) such vested accrued benefits, and other payments, if any, as to which the Employee may be entitled under, and in accordance with the terms
and conditions of, the employee benefit arrangements, plans and programs of the Company as of the date of termination ("Accrued Amounts").
(g) The Employee may terminate his employment with the Company at any time, for no reason. Upon such termination of employment under this
Section 6(g), the Company shall have no further obligations or duties to the Employee hereunder, except for providing the Employee with the Accrued
Amounts, and the Employee shall have no further obligations or duties to the Company, except as provided in Section 7.
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7.

Confidentiality; Noncompetition.
(a) The Employer and the Employee acknowledge that the services to be performed by the Employee under this Agreement are unique and
extraordinary and, as a result of such employment, the Employee will be in possession of confidential information relating to the business practices of
the Company. The term "confidential information" shall mean any and all information (oral and written) relating to the Company or any of its
affiliates, or any of their respective activities which the Employee came into possession of in the course of his employment with the Company, other
than such information which can be shown by the Employee to be in the public domain (such information not being deemed to be in the public domain
merely because it is embraced by more general information which is in the public domain) other than as the result of breach of the provisions of this
Section 7(a), including, but not limited to, information relating to: trade secrets, personnel lists, compensation of employees, financial information,
research projects, services used, pricing, customers, customer lists and prospects, product sourcing, marketing and selling and servicing.
Notwithstanding the foregoing "confidential information" shall not include information relating to the general methodology and mechanics employed
by Employee in the performance of his duties with the Company or that Employee can demonstrate was known to him prior to his employment with
the Company. The Employee agrees that he will not, during or after his termination or expiration of employment hereunder, directly or indirectly, use,
communicate, disclose or disseminate to any person, firm or corporation any confidential information regarding the clients, customers or business
practices of the Company acquired by the Employee during his employment by Employer, without the prior written consent of Employer. Anything
herein to the contrary notwithstanding, the provisions of this Section 7(a) shall not apply (i) when disclosure is required by law or by any court,
arbitrator, mediator or administrative or legislative body (including any committee thereof) with actual or apparent jurisdiction to order the Employee
to disclose or make accessible any information, (ii) with respect to any other litigation, arbitration or mediation involving this Agreement, including,
but not limited to, the enforcement of this Agreement, (iii) as to information that becomes generally known to the public or within the relevant trade or
industry other than due to the Employee's violation of this Section or (iv) as to information that is or becomes available to the Employee on a
non-confidential basis from a source which is entitled to disclose it to the Employee.
(b) If permitted by the New York Canon of Ethics, the Employee hereby agrees that he shall not, during the period of his employment and for a
period of one (1) year following the termination of such employment, directly or indirectly, within any county (or adjacent county) in any State within
the United States or territory outside the United States in which the Company is engaged in business during the period of the Employee's employment
or on the date of termination of the Employee's employment, engage, have an interest in or render any services to any business (whether as owner,
manager, operator, licensor, licensee, lender, partner, stockholder, joint venturer, employee, consultant or otherwise) competitive with the Company's
business activities.
(c) The Employee hereby agrees that he shall not, during the period of his employment and for a period of one (1) year following such employment,
directly or indirectly solicit any of the Company's customers, or persons listed on the personnel lists of the Company, to discontinue or alter his, her or
its relationship with the Company. Except as required by law or legal process, at no time during the Term, or thereafter shall the Employee, directly or
indirectly, disparage the commercial, business or financial reputation of the Company. Except as required by law or legal process, at no time during
the Term, or thereafter shall the Employer or any executive officer of the Company, directly or indirectly, disparage the professional, business,
financial or personal reputation of the Employee.
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(d) For purposes of clarification, but not of limitation, the Employee hereby acknowledges and agrees that the provisions of subparagraphs 7(b) and
(c) above shall serve as a prohibition against him, during the period referred to therein, directly or indirectly, hiring, offering to hire, enticing,
soliciting or in any other manner persuading or attempting to persuade any officer, employee, agent, lessor, lessee, licensor, licensee or customer who
has been previously contacted by either a representative of the Company, including the Employee, (but only those persons or entities that had a
business or employment relationship with the Company during the time of the Employee's employment by the Company, or at the termination of his
employment), to discontinue or alter his, her or its relationship with the Company.
(e) Upon the termination of the Employee's employment for any reason whatsoever, all documents, records, notebooks, equipment, employee lists,
price lists, specifications, programs, customer and prospective customer lists and other materials which refer or relate to any aspect of the business of
the Company which the Employee acquired in the course of his employment with the Company and are in the possession of the Employee, including
all copies thereof, shall be promptly returned to the Company. Anything to the contrary notwithstanding, nothing in this Section 7(e) shall prevent the
Employee from retaining a home computer and security system, papers and other materials of a personal nature, including personal diaries, calendars
and Rolodexes, information relating to the Employee's compensation or relating to reimbursement of expenses, information that the Employee
reasonably believe may be needed for tax purposes, and copies of plans, programs and agreements relating to the Employee's employment.
(f) The products and proceeds of Employee's services hereunder that Employee may acquire, obtain, develop or create during the Term that relate to
the Company's business, or that are otherwise made at the direction of the Company or with the use of the Company's or its affiliates' facilities or
materials, including, but not limited to, all materials, ideas, concepts, formats, suggestions, developments, packages, programs and other intellectual
properties (collectively, "Works"), shall be considered a "work made for hire," as that term is defined under the United States Copyright Act, and
Employee shall be considered an employee for hire of the Company, and all rights in and to the Works, including the copyright thereto, shall be the
sole and exclusive property of the Company, as the sole author and owner thereof, and the copyright thereto may be registered by the Company in its
own name. In the event that any part of the Works shall be determined not to be a work made for hire or shall be determined not to be owned by the
Company, Employee hereby irrevocably assigns and transfers to the Company, its successors and assigns, the following: (a) the entire right, title and
interest in and to the copyrights, trademarks and other rights in any such Work and any rights in and to any works based upon, derived from, or
incorporating any such Work ("Derivative Work"); (b) the exclusive right to obtain, register and renew the copyrights or copyright protection in any
such Work or Derivative Work; (c) all income, royalties, damages, claims and payments now or hereafter due or payable with respect to any such
Work and Derivative Work; and (d) all causes of action in law or equity, past and future, for infringements or violation of any of the rights in any such
Work or Derivative Work, and any recoveries resulting therefrom. Employee also hereby waives in writing any moral or other rights that he has under
state or federal laws, or under the laws of any foreign jurisdiction, which would give him any rights to constrain or prevent the use of any Work or
Derivative Work, or which would entitle him to receive additional compensation from the Company. Employee shall execute all documents, including
without limitation copyright assignments and applications and waivers of moral rights, and perform all acts that the Company may request, in order to
assist the Company in perfecting its rights in and to any Work and Derivative Work anywhere in the world. Employee hereby appoints the officers of
the Company as Employee's attorney-in-fact to execute documents on behalf of Employee for this limited purpose
6
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(g) The parties hereto hereby acknowledge and agree that (i) the Company may be irreparably injured in the event of a breach by the Employee of
any of his obligations under this Section 7, (ii) monetary damages may not be an adequate remedy for any such breach, and (iii) the Company shall be
entitled to seek injunctive relief, in addition to any other remedy which it may have, in the event of any such breach.
(h) The parties hereto hereby acknowledge that, in addition to any other remedies the Company may have under Section 7(g) hereof, the Company
may have the right and remedy to seek to require the Employee to account for and pay over to the Company all compensation, profits, monies,
accruals, increments or other benefits (collectively, "Benefits") derived or received by the Employee as the result of any transactions constituting a
breach of any of the provisions of Section 7, and the Employee hereby agrees to account for any pay over such Benefits to the Company if so ordered
by an appropriate court or arbitrator.
(i) Each of the rights and remedies enumerated in Section 7(g) and 7(h) shall be independent of the other, and shall be severally enforceable, and all
of such rights and remedies shall be in addition to, and not in lieu of, any other rights and remedies available to the Company under law or in equity.
(j) It is the intent of the parties hereto that the covenants contained in this Section 7 shall be enforced to the fullest extent permissible under the laws
and public policies of each jurisdiction in which enforcement is sought (the Employee hereby acknowledging that said restrictions are reasonably
necessary for the protection of the Company). Accordingly, it is hereby agreed that if any of the provisions of this Section 7 shall be adjudicated to be
invalid or unenforceable for any reason whatsoever, said provision shall be (only with respect to the operation thereof in the particular jurisdiction in
which such adjudication is made) construed by limiting and reducing it so as to be enforceable to the extent permissible, without invalidating the
remaining provisions of this Agreement or affecting the validity or enforceability of said provision in any other jurisdiction.
8.

General. This Agreement is further governed by the following provisions:
(a) Notices. All notices relating to this Agreement shall be in writing and shall be either personally delivered, sent by facsimile (receipt confirmed)
or nationally recognized overnight carrier or mailed by certified mail, return receipt requested, to be delivered at such address as is indicated below, or
at such other address or to the attention of such other person as the recipient has specified by prior written notice to the sending party. Notice shall be
effective when so personally delivered, one business day after being sent by telecopy or five days after being mailed.
If to the Employer:
Take-Two Interactive Software, Inc.
622 Broadway
New York, New York 10012
Attention: Chief Executive Officer
If to the Employee:
To the Employee's address on the books and records of the Company.
(b) Parties in Interest. Employee may not delegate his duties or assign his rights hereunder. The Company may assign this Agreement to any
successor to all or substantially all of the business and/or assets of the Company, provided that the Company shall require such successor to expressly
assume and agree to perform this Agreement in the same manner and to the same extent that the Company would be required to perform it if no such
succession had taken place; otherwise, the Company may not assign this Agreement at all. This Agreement shall inure to the benefit of, and be binding
upon, the parties hereto and their respective heirs, legal representatives, successors and permitted assigns.
7
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(c) Entire Agreement. This Agreement supersedes any and all other agreements, either oral or in writing, between the parties hereto, with respect
to the employment of the Employee by the Employer (including, without limitation, the Initial Agreement and the Amendment) and contains all of the
covenants and agreements between the parties with respect to such employment in any manner whatsoever. Any modification or termination of this
Agreement will be effective only if it is in writing signed by the party to be charged.
(d) Governing Law. This Agreement shall be governed by and construed in accordance with the laws of the State of New York. Employee agrees
to and hereby does submit to jurisdiction before any state or federal court of record in New York County.
(e)

Warranty.

Employee hereby warrants and represents as follows:

(i) That the execution of this Agreement and the discharge of Employee's obligations hereunder will not breach or conflict with any other
contract, agreement, or understanding between Employee and any other party or parties.
(ii) Employee has ideas, information and know-how relating to the type of business conducted by Employer, and Employee's disclosure of
such ideas, information and know-how to Employer will not conflict with or violate the rights of any third party or parties.
(iii) Employee will not disclose any trade secrets relating to the business conducted by any previous employer and agrees to indemnify and
hold Employer harmless for any liability arising out of Employee's use of any such trade secrets.
(f) Severability. In the event that any term or condition in this Agreement shall for any reason be held by a court of competent jurisdiction to be
invalid, illegal or unenforceable in any respect, such invalidity, illegality or unenforceability shall not affect any other term or condition of this
Agreement, but this Agreement shall be construed as if such invalid or illegal or unenforceable term or condition had never been contained herein.
(g) Indemnification. The Employee shall be entitled to the benefits of all provisions of the Certificate of Incorporation and Bylaws of the
Company, each as amended, that provide for indemnification of officers and directors of the Company. In addition, without limiting the
indemnification provisions of the Certificate of Incorporation or Bylaws, to the fullest extent permitted by law, the Company shall indemnify and save
and hold harmless the Employee from and against, and pay or reimburse, any and all claims, demands, liabilities, costs and expenses, including
judgments, fines or amounts paid on account thereof (whether in settlement or otherwise), and reasonable expenses, including attorneys' fees actually
and reasonably incurred including, but not limited to, investigating, preparing, pursuing or defending any action, suit, investigation, proceeding, claim
or liability if the Employee is made or threatened to be made a party to or witness in any action, suit, investigation or proceeding, or if a claim or
liability is asserted or threatened to be asserted against Employee (whether or not in the right of the Company), by reason of the fact that he was or is a
director, officer or employee, or acted in such capacity on behalf of the Company, or the rendering of services by the Employee pursuant to this
Agreement or any of the Employee's prior employment agreements with the Company, whether or not the same shall proceed to judgment or be settled
or otherwise brought to a conclusion (except only if and to the extent that such amounts shall be finally adjudged to have been caused by Employee's
willful misconduct or gross negligence). Upon the Employee's request, the Company will advance any reasonable expenses or costs, subject to the
Employee undertaking to repay any such advances in the event there is an unappealable final determination that Employee is not entitled to
indemnification for such expenses. Employee shall be entitled to indemnification under this Section regardless of any subsequent amendment of the
Certificate of Incorporation or of the Bylaws of the Company. Further, Employee shall be entitled to be covered by any directors' and
8

Source: TAKE TWO INTERACTIVE SOFTWARE INC, 10-Q, June 09, 2010

Powered by Morningstar® Document Research℠

officers' liability insurance policies which the Company maintains for the benefit of its directors and officers, subject to the limitations of such
policies. This provision shall survive the expiration or termination of this Agreement. Any payments owed by the Company to the Employee pursuant
to this Section shall be paid within ninety days of the Employee's notifying the Company of the expense, which notice from the Employee shall be
made within thirty days of the accrual of the expense.
(h) Legal Fees. The Company shall promptly pay upon presentation of appropriate documentation the reasonable legal fees incurred by the
Employee in connection with the negotiation and documentation of this Agreement. In addition, in the event of a claim or other dispute under this
Agreement, the Company shall promptly pay or reimburse the Employee for all reasonable legal fees and expenses incurred by the Employee as
incurred and submitted for payment or reimbursement provided that, if the Employee is not the prevailing party with respect to the case which is or
has become unappealable, then the Employee shall thereafter pay his own costs and expenses in respect thereof and promptly (and in no event more
than 14 days after demand therefor by the Company) return to the Company any amounts previously paid by the Company under this sentence with
respect to such claim or other dispute. Any payments owed by the Company to the Employee pursuant to this Section shall be paid within ninety days
of the Employee's notifying the Company of the expense, which notice from the Employee shall be made within thirty days of the accrual of the
expense.
(i) Section 409A. The intent of the parties is that payments and benefits under this Agreement comply either with Section 409A of the Internal
Revenue Code of 1986, as amended and the regulations and guidance promulgated thereunder (collectively "Section 409A") or comply with one or
more exceptions to Section 409A and, accordingly, to the maximum extent permitted, this Agreement shall be interpreted in such manner. In this
regard:
(A) If any payments hereunder are determined to be "nonqualified deferred compensation" under Section 409A, then such
payments shall be made in compliance with the 6-month delay requirement of Section 409A, to the extent such requirement is
applicable.
(B) Whether the Employee shall have incurred a termination of employment shall be determined based on all relevant facts and
circumstances. In situations in which the Employee continues to be carried on the payroll of the Company but performs only
nominal services, or ceases to be an employee but continues to provide substantial services in another capacity, such as pursuant
to a consulting agreement, the determination of whether a termination of employment has occurred shall be determined in
accordance with Final Regulations Section 1.409A-1(h)(1)(ii), or any successor thereto.
(C) Any pro-rated Bonus payable pursuant to Section 6 shall be paid at the time and in the form that such Bonus would have
been paid but for the Employee's termination of employment.
(D) In no event whatsoever shall the Employer be liable for any additional tax, interest or penalties that may be imposed on the
Employee by Section 409A or any damages for failing to comply with Section 409A.
(j) Withholding. The Company may withhold from any and all amounts payable under this Agreement such federal, state and local taxes as may be
required to be withheld pursuant to any applicable law or regulation.
(k) Execution in Counterparts. This Agreement may be executed by the parties in one or more counterparts, each of which shall be deemed to be
an original but all of which taken together shall constitute one and the same agreement, and shall become effective when one or more counterparts has
been signed by each of the parties hereto and delivered to each of the other parties hereto. Photographic, electronically scanned and facsimiles of such
signed counterparts may be used in lieu of the originals for any purpose.
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IN WITNESS WHEREOF, the parties hereto have executed and delivered this Agreement as of the date first above written.
TAKE-TWO INTERACTIVE SOFTWARE, INC.
By:

/s/ BEN FEDER

Ben Feder
Chief Executive Officer
/s/ SETH KRAUSS

Seth Krauss
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER
Section 302 Certification
I, Ben Feder, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q for the quarterly period ended April 30, 2010 of Take-Two Interactive Software, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and
5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
June 8, 2010

/s/ BEN FEDER

Ben Feder
Chief Executive Officer
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CERTIFICATION OF CHIEF FINANCIAL OFFICER
Section 302 Certification
I, Lainie Goldstein, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q for the quarterly period ended April 30, 2010 of Take-Two Interactive Software, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and
5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
June 8, 2010

/s/ LAINIE GOLDSTEIN

Lainie Goldstein
Chief Financial Officer

Source: TAKE TWO INTERACTIVE SOFTWARE INC, 10-Q, June 09, 2010

Powered by Morningstar® Document Research℠

QuickLinks
Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER Section 302 Certification

Source: TAKE TWO INTERACTIVE SOFTWARE INC, 10-Q, June 09, 2010

Powered by Morningstar® Document Research℠

QuickLinks -- Click here to rapidly navigate through this document
Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U. S. C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Take-Two Interactive Software, Inc. (the "Company") on Form 10-Q for the period ended April 30, 2010 as filed with
the Securities and Exchange Commission on the date hereof (the "Report"), I, Ben Feder, as Chief Executive Officer of the Company, certify, pursuant to 18
U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:
(1)
The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934: and
(2)
The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.
June 8, 2010

/s/ BEN FEDER

Ben Feder
Chief Executive Officer
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CERTIFICATION PURSUANT TO
18 U. S. C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Take-Two Interactive Software, Inc. (the "Company") on Form 10-Q for the period ended April 30, 2010 as filed with
the Securities and Exchange Commission on the date hereof (the "Report"), I, Lainie Goldstein, as Chief Financial Officer of the Company, certify, pursuant to
18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:
(1)
The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934: and
(2)
The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.
June 8, 2010

/s/ LAINIE GOLDSTEIN

Lainie Goldstein
Chief Financial Officer
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