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EXPLANATORY NOTE

In this Annual Report on Form 10-K we are restating the consolidated financial statements as of June 30, 2004 and for the years ended June 30,

2004 and 2003 and the unaudited financial information for the fiscal quarters ended June 30, 2004, September 30, 2004 and 2003, December 31,

2004 and 2003, March 31, 2005 and 2004, to reflect adjustments to our previously reported financial information for those periods (the
restatement ).

We have not amended, and do not intend to amend, any of our periodic reports previously filed with the Securities and Exchange Commission
(the SEC ). Therefore, the consolidated financial statements and other financial information in our previously filed periodic reports for the dates
and periods referred to above should not be relied upon.

PART I

ITEM 1. BUSINESS
General

Operating under the name Bally Gaming and Systems, we are a worldwide leader in designing, manufacturing and distributing traditional and
nontraditional gaming machines, having marketed over 100,000 gaming machines during the past five years. We define traditional gaming
machines as being Class III, casino-style games, and nontraditional gaming machines such as games that are centrally determined or video
lottery terminals ( VLTs ). We also design, integrate and sell highly specialized computerized monitoring systems that provide casinos with
networked accounting and security services for their gaming machines. In our systems business, we have over 276,000 game monitoring units
installed in casinos worldwide. We also own and operate a dockside casino in Vicksburg, Mississippi, which has approximately 12 table games
and 890 gaming devices ( Casino Operations ). You can find further information regarding our individual business units in the notes to our
consolidated financial statements included in this Annual Report on Form 10-K.

We were incorporated in Nevada on September 30, 1968, under the name Advanced Patent Technology. In 1983, we changed our name to

Gaming and Technology, Inc., and to United Gaming, Inc., in 1988. We became Alliance Gaming Corporation on December 19, 1994. We

conduct our gaming operations through directly and indirectly owned subsidiaries. Unless the context requires otherwise, the terms Alliance, the
Company, we and our as used herein refer to Alliance Gaming Corporation and subsidiaries. Our principal executive offices are located at 6601
South Bermuda Road, Las Vegas, Nevada 89119; telephone (702) 270-7600. Our internet address is www.alliancegaming.com. Our Annual

Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and all amendments to those reports are available on our
website, free of charge, as soon as reasonably practicable after such material is electronically filed with or furnished to the SEC. Copies of our
Corporate Governance Guidelines, Code of Ethics and Business Conduct applicable to our officers, directors and employees and the charters for

the Audit, Nominating and Corporate Governance and Compensation Committees of our Board of Directors are available on our website by
following the links to Investor Relations and Corporate Governance or upon written request to our Corporate Secretary at the address set forth
above.
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Acquisitions

On March 2, 2004, we purchased Sierra Design Group ( SDG ), a leading supplier of Class II and Class III gaming devices, systems and
technology, for aggregate initial consideration of approximately $126.4 million. The initial purchase price consisted of $108.6 million of cash,
662,000 shares of our common stock valued at $11.9 million, the assumption of approximately $8 million of debt and certain transaction fees
and expenses. In addition, an earn out provision provided for the payment of up to $95.6 million in additional consideration upon certain
financial targets being achieved in the subsequent three-year period. In December 2004, the Company and the selling shareholders settled the
earn out for a fixed amount of $40.0 million, consisting of a one-time cash payment of $12.0 million and the issuance of a subordinated note of
$28.0 million. In June 2005, the Company extinguished $14.0 million of the note and accrued interest there on, by issuing approximately 1.0
million shares of common stock to the note holders. The acquisition of SDG in March 2004 provides us with significant technology-based assets
including the Alpha Game Engine, as well as positioned us to take advantage of significant opportunities in both the domestic and international
markets, from the technology advances in traditional casino style gaming to the Class II environments with central determination features.

On February 19, 2004, we acquired substantially all of the assets and liabilities of MindPlay LLC ( MindPlay ), a leading developer of advanced
table game technologies, for aggregate initial consideration of approximately $16.8 million. The initial purchase price included $9 million cash,

a $4 million note payable, the assumption of approximately $2 million of debt and the issuance of warrants to purchase 100,000 shares of our
common stock which were valued at approximately $0.9 million. In addition, an earn out provision provided for the payment of 10% of gross
margin from the sale of MindPlay products in the first seven years subsequent to the acquisition, and 4.25% of gross margin for the next six
years, subject to adjustments pursuant to the conditions contained in the sale agreement. The MindPlay technologies are designed to provide data
and information to casino operators to improve customer service, to provide enhanced security and to increase profitability by lowering the cost
of operation and enhancing the casino patron experience. Under the protection of a number of patents acquired, we envision a series of new table
game products that can potentially redefine the market with the advances of automation and new gaming features to attract and retain table game
players.

On December 31, 2003, we acquired all of the assets of U.K. based Crown Gaming from Crown Leisure Limited for
aggregate consideration of $3.9 million. The acquisition of Crown Gaming, which included Crown s distributorship
agreements for a wide variety of automated table games and video bingo machines, strategically built on the
Company s focus towards future growth in the U.K. and Europe.

On April 9, 2003, we acquired all of the assets of Micro Clever Consulting ( MCC ) for $11.3 million, and on May 28, 2003, we acquired the
assets of HoneyFrame Systems Company ( HSC ) for $4.9 million. Both of these companies provide systems products, primarily to our
international customers.

Dispositions
During fiscal year 2005 and 2004, we completed the disposition of certain of our non-core assets. The dispositions were as follows:

e on October 14, 2004 we completed the sale of our interest in our Louisiana route operations for aggregate
consideration of $2 million;

e on June 30, 2004 we completed the sale of our Nevada route operations for aggregate consideration of $105
million;
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e on May 3, 2004 we completed the sale of our Rail City Casino for aggregate consideration of $37.9 million; and

e onJuly 18, 2003 we completed the sale of our Bally Wulff wall machine and amusement games business for
aggregate consideration of $16.5 million.

Financial Information

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

Bally Gaming and Systems
Overview

The Bally Gaming and Systems business unit consists of three divisions: Gaming Equipment, Systems and Gaming Operations. The following
table sets forth the percentages of revenues of Bally Gaming and Systems provided by each division for the periods indicated:

Percentage of Revenues

Years ended June 30,
Revenue by Division 2005 2004 2003
Gaming Equipment 47 % 53 % 56 %
Systems 23 % 29 % 26 %
Gaming Operations 30 % 18 % 18 %
100 % 100 % 100 %

Gaming Equipment

We design, manufacture and sell a variety of electronic slot and video gaming machines. Slot machines are normally produced to specific order,
configured to a customer s particular requirements. Customers may also change the game theme of a slot machine by purchasing a conversion kit
that consists of artwork, reel strips (if applicable) and a computer chip. Gaming machines are differentiated from one another by a number of
factors including graphic design and theme, cabinet style and size, pay table, reel-type design, betting denomination and minimum/maximum
betting amount. Our video gaming machines are designed to offer the player the chance to play a multitude of different games by simulating
various card games, video reel-spinning games and keno through a video display. We periodically introduce new games and themes to satisfy
customer demand and to compete with our competitors product designs. The gaming products created are the result of a comprehensive product
development effort which includes extensive testing in-house and on casino floors for reliability and player appeal.

Native American gaming differs from the traditional casino market in that it is regulated under the Indian Gaming Regulatory Act of 1988,
which permits specific types of gaming as follows:

e (Class I Gaming Traditional Native American social and ceremonial games; regulated exclusively at the tribal
level;

e (Class II Gaming Pull tabs, instant bingo and other games similar to bingo; regulated by individual tribes, with the
National Indian Gaming Commission having oversight of the regulatory process; and
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e (Class III Gaming All forms of casino-style gaming not included under Class I and Class II, including traditional
slot machines and table games; governed by compacts negotiated between individual tribes and states.

Each gaming machine contains an operating system, also referred to as a game platform. The machine s operating system manages the software
needed to run the machine. Game platforms are constantly under development or revision to keep pace with the ever increasing complexity of
game software. In fiscal year 2005, the Company completed the successful migration from the EVO platform to the Linux based Alpha platform
and operating system ( Alpha Game Engine ). The Alpha Game Engine is the result of a significant investment in hardware and software
engineering since development efforts first began at SDG in 1999. The platform underwent the most extensive pre-launch testing in the

Company s history and now forms the foundation for our new video and mechanical reel-spinning products.

The Alpha Game Engine is approved in all major jurisdictions including Nevada, Mississippi, New Jersey, Missouri, Washington, New York,
Rhode Island and various Native American jurisdictions. The flexibility of the platform allows it to operate in both Class III and Class II
markets, including random number generated, central determination and bingo-based jurisdictions.

The Alpha Game Engine s layered architecture and modular design allow for adaptability and simplified requirement changes. The Linux based
operating system is compatible with the major slot accounting and ticket systems and supports 20-plus lines, bonusing, multi-denom and
multi-percentage game configurations. The Alpha Game Engine also supports multi-level local and wide-area progressives gaming venues.

The Alpha Game Engine is designed for robust game development and incorporates free spin, scatter, bonusing and other advanced game
features. The platform is architected for separation of the gaming operating system from the game layer to allow for rapid game development. A
standardized game interface allows internal and third-party developers with a secure, easy-to-use programming environment that incorporates an
advanced set of development tools.

We have launched proven game themes including Blazing 7s® and Blues Brothers on the Alpha Game Engine. In all, we now offer an extensive
library of game titles on Alpha in Class III and Class II markets. Pursuant to license agreements, we also offer certain game titles developed by
WMS Industries, Inc. ( WMS ), Aristocrat Leisure Limited ( Aristocrat ), Konami Co. Ltd. ( Konami ), which we place in certain jurisdictions
pursuant to those license agreements.

Technological advances, development of new entertaining games, new sound and visual features and changing preferences of casino patrons are
the main factors that lead to the replacement of gaming machines, which typically have a useful life of 5 to 7 years.

We generally offer a 90-day parts and labor warranty for new gaming machines sold. We also remain actively involved in customer service after
the original installation of the machine. We provide several after-sale, value-added services to our customers including customer education
programs, a 24-hour customer service telephone hot-line, an Internet web site for technical support, field service support programs and spare
parts programs. Our historical warranty expense as a percentage of revenues has been less than 1%.

We also sell used gaming machines, as well as parts for existing machines. Generally we acquire the used machines we sell as trade-ins toward
the purchase of new gaming equipment. While a small secondary
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market exists in the United States, used machines are typically resold into the international market. Some used equipment is reconditioned for
direct sale, but much is sold in container lots on an asis basis through independent brokers. Used game sales totaled $17.3 million, $19.6 million
and $7.2 million for the years ended June 30, 2005, 2004 and 2003, respectively.

Total revenue from the Gaming Equipment division totaled $203.7 million, $226.4 million and $175.9 million for the years ended June 30, 2005,
2004 and 2003, respectively.

In fiscal year 2004 we completed two strategic acquisitions in the Gaming Equipment area, Crown Gaming and SDG. See  General Acquisitions
above.

Systems

We design and sell casino enterprise systems. These systems provide casino operators integrated modules across multiple platforms. Our
primary products include slot monitoring, casino management and cashless systems, all of which are designed to streamline casino business
processes through the use of technology. Bally products operate on Windows, AS/400 (iSeries), and UNIX platforms, allowing our customers to
choose a technology solution that meets their existing or future infrastructure requirements.

e  Slot Monitoring: Our slot monitoring products are comprised of hardware consisting of micro controller based
printed circuit boards installed within the slot machines as well as card readers, displays and keypads which provide
casinos the ability to track player gaming activity through our casino management systems and monitor employee
access to slot machines, internally developed firmware that provides access to the slot machines and players activity
data gathered by the micro controller hardware; and internally developed slot monitoring business applications that
manage certain slot machine activity, including security events, revenue, expenses and other financial reporting
metrics.

e (Casino Management: Our casino management systems are composed of various hardware and software products
that provide casino operators patron loyalty solutions comparable to frequent guest programs offered in other leisure
industries; table games accounting including the calculation of all revenue and expense related items; and cage and
credit accountability for all extensions of credit and cage cash balancing functions.

e (Cashless Systems: Our cashless systems provide a suite of products for casino operators to provide bonusing and
cashless gaming activity to casino patrons.

We market our system product solutions through Bally Gaming and Systems under the broad categories of Bally CMS® (Casino Management
Systems), Bally SMS® (Slot Management Systems) and Bally TMS® (Table Management Systems). These categories include the product lines
consisting of SDS, ACSC, CMP, CMS, MCC and MindPlay.

Our Systems division generated revenues of approximately $97.0 million, $122.6 million and $80.7 million for the years ended June 30, 2005,
2004 and 2003, respectively.

During fiscal year 2004, we completed the acquisition of MindPlay. During fiscal year 2003, we completed the acquisitions of MCC and HSC.
See  General Acquisitions above.
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Gaming Operations

Our Gaming Operations division offers three general types of games that are placed in casinos or other permissible gaming locations. The three
general types of games are: those that are linked on a proprietary wide-area progressive system, those that operate on a proprietary near-area
progressive system and those that are non-linked niche games, which are games that generally offer more complex features than traditional slot
machines such as bonus rounds. These gaming machines earn recurring revenues and cash flows for us rather than being sold on a one-time
basis. Rather than being sold, such games are often more profitable for us as a result of the recurring nature of the revenue, but they do require us
to invest capital in the cost of manufacturing the gaming machines, purchasing signs and seating, and at times acquiring certain intellectual
property rights.

Wide-Area Progressive Systems: We received regulatory approval from the Nevada Gaming Control Board of our wide-area progressive
jackpot system named Thrillions  in November 1998. The Thrillions system was designed to allow patrons playing nickel, quarter and dollar
machines to compete for the same progressive jackpot, with the odds of winning the jackpot being proportional to the amount wagered. We also
operate separate wide-area progressives in Nevada, Mississippi and Native American lands, as well as through a separate third-party trust
arrangement in Atlantic City, New Jersey. We utilize certain web-based technologies, such as virtual private networks to monitor wide-area
progressives operating in non-domestic markets. We have a total of 1,660 units deployed on our wide-area progressive networks as of June 30,
2005.

We consolidate the revenues and expenses from certain wide-area progressive trusts in New Jersey due to the accounting rules for variable
interest entities ( VIE s ).

Near-Area Progressive Systems: As an alternative to wide-area games, we also offer customers the option of purchasing gaming devices and
provide the customer with near-area progressive technology. This approach permits customers to create their own branded progressive links for
which we also collect a daily fee. Currently, certain Harrah s Entertainment properties (formerly operated by Caesar s Entertainment) utilize the
Thrillions system as a platform for their near-area progressive networks of linked games in the Nevada and Mississippi markets, as does Isle of
Capri in Mississippi.

Non-Linked Games: We also offer a variety of non-linked daily fee games. These games have been marketed under such titles as Playboy
(Playboy and Rabbit Head Design are marks of Playboy and used under license by Bally Gaming, Inc.), Monte Carlo , Saturday Night Live and
others, all of which are approved in most major gaming markets. We also earn recurring revenues from 798 devices deployed at horseracing
facilities under agreements with the Delaware State Lottery Commission. As of June 30, 2005, we had a total installed base of daily fee games
totaling 8,804 units.

Bally Gaming and Systems is also a provider of video lottery type terminal devices at race tracks in the state of New York. Through the
competitive bidding process, Bally Gaming and SDG were each awarded approximately 25% of the initial terminals installed. The financial
model for this market requires the manufacturer to build, deploy and maintain the terminals in return for a share of the net win generated by the
terminals. The first games were installed at the Saratoga race track in January 2004, and have since been followed by installations at four
additional tracks, totaling 2,953 games for the Company. Additional installations at Aqueduct and Yonkers may occur in the late spring or
summer of 2006.

Additionally, we have a base of centrally determined games operating primarily in Washington, Florida, Alabama, and Oklahoma. With the
exception of Oklahoma, these games generally have been sold to the customer, and we retain a daily fee for the central determination software
license. Participation
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lease arrangements are still most prevalent in Oklahoma. As of June 30, 2005, the installed base for the centrally determined games totaled
18,885 units and full participation fee units for these markets total 3,100 units.

Gaming Operations generated revenues of approximately $131.3 million, $79.1 million and $55.6 million for the years ended June 30, 2005,
2004 and 2003, respectively.

Product Development

We believe that providing games and systems with high entertainment value and that are preferred by the casino patron is key to meeting the
demands of casinos. We believe that the use of technology is accelerating, and this trend could give newer gaming machines and systems that
incorporate such technology a competitive advantage over older gaming machines and systems. Total spending on research and development by
the Bally Gaming and Systems business unit was approximately $43.4 million, $36.6 million and $20.0 million during the years ended June 30,
2005, 2004 and 2003, respectively. The increase in research and development spending for these years is a reflection of the competitive
landscape and the need to continue to develop next generations of gaming product and systems.

We develop our products for both the domestic and international market. Our product development process for games includes both hardware
and software. Major areas of hardware development include cabinet style, electronic capability, printer capability, and coin and currency
handling. Hardware development efforts are focused on player appeal, product reliability and ease of maintenance. Development cycles for
hardware can range from a few days for simple enhancements to more than a year for new electronics or new mechanical packages.

The software development process for new games, which includes graphics development, is continuous and requires significant allocations of
human resources. Creativity in software development is an important element in product differentiation. Ideas for new models are generated
internally and from customers and other third parties, many of whom have entered into strategic relationships with us.

All new or modified hardware and software are designed to satisfy all applicable testing standards. Typically, new products require regulatory
approval for most North American jurisdictions. However, many jurisdictions outside North America do not require approval. For Nevada, new
gaming machine platforms must be filed with the state gaming laboratory which tests the products for at least two to three months before a
mandatory 30 to 60 day field test is conducted in a casino. The Nevada State Gaming Control Board and the Nevada Gaming Commission must
each approve new product platforms at their monthly, public meetings. The process in Nevada for modifications of existing products or casino
associated equipment is similar to that for new platforms, except a field test is usually not required and the Nevada State Gaming Control Board
staff can approve the product administratively. Each jurisdiction that requires regulatory approval of new products has its own filing requirement
and process. Once products are approved by the gaming regulators, customers may require a 30-90-day field trial of the product in their casinos
with the right to return the product at any time during the field trial period. We do not recognize revenue until the customer ends the field trial
and accepts the gaming machines.

Product development for casino enterprise systems also includes hardware and software. The major areas of hardware development include
micro controller circuit board design and programming, as well as user interface devices such as card readers, keypads and displays. We have
developed a modular and extendible hardware and software architecture, which focuses development on achieving greater functionality, product
reliability, and ease of maintenance for the casino operator, and greater ease of use
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for the player. In addition, the architecture allows customers to upgrade existing components or add new components with minimal impact.
Development cycles for hardware can vary between a few months for minor revisions to more than a year for major design changes or changes
made by various slot machine manufacturers with which our products must be physically integrated. Software development results in periodic
product releases that include new features that extend or enhance the casino enterprise systems; periodic maintenance releases that enable casino
operators to correct problems or improve the usability of the system; and documentation needed to install and use the system.

We have developed a series of cashless and bonusing products marketed under the Bally Power Series name. The Bally Power products
represent an integrated set of cashless and bonusing features to enhance the gaming experience of casino patrons. These products allow the
transfer of funds using bar coded coupons and/or encrypted PIN numbers to download either restricted or unrestricted credits to the gaming
device. These products allow casino operators to reduce cash and coin handling expenses and minimize overall operating expenditures and
provide creative marketing incentives to their casino patrons. Our cashless products are in use in Nevada, Michigan, New Jersey, Mississippi,
Louisiana, Iowa, Colorado, Missouri, Indiana and various Native American and international jurisdictions encompassing many states and
countries.

The software development process for our systems includes the design and development of features to meet various regulatory standards. The
regulatory standards vary by jurisdiction forcing us to develop multiple software settings based on the individual state and tribal gaming
standards, and each jurisdiction can require the approval of any software modifications or new products prior to deploying at casino locations.
The approval processes can vary significantly by jurisdiction, based on the software changes developed, technology enhancements, and regulator
resources.

Product Markets

We believe that the domestic installed base of traditional Class III gaming devices now exceeds 725,000 units. Nevada has the largest installed
base, totaling approximately 200,000 units as of June 30, 2005.

The gaming industry continues to expand in international markets. Our primary international markets are Europe, Canada, Latin America and, to
a lesser extent, the Far East and the Caribbean. We conduct our business in Canada through our staff based in the United States. We also
distribute gaming machines, manufactured by Bally Gaming, through direct and indirect subsidiaries: Bally Gaming UK, from our sales office in
Wigan, England principally to customers in Europe and Russia; Bally Gaming de Puerto Rico, Inc., principally to customers in Puerto Rico; and
Bally Gaming and Systems, SA, in Montevideo, Uruguay and its branches in Peru and Argentina, principally to customers in South America.

Presently, Class II gaming devices are marketed to certain Native American gaming markets. We believe the domestic installed base of Class II
gaming devices is approximately 31,000 units.

The primary markets for casino enterprise systems are the United States and, to a lesser extent, Canada, Latin America, Europe and the
Caribbean. Markets for systems within the United States include traditional land-based casinos concentrated in Nevada, Atlantic City, New
Jersey, Native American casinos and riverboats and dockside casinos. Our domestic market for casino enterprise systems is new casinos and
existing or new customers who either acquire casinos with a competitor s system which we replace with our system, or expand their casino floors
or upgrade their hardware or software to a new product release. Unlike the United States market, where most jurisdictions require the
implementation of systems, few
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international markets have done so. Management believes, however, that the international market for such systems is increasing, and if that
expansion occurs, our Systems sales to such markets are likely to increase accordingly.

Sales and Marketing

Bally Gaming and Systems uses a direct sales force and, to a lesser extent, an independent distributor network to distribute our products. Bally
Gaming and Systems North America sales staff consists of approximately 54 people in offices in Nevada, New Jersey, Mississippi, Illinois,
California and Florida.

Bally Gaming and Systems direct sales force generated approximately, 80%, 80% and 98% of new unit sales for the years ended June 30, 2005,
2004 and 2003, respectively. Bally Gaming and Systems uses distributors for sales to certain jurisdictions. The agreements with distributors
generally specify minimum purchases and generally provide that we may terminate the agreement if certain performance standards are not met.
These independent distributors generated approximately, 20%, 20% and 2% of new gaming machine unit sales for the years ended June 30,
2005, 2004, and 2003, respectively.

As of June 30, 2005, we had approximately 276,000 game monitoring units installed in 225 locations, of which approximately 92% are in the
United States. Substantially all of System s revenues are generated by our direct sales force.

We sell gaming machines and our computerized monitoring systems either through normal credit terms of 120 days or less, or may grant credit
terms that may extend up to five years. International sales are either consummated on a cash basis or financed over no more than two years,
depending on credit quality.

For casino enterprise system sales we generally offer limited financing terms, normally less than one-year, for sales of new installations. Most
sales, however, are invoiced on a net 30-day basis.

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

Customers

The demand for slot machines and video gaming machines varies depending on the level of new construction and renovation of casinos and
other facilities, the corresponding need for new and replacement equipment and product innovation. These machines generally have an average
replacement cycle of three to seven years. For the year ended June 30, 2005, our ten largest customers, including corporate customers with
multiple casino properties, accounted for approximately 35% of the Bally Gaming and Systems new unit sales, with the largest single customer
accounting for 10% of new unit sales.

In addition we sell game cabinets to original equipment manufactures ( OEMs ) that in turn provide games primarily to the Class II
non-traditional gaming markets. Typically, the OEM also purchases the rights to certain Bally themes, which entitles it to certain Bally
proprietary game themes and redesigns these game themes to be compatible with its operating system configurations. Sales of such cabinets to
OEMs totaled approximately $16.7 million, $8.6 million, and $6.3 million for years ended June 30, 2005, 2004 and 2003, respectively, and sales
of game themes to the OEMs totaled approximately $2.3 million, $3.4 million and $3.2 million for the years ended June 30, 2005, 2004 and
2003, respectively.
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During fiscal year 2005, the Company also licensed certain technologies for redemption markets to Spectre Gaming. The Company expects to
receive fees for the licensing of certain technologies, as well as recurring fees from ongoing royalty fees beginning in fiscal year 2006.

The demand for casino enterprise systems is driven by regulatory requirements in each applicable jurisdiction and by casino operators
competitive need to properly track machine and player activity and, to establish and compile individual machine and player profitability and
other demographic information. These features enable casinos to develop or enhance marketing strategies. Revenues for casino enterprise
systems are derived from selling products to new or existing customers. For the year ended June 30, 2005, the ten largest casino enterprise
system customers, which include certain multi-site casino operators that have corporate agreements, accounted for approximately 55.2% of game
monitoring unit sales revenues, with the largest single customer accounting for 10.2% of game monitoring unit sales revenues.

Future growth of Bally Gaming and Systems will be based on continued penetration in the international markets, further expansion in the
established and emerging markets, as well as continued development efforts to provide customers with new and innovative hardware and
software product offerings.

Assembly Operations

Bally Gaming and Systems primary facility, located in Las Vegas, was completed in 1990. The facility, which we own, was constructed
specifically for the design, assembly and distribution of gaming equipment. The 150,000-square foot facility was designed to meet fluctuating
product design demands and volume requirements. Management believes the facility enables Bally Gaming and Systems to increase production
without significant capital expenditures.

Management believes our assembly operations allow for rapid generation of different models to fill orders quickly and efficiently. Another
major advantage of the existing plant operation is that a number of machine features can be altered to produce a customized product for each
customer, including the size, type and color of glass, sound and payoff patterns. Bally Gaming and Systems keeps an inventory of parts that
allow machines to be altered quickly to conform to a particular customer s design and/or feature request. Bally Gaming and Systems typically
manufactures products for individual customer orders. Bally Gaming and Systems designs all of the major assemblies that are incorporated into
the final machine configuration.

Competition

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

The North American market is dominated by a single competitor, International Game Technology ( IGT ). IGT has substantially more financial
resources, products and intellectual property than nearly all of its competitors and many of our customers derive a significant portion of their
gaming revenues using IGT products. Some of our other competitors currently include GTech, Aristocrat, WMS, Atronic and Konami.
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These competitors also compete in the international markets we serve, along with well established foreign companies such as Recreativos
Franco, Cirsa/Unidesa, Ainsworth, Aruze and Novomatic.

We believe the future success of our operations depend on our ability to bring more innovative and higher quality products to the market in a
more cost effective and timely manner than our competitors.

The competition in the market for management systems is also significant. Product feature and functionality, accuracy, reliability, and pricing
are all key factors in determining a provider s success in selling its system. The main competition in casino management systems currently
consists of IGT, Aristocrat, MIS Grips and to a lesser extent, Konami and Progressive Gaming. Competition is keen in this market due to the
number of providers and the limited number of casinos and jurisdictions in which they operate. Management believes the future success of our
operations will be determined by our ability to bring new and innovative products to the market while maintaining our base of loyal existing
customers.

Casino Operation
Rainbow Casino

Our Rainbow Hotel Casino, located in Vicksburg, Mississippi, began operations in July 1994. The facility includes a 33,000-square foot casino,
with 890 gaming devices and 12 table games as well as a 310-se