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STRONG CASH FLOW STRENGTHENED RNANCIAL BASE

order to put Multimedia Games on path for growth and enhanced shareholder value we first focused on the fscal dsciphne

necessary to up ove our balance sheet and finanaa iquiday We are proud of our success in fiscal 20 on this irntiat ye Our casF

balance at ti end of fiscai 20W rose near 75/a worn fisca 2009 year end eveis to $2L8 milton even while we deployed capita to

reduce outstanding borrow ngs by over 40% or more than $30 ihon to $446 milhon at September 30 20W As result our total

net uudebtedness outstanding borrow
ngs less cash and cash equivalents as of September 30 20 declined by near $40 mi lion

64% to $22 million This represents our lowest level of total net indebtedness in over six years

The biggest factor dr ving our ability to achieve such notewor hy improvements these key financial metrics is the conpanys

cons stent cash generation In fiscal 2010 Multimedia Games generated total cash4 of $38 million and free cash flow2 of $3L7 millio

both of which were substantia ahead of our positive performance in fiscal 2009 lmpo tandy our total cash generation represented

approximate 32% of revenues iscal 2010 With our exist ng operations and new product development efforts refocused towards

achieving profitable revenue and disciplined capita spending we believe we wl cont rue to generate cash for the foreseeable future

Our expectations for further cash gene at on and the establ shment of scal prudence las become core competency at Mult media

Games and with the ratio of the compa current debt to trailing twelve months EB TDA commg in below .Ox at the end of fiscal

20 which among the most con ervative in our ndustry we have ife financial flexibility to invest in new product deve opment

and new rrarket oppor urit es and to re nvest the Company through repurchases of our common sha es
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ADDRESSING GROWING
BASE OF MARKETS WITH
PROPRIETARY PRODUCTS

Simultaneous with our execution on strategies to improve our

financial foundation we have also successfully expanded the

number of markets Multimedia Games serves and increased

our ability to provide customers with complete portfolio

of products and placement options including the purchase of

company-developed gaming units We ended fiscal 2010 with

sales of 930 proprietary games including the sale of nearly 700

units to customers in the State of Washington Our success in

Washington is noteworthy as it clearly reflects the enthusiasm

casino operators
and players have for our new games and

highlights our ability to address customer demands through our

investments in proprietary game development

This success also points to additional benefits to be derived

from our efforts to invest in new product development and

significantly expand and improve our product portfolio to

address both Class II and Class Ill market opportunities Our

efforts to reclaim market share in Class II gaming will be aided

by the rollout of new portfolio of
redesigned high-performing

games that we believe will also assist our ability to significantly

strengthen our strategic alignment with our largest customer In

addition having broader portfolio of entertaining innovative

games reduces the reliance we have had over the last several

years on third party products which we expect will improve

the cash return we generate on our investments in new gaming

products

We are excited about our pipeline of products that will be

introduced in fiscal 2011 At the recent Global Gaming Expo in

Las Vegas customers were very
enthusiastic about our unique

category creating products such as the new Power StacksTM

Maximum Lockdown and Side Action series of games we

debuted At the same time the newest generation of our award-

winning attention grabbing TournEvent slot tournament system

generated high levels of interest as it once again stopped traffic

on the show floor Clearly our new game development initiatives

are on the right path

As we continue to expand our capabilities to address new

markets we are also working hard to become licensed to do

business in more and more North American gaming jurisdictions

We now have 106 gaming licenses issued and pending including

Nevada and Pennsylvania which
compares favorably to the

59 licenses we had at the beginning of fiscal 2010 Among our

newest markets are the major commercial casino markets in

Mississippi and Louisiana where we currently have multiple field

trials for our proprietary products underway

As nearly 86% of our fiscal 2010 revenues were derived from

only three markets Oklahoma Washington and New York

our focus on being licensed to sell and/or place games in new

commercial markets such as Mississippi and Louisiana as well as

other tribal North American gaming jurisdictions will remain

key priority going forward

FOCUS ON DELIVERING

VALUE TO SHAREHOLDERS

During much of fiscal 2010 Multimedia Games conducted

detailed analysis of our business including thorough

review of many internal and external opportunities to

enhance shareholder value At the conclusion of this

process we determined that the long-term execution

of our business plan would provide the best means of

creating value for our shareholders This decision was

based in part on the success we have had over the last

two years in repositioning the organization to achieve

improving financial and operating results Early in fiscal

2011 our Board of Directors authorized three-year

$15 million share repurchase authorization As of

December 31 2010 we had repurchased 394074 shares

of the Companys common stock at an average price

of
approximately $5.13 per share Given our ability to

generate free cash flow our strengthened balance sheet

and the many opportunities ahead this investment

in Multimedia Games represents great value for all

shareholders

Sincerely

Fiscal 2010 was period of measurable success against our long-term strategic plan We are

committed to achieving additional noteworthy progress in fiscal 20 and thank our shareholders

for their support and confidence look forward to reporting to you on our future accomplishments

Patrick Ramsey

President and Chief Executive Officer

MULTIMEDIA GAMES
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ITS WHAT WE DO
Multimedia rnes is excited to introduce our newest most exciting games yet As leader reatt ig player

friendy nteractive garnng products with great entertain nent value we have unve led wide array of attratve

new games for ou Class Class ard VLT customers Multimedia Games has 20 yea of accoriplisF ments

creating some of the ga ning industrys most ur ique products including our lega in eabng leading Bingo

Lottery and Centr Determinant products Now we worki ha to expand and evolve our products and

systems to address new markets and ente am players as never befo
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TOU RN EvENrIO
Multi nedia Games next generation sot

tou namen systerr just got better Tou iE

10 ther enhances the ayers tournament

expe ice and es operator more options to

faa tate and per onaze their tournament with

vane of upgndes Players can interact furthe

and earn more credits to lament pb as

they touch or Sc een objects to wi extra bonus

cred ts tournament dashboard as been added

Drovides rea ie informaton to players

ic udng player posit me eft in tourr nent

and cu rent po nt tota The ree avc aso been

en arged ard onsc eon buttors wh ch dont perta

to tourname ts have beer re noved
pic

np re rca ti ne deo feed splays strearr ng

ideo id aye reactions dun
ig

tour lament

play Toume ent 10 so features an automated

programme omcee interc wtF lyers

iroughou the ournamert

POWER STACKS
Mu timed Gaiie ev innovatve fvereel

mechanical series offers players something

ro the Pov er Stacks featu Making

ts debut wit three suafly stun ning gar 1C

then es Power Stacks fea ure appeal

va iety
of players If part of stacked

Id synbo ds tI visib window er

the reel te ree wil nudge to become aII

ild Addtio wild nec may be hit on he

respns caus ng ie non wild reels to respr

aga repeat ng until re tits no additional

Id ree aying eve stop alo
ig

the way

Power Stacks create one wild de Power

Stacks is ava lable on ou Koi Pond11

per Rubie and TornadoT games
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MAXIMUM
LOCKDOWN

MaAIrr LoLKdovv ou ev nnovative

live eet mechaical game offers playe

someti ig more he /Vaxir urn Lockdown

feature tat helps players magnify he nnings

and adds new layer of excitement to the

base
gary \laxrr urr Lockdown ha que

x3x3x3x eel configur tion where eels oie

and ye only ave one visible symbol position

reels two trree aid tour each dsplay

three symbols The ganes five payl ne al

in lude tke sir gle pos trons on reels ie and

five Maxir iu Lockdown pays for th cc four

fi adjacent syrrbols on any actve payline That

mea is pays can happe left to ght right to

left or only on ie ri iddle three ree

LD WHEL
The

iiq top box Wi Wieel II make th game ard out

from he crowd visually Ike game ay keep players coning

bac for rore1 Wild Whee the ree ne mechaiical game
from Multimedia Games del vers wild ining me We

Whce symbol lands on he thr reel it Wild for all

wir ng combnatio is If the player has bet all credits the Vild

Wheel fea is acti ated when it lands in ftnning combi ation

TI- top morito vI display ieel ch wi spn stop on

nultipl multip yirg players awar
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SIDF_ACTLONTV
Tradito ot games typ caUy ent ce pa

us rg exciting randomfty trggered bonus round

features at pro ide players wtF the chance

to wi big jackpots Mukimed Games takes

traditional excitement to tIe next fteveft

th rew un aue bonus feature Side Action

ch pro ides for tab ga iie exctement

smukan ft aditional slot game play

timedia Garres iew Side Action feature is

currerdy ava abe on two base games Texas

Tornadon and az Bucks

1NG RCHER1
Explo the rc es King has to offe in the newest 3-Ree inc

mechancaft me from Mut rredia Games King Richer offers players class

BAR nd symbos aorg with ock
ig

Id free spin bonus eat re hey

wont be able to ge enough of To top off the nteract ye top screen aVows

players to fully exper ence the pe sona ity behnd this de ig tfui kirg of nc es

Wien the bonus syribo lands on tIe payl ne on ree tie King Rher Free

Snin Bonus activated Players wd aw ded fve free sn wit in entry

pay of 5X the tota bet During the borus ptaye to cot ect locking wi

King Ricter syrr bols fro ii right to left ir order to it the ackpot Players wit

del ght in the kngdom of ches Kng Richer has offer

KingRch sa rad mark fD grW rksStudos ard hperm son AJo rr

trade trcd radsm rksaret epr pertyo red roes aide
who or ed so dr
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LADERSHIP

atr ck nsey bec sic Pres der an Chef Execuove Officer and was appo sted to serve

or Sebe ake sernga tue Presu Cief Accu OfiY

nce Tvarch 2010 nd Chef Operatng Officer of Co iy Septeisber 2008 revio sly

rrsey was emp ed as the Vce es de and Execut ye Assoc ate Vce iarma of Harrahs ite tairment ic

fro November 2007 irough Septe sibr 2008 wh re he worked on dor estic nationa deve opme it des
gr

and

Co strucUo and ports terta inen Pro se orporate of ke of Harrahs Entertal mert Las Vegas

Mr Ramsey ked the cc President of ot Operaoo is Slot Performance and Securty Ope auois at aesars Atlant

ay 2006 vember 200 Mr Ramsey las he severa othr stions with Ha rah Entertanmcrt Inc inc ud ig

es th Cc itra sio eadquar ers sod le pF Move nber 2004 Ma 2006 and at severa of the Chicago and

properties Jtne 2003 Never ber 200 Mr Rasise receved ir Eco ics frois Harva Uiivers
ty an VB

froT the Vellogg Schoo nageme it at No stern Un versty

dan Ch bi as ppo ed Ch icia ticer ot Mu tirredia james ebruary L01 rir

Chib
gs over 20

years
off an al

rranagcment
md echuo

ogy ndustry experencr to thc Comp ny

wel as rc cv Pu lic co pany experience or to 10 us Ch ran ar ia onsult ng practice

as prop etor as ar stage te hno
ogy nra th debt equity fund asirg sr ess model and

ocess mp emen mp erne tat on and merg and
acqu sit on ad sory ser cc Mr Chibib previo served as Chef Fnancial

Of icer NetSper orporati June 2007 2008 as Inte irr ief narcial Off cc at Inter ct ET while so working

as nsulta it wi La Jarua 2006 ie 2001 as Ch ef nanciaIO cer at pp gpont echnologies Ia ma

2004Ja mary 2006 as CF off rancia Offcer at Way set Technologies April 2003Decembe 2003 and as Cii nanc al Offcer

at oad ump ic No nber l998Marc 2003 In each case Mr CF was an tegra nember of the se iio ma agernent earns

tha consstent impro cd ci es ar casF lo wt espo is bi ty for inte al operat ons addton as Co itroller you

Systems Feb uary
997

anuary 1999 Chbibs respois biline includcd ma ag ng
the worldw de account rg and trcas ry

func ions of bil ion ftware orip Vr Ch has al he varo posmons ncluding se or evel
pos ton at Coope

ybra Pa Wa ous Mr CFibib recc BA Accour rgfron the Uiversityoflexas atA Mr

Cet fed bL ccuiant

PA1RCKJ RAMSEY

ADAVD CHBB
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Ur iton oined us Gc era Counse aid Secreta yin August 2008 Mr Chn on serves as

cte egal counse fo all busi ess operatons corporate goveriance reguato omp ia cc nd

cens ng the Lega Affaws Departmen Mr Cl ton rofessional experience nc udes more than

year
of us ress and egal expe cc inc udmg six year the Law Depa ment Harrahs

Enterta ent ic st 2002August 2008 nost rece it serv ng as President of egal fa for ts Central

Di smi iat apacity aid cad pos non Mr Cli ton served as busi es operatiors ar egula omphance

cga counse fo rc han 13 easiro/hote oca seven Native Amercan ard con nerc al gaming isdi tiors

Add ona11 Mr Cli on served as lead course for vera of Har enterprse-v ide departments in auves

rduding ia Casino Markefng Air Charter ogram Rsk Mar age ne Depar erit Co po Diversity

the 2004 teg anon of ever 9o se hoe br nde ca los in he arrahs co p0 ucw _ccseA

Po it ca Scierce from Un ty Nevada Las Vega 994 fro Gor aga
Univers ty Sd of La

997 an an MBA fror the Vande bi ve ty
Owen Graduate Scho of Va

iage
00

MCKD ROEMER

Mick Roemer beca iie our SenSor Vice Pres dent of les januar 2009 rging or har

years
of gaming equipmert sale aid mar cti exper crc the Corr pan Sirce 2007 Mr Roerrer

co isu te th mirg corn ames ii he reis game con ite lectu property and sale

siar ti plarn nd sas orked ii an ad so capa ty th Mukim da Ganr ice May

support the mpany ef or to xpasd its penet atio ii Class ga ing
isarl et Pr or to 007 Mr

Ro erved as Sc Vice Pres dent of Sales Mark ti ard oduct Deve opmen fo Ba iolog es 2000-2007

ontri rg to Ballys turn ound si car icrease market share du
ng per

yr Roe 51cr so pi evous

se ved as Vice Pres der hg fo iternat onal Gam Tech idog es IGT direc the development and

au oducts ke Megabuck Whee Of For nrc aid the iGame vdeo slot cries He has alsc served as Vice Prosidert

of Sa fo Powe ousc/VLC and Senior cc esident id Genera Ma iager of Gaii
rig

tnd ie ainta

pos to as Pr sident Roe Gam Nevada censed manurac ope oi in uutor 1o ds

Va et fro Ok aho na State University

QjNJAV ES

oaquin Aviles ied be Company in 2009 as Vice esident of Tecbro ogy is well ersed

teran tworking secu ity and gitat orage idustr es vi 27 ye of experience

sterns sibedded software deve opment and atforir ian ufac un ig
Ic at Cisco Systems

and 3Coir Mr Av Ic sianaged development gh vo sic production devices tsrougb doriestic

and international contrac na ufaeturers and be has bee resuor sibl for suppo ti ig rga zat on in at ig over $400

nd iO yearly rev has pa ipated in fund rais ig act vities th venture cap
fm and vidual

in estors and has beer ir Ived the early stages
of cc sta t-ups

th Compaq Cisco Sys ems and 3Com Mr

Av es ho der of mu tip approved patents and ar hteet of 10Gb Ethe net Netv Dcv ces and System on Cb

App ton Spe fi egrated
Circuit ir ent se the net vorl ng security and digtal sto age mare Mr vi

csponsible for neat rg and co-deve op ng nnovat ye te io ogies
ntmusor Preve itbo Syste that provides ntemnet

Se-v cc Pro dens ii rastructure protectioi at 10Gbps Mr es hods BS Electrorc Enginee ngfron arid

ntemnationa ye si Mar

UR CL NTON
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January 28 2011

ea Sha eholder

You are dially ted attend the iual iretirg of hareholde timdia Garies ic

xas corporation be Ic on esdy Ma 22 211 at 1000 lo al mc at our co po ate

ice beat at 20 Wi Basin ad Sou BuildinJ Texas 7846

ie ot cc of Anrual Meeting Sharehold rs an Pr xy Sta ement vf cf describe he forrial

ared fooa te a1 Per SarehnIde

is also sed fo ou forir ition

Wh tthe or not pla to attend he iv eetng you is eiy iportant and we encourage you to vote

oromptly Af er reading the statemen please promptly mar sigr date re enclosed proxy card

nd tu re aid ope provded Alternatively you rr ote or sh es ia toll-free

elcpl flC numbe or over the Inteme Ins ru tions rega di ig thre methods voting ire prov dd on

tIe xy yo attend th riecti you wil have the girt to revoke the proxy and ot your shar

perso If you ho ou sha th ougi account th broker ge firm ba ik or other miri ice

ase in stru tons eeis Ira them to your shares

kespe Eully yo rs

fc Ramsey
President and Inc Tx en
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1uLTItiwIA GAMEs

NOTICE OF AIINUAL MEETING OF SHAREHOLDERS
TO BE HELD MARCH 22 2011

TO THE SHAREHOLDERS OF MULTIMEDIA GAMES INC

NOTICE IS HEREBY GIVEN that the 2011 Annual Meeting of Shareholders of Multimedia Games Inc Texas corporation

will be held on March 22 2011 at 1000 a.m local time at our corporate office located at 206 Wild Basin Road South

Building Austin Texas 78746 for the following purposes

To elect the following nominees as directors to serve for the ensuing year and until their respective successors are

elected Michael Maples Sr Stephen Greathouse Neil Jenkins Justin Orlando Patrick Ramsey

Robert Repass and Timothy Stanley

To consider and vote upon the proposed amendment to the Companys Amended and Restated Articles of

Incorporation as amended the Articles of Incorporation to allow the Company to redeem shares of its capital stock

that are owned by shareholders that are found to be unsuitable shareholders for gaming regulatory purposes

To consider and vote upon proposed amendment to the Articles of incorporation which will change the Companys

name from Multimedia Games Inc to Multimedia Games Holding Company Inc

To consider and conduct non-binding advisory vote regarding the compensation of named executive officers

To consider and conduct non-binding advisory vote upon the frequency of shareholder approval of compensation of

named executive officers

To ratify the appointment of BDO USA LLP as our independent registered public accountants for our fiscal year

ending September 30 2011 and

To transact such other business as may properly come before the annual meeting or any adjournments or

postponements thereof including approving or any such postponement or adjournment if necessary

Each of these items of business is more fully described in the Proxy Statement accompanying this Notice

Only shareholders of record on January 22 2011 are entitled to notice of and to vote at the annual meeting complete list of

shareholders entitled to vote will be available for inspection by any shareholder for any purpose relating to the meeting during

normal business hours at our principal executive offices 206 Wild Basin South Building Austin Texas 78746 for ten days

prior to the annual meeting

All of you are invited to attend the annual meeting in person However to assure that your vote is represented you are urged to

promptly mark sign and return the enclosed
proxy

card in the enclosed postage-prepaid envelope or vote your shares as

promptly as possible by Internet or telephone pursuant to the instructions set forth on the proxy card If you receive more than

one proxy card because you own shares registered in different names or addresses you should complete and return each proxy

card or vote by Internet or telephone for each such
proxy

card If you attend the annual meeting in person and vote in person

your proxy will be revoked automatically and only your vote at the annual meeting will be counted

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE ANNUAL
MEETING OF SHAREHOLDERS TO BE HELD ON MARCH 22 2011 Our Proxy Statement is attached Financial and

other information concerning Multimedia Games Inc is contained in our Annual Report to Shareholders for the fiscal year ended

September 30 2010 complete set of proxy materials relating to our annual meeting is also available on the Internet These

materials consisting of the Notice of Annual Meeting Proxy Statement Proxy Card and Annual Report to Shareholders may be

viewed at http//ir.multimediagames.com/annuals.cfm Information on our website including information in other documents

referred to in this Proxy Statement does not constitute part of this Proxy Statement If you would like to obtain directions to

attend the Annual Meeting and vote in person please contact reception at 512 334-7500

pcoceSS9
By order of the Board oct

bectIOl

Is Patrick Ramsey

Patrick Ramsey

President and Chief Executive Officer

Austin Texas

January28 2011 110
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MULTIMEDIA GAMES INC
206 WILD BASIN ROAD SOUTH BUILDING

AUSTIN TEXAS 78746

512 334-7500

PROXY STATEMENT FOR ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD MARCH 22 2011

General

The accompanying proxy is solicited on behalf of the Board of Directors of Multimedia Games Inc Texas

corporation for use at our 2011 annual meeting of shareholders The annual meeting will be held on Tuesday

March 22 2011 at 1000 a.m local time at our corporate office located at 206 Wild Basin Road South Building

Austin Texas 78746

This Proxy Statement and the enclosed
proxy

card are being mailed on or about February 2011 to all shareholders

entitled to vote at the annual meeting

Voting by proxy

You may vote at the annual meeting by completing signing and returning the enclosed proxy card or by properly

following the instructions for telephone or Internet voting set forth on the
proxy card If not revoked your proxy will

be voted at the annual meeting in accordance with your instructions marked on the proxy card or properly provided

by Internet or telephone If you fail to mark your proxy with instructions your proxy will be voted as follows

FOR the election of the seven nominees for director listed in this Proxy Statement

FOR the proposed amendment to the Articles of Incorporation which will allow the Company to redeem

shares of its capital stock that are owned by shareholders that are found to be unsuitable shareholders for

gaming regulatory purposes

FOR the proposed amendment to the Articles of Incorporation to change the name of the Company from

Multimedia Games Enc to Multimedia Games Holding Company Inc
FOR the compensation of our named executive officers

FOR the annual consideration by our shareholders of the compensation of named executive officers and

FOR the ratification of the appointment of BDO USA LLP as our independent registered public

accountants for our fiscal year ending September 30 2011

As to any other matter that may be properly brought before the annual meeting your proxy will be voted as our

Board of Directors may recommend If our Board of Directors makes no recommendation your proxy will be voted

as the proxy holders named in your proxy card deem advisable As of the date of this Proxy Statement our Board of

Directors does not know of any other matter that is expected to be presented for consideration at the annual meeting

Broker non-votes

broker non-vote occurs when broker submits proxy card with respect to shares held in fiduciary capacity

typically referred to as being held in street name but declines to vote on particular matter because the broker

has not received voting instructions from the beneficial owner Under the rules that govern brokers who are voting

with respect to shares held in street name brokers have the discretion to vote such shares on routine matters but not

on non-routine matters The ratification of auditors is routine matter The other matters to be addressed at the

annual meeting including the election of directors the approval of the amendments to the Companys Articles of

Incorporation and the approval of matters related to executive compensation are non-routine matters

LT-00804790



You may revoke your proxy and give new proxy or vote in person

You may revoke
your proxy at any time prior to the voting of that proxy To revoke prior proxy you must do one

of the following

Deliver properly executed proxy of later date

Deliver an executed written notice of revocation to the Inspector of Elections at our principal executive

offices 206 Wild Basin South Building Austin Texas 78746 or

Attend the annual meeting and vote in person at the meeting

Voting and quorum requirements at the meeting

The specific proposals to be considered and acted upon at the annual meeting are summarized in the accompanying

notice and are described in more detail in this Proxy Statement Only holders of record of shares of our common

stock on January 22 2011 or the record date are entitled to notice of and to vote at the annual meeting On the

record date there were 27161833 shares of our common stock outstanding and no shares of our preferred stock

outstanding Each shareholder is entitled to one vote for each share of common stock held by such shareholder on

the record date

In order to have meeting it is necessary that quorum be present quorum will be present if majority of the

shares of common stock are represented at the annual meeting in person or by proxy Abstentions and broker non-

votes will be counted for purposes of determining the presence or absence of quorum Abstentions and broker non-

votes will not be counted as having voted either for or against proposal

With respect to Proposal One our bylaws provide that in an uncontested election directors will be elected by

majority vote meaning that nominee will be elected to our Board of Directors if the number of votes cast for
such nominees election exceeds the number of votes cast against such nominees election

Any nominee who is not currently member of our Board of Directors and who receives greater number of votes

against his or her election than for his or her election will not be elected to our Board of Directors Additionally

each nominee who is standing for reelection at the annual meeting has tendered an irrevocable resignation from our

Board of Directors that will take effect if the nominee does not receive the required majority vote and our Board of

Directors accepts the resignation If our Board of Directors accepts the resignation the nominee will no longer serve

on our Board of Directors as of the time of such acceptance and if our Board of Directors rejects the resignation the

nominee will continue to serve until his or her successor has been duly elected and qualified or until his or her

earlier disqualification death resignation or removal See Corporate Governance Majority-Voting Standard for

Director Elections on page 10

For all other matters if quorum is present the following requirements must be met in order to approve the

following proposals

Proposal Vote Retiuired

Two The affirmative vote of the holders of two-thirds of the outstanding shares of our Common Stock on

the record date is required to approve Proposal Two
Three The affirmative vote of the holders of two-thirds of the outstanding shares of our Common Stock on

the record date is required to approve Proposal Three

Four The affirmative vote of the holders of the majority of the shares represented at the meeting and who are

entitled to vote on and who vote for against or expressly abstain with respect to Proposal Four

Five For the purposes of Proposal Five which provides for an advisory vote on compensation of our named

executive officers every one two or three years the Company will treat the option selected by the

plurality of shares present or represented and voting as the option approved by the shareholders

Six The affirmative vote of the holders of majority of the shares present or represented and voting at the

annual meeting is required to approve Proposal Six

All votes will be tabulated by the inspector of election appointed for the annual meeting who will separately

tabulate affirmative and negative votes abstentions and broker non-votes i.e proxy submitted by broker or

nominee specifically indicating the lack of discretionary authority to vote on the matter Abstentions and broker

non-votes will be counted as present for purposes of determining quorum for the transaction of business but will

not be counted for purposes of determining whether each proposal has been approved If your shares are held in the
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name of broker trust bank or other nominee and you wishtó vote in person at the meeting you will need to bring

proxy or letter from that broker trust company or nominee that confirms that you are the beneficial owner of

those shares and that such broker trust company or nominee has not voted those shares in any proxy submitted by

it in connection with the annual meeting

Solicitation of proxies

We are paying for all our costs incurred with soliciting proxies for the annual meeting In addition to solicitation by

mail we may use our directors officers and regular employees to solicit proxies by telephone or otherwise Our

directors officers and regular employees will not be specifically compensated for these services We will pay

persons holding shares of common stock for the benefit of others such as nominees brokerage houses banks and

other fiduciaries for the expense of forwarding solicitation materials to -the beneficial owner in addition we have

retained Alliance Advisors LLC proxy solicitation firm for assistance in connection with the annual meeting at

cost of approximately $5000 plus certain fees and reasonable out-of-pocket expenses
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PROOSALONE

ELECTION OF DIRECTORS

Nominees and Vote Required to Elect Nominees

hoard of seven directors is to be elected at the annual meeting Our bylaws provide that in an uncontested election

directors will be elected by -a majority vote -meaning that nominee will be elected to- our Board of Directors if the

number of votes east for such nominees election exceeds the number of votes cast against such nominees

election See Corporate Governance Majority-Voting Standard for Director Elections on page 10 You may vote

the number of shares of common stock you own for up to seven persons Unless you otherwise instruct by marking

your proxy card the proxy holders will vote the proxies received by them FOR the election of each of the seven

nominees named below If any of the nominees is unable or declines to serve as director at the time of the annual

meeting the proxies will be voted for any nominee designated by our present Board of Directors to fill the vacancy

We have no reason to believe that any of the nominees will be unable or unwilling to serve if elected The term of

office of each person elected as director will continue until the next annual meeting of shareholders or until his

successor has been elected and qualified

The Nominating and Governance Committee has informed current director Anthony Sanfilippo he will not be

nominated to stand for re-election this year and he has not objected In accordance with our bylaws immediately

prior to the Annual Meeting our Board of Directors will set the size of our Board of Directors at seven members

Following the annual meeting our Board of Directors may increase the size of our Board of Directors and fill any

resulting vacancy or vacancies If our Board of Directors increases the size of our Board of Directors and elects

new director to fill the resulting vacancy the new director must stand for election at the next years annual meeting

The following table sets forth the nominees their ages their principal positions and the year in which each became

director Each of the nominees was recommended for selection by the Nominating and Governance Committee and

approved by the unanimous vote of our independent directors

Name of Nominee Positions and Offices Director Since

Michael Maples Sr 68 Director Chairman of the Board of Directors 2004

Stephen Greathouse 59 Director Vice Chairman of the Board of Directors 2009

Neil Jenkins 61 Director 2006

Justin Orlando 40 Director 2009

Patrick Ramsey 37 President Chief Executive Officer and Director 2010

Robert Rdpas 50 Director 2002

Timothy Stanley 44 Director 2009

Currently member of the Nominating and Governance Committee Mr Repass serves as Chairman of the committee

Currently member of the Audit Committee Mr Repass serves as Chairman of the committee

Currently member of the Compensation Committee Mr Jenkins serves as Chairman of the committee

Michael Maples Sr has been director since August 2004 and has served as Chairman of the Board of Directors

since April 2006 Mr Maples held various management positions at Microsoft Corporation from April 1988 to

July 1995 including Executive Vice President of the Worldwide Products Group As member of the Office of the

President at Microsoft Mr Maples reported directly to the Chairman Previously Mr Maples served as Director of

Software Strategy for International Business Machines Corp on the board of Motive Inc service management

software company and on the board of PeopleSoft Inc software company Mr Maples also currently serves on

the boards of Lexmark International Inc laser and inkjet printer company and Sonic Corp an operator and

franchisor of drive-in restaurants Mr Maples is currently member of the Board of Visitors of the Engineering

School at the University of Oklahoma and the College of Engineering Foundation Advisory Council at the

University of Texas at Austin Mr Maples received B.S in Electrical Engineering from the University of

Oklahoma and an MBA from Oklahoma City University

Stephen .1 Greathouse has been director since 2009 and was appointed Vice Chairman in March 2010 Mr
Greathouse been involved in the Las Vegas hotel and gaming industry for more than 30 years and from

1997 to 2005 he served as Senior Vice President of Operations for the Mandalay Resort Group Prior to his time at

Mandalay in 1997 Mr Greathouse served as President of Boardwalk Hotel Casino Las Vegas and from
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1994 to 1997 he served as Chief Executive Officer and hainnan of the Board of Alliance Gaming Corporation

renamed Bally Technologies Inc in 2006 Mr Greathouse spent 16 years
with Harrahs starting as Race

Sports Book Manager in Reno and working his way up to President Casino-Hotel Division Mr Greathouse

previously served as Commissioner for the Spending and Government Efficiency Commission SAGE
Commission privately funded bi-partisan panel created to review state government operations that fall under the

executive branch an4 to provide the Governor of Nevada with recommendations for streamlining operations

improving customer service and maximizing the use of taxpayer dollars Mr Greathouse received B.S in

Business Administration from the University of Missouri-Columbia

Neil Jenkins has been director since October 2006 and serves as Chairman of the Compensation Committee

Since 2000 Mr Jenkins has been an Executive Vice President and Secretary and the General Counsel for Lawson

Products Inc publicly traded industrial products company Beginning in 1974 Mr Jenkins began working in

labor relations for Bally Manufacturing Corporation and continued in the legal department rising to the position of

General Counsel capacity he served in from 1985 to 1992 In 1993 Mr Jenkins became member of Bally

Gaming Internationals Executive Team where he helped coordinate business development legal and licensing

matters for Bally Manufacturings gaming industry spin-off Mr Jenkins received B.A in Political Science from

Brown University Juris Doctor degree from Loyola University Chicago School of Law and Master of Science

degree in Financial Markets from the Center for Law Financial Markets at the Illinois Institute of Technology

Justin Orlando has been director since 2009 Mr Orlando is managing director of Dolphin Limited

Partnerships private investment management firm focused on investing in undervalued public companies across

diverse set of industries Previously from 1999 to 2002 Mr Orlando was member of the healthcare investment

banking group of Merrill Lynch Pierce Fenner Smith Incorporated where he was involved in advisory work

financings and control transactions From l996.to 1999 Mr Orlando practiced corporate law with the law firm of

Paul Weiss Rilkind Wharton Garrison LLP focusing on mergers and acquisitions and corporate finance

transactions Mr Orlando received B.A in History from the University of Chicago and Juris Doctor degree from

the Columbia University School of Law

Patrick Ramsey became our President and Chief Executive Officer and was appointed to serve as director in

September 2010 after serving as the Interim President and Chief Executive Officer since March 2010 and Chief

Operating Officer of the Company since September 2008 Previously Mr Ramsey was employed as the Vice

President and Executive Associate to the Vice Chairman of Harrahs Entertainment Inc from November 2007

through September 2008 where he worked on domestic and international development design and construction and

sports and entertainment Prior to joining the corporate office of Harrahs Entertainment in Las Vegas Mr Ramsey

worked as the Vice President of Slot Operations Slot Performance and Security Operations at Caesars Atlantic City

May 2006-November 2007 Mr Ramsey has held several other positions with Harrahs Entertainment Inc

including roles in the Central Division headquarters based in Memphis November 2004-May 2006 and at several

of the Chicagoland properties June 2003-November 2004 Mr Ramsey received B.A in Economics from

Harvard University and an MBA from the Kellogg School of Management at Northwestern University

Robert Repass has been director since July 2002 In addition to his role as director Mr Repass serves as

Chairman of the Audit and Nominating and Governance Committees Mr Repass was the managing partner of the

Austin office of PricewaterhouseCoopers from December 1997 to March 2000 and from March 2000 until

December 2001 Mr Repass was partner with TL Ventures Philadelphia based venture capital firm From

January 2002 until March 2002 Mr Repass was private consultant Mr Repass has also served as Vice President

and Chief Financial Officer of Motion Computing Inc mobile computing company from April 2002 through

February 2009 Mr Repass is currently partner with Maxwell Locke Ritter an Austin based professional

services firm From January 2003 until December 2005 Mr Repass served on the Board of Directors and as the

Chairman of the Audit Committee of Bindview Development Corporation software company Mr Repass has

over 20 years of public accounting Securities and Exchange Commission and financial reporting experience

Mr Repass received B.S in Accounting from Virginia Tech

Timothy Stanley has been director since 2009 Mr Stanley has over 20 years of business and technology

leadership and is currently the President of Tekexecs an executive advisory and consultancy firm and Founder and

CXO of Innovatects business innovation accelerator Mr Stanley is also an adjunct Professor for the Merage

School of Business at the University of California Irvine Previously from December 2006 to January 2009 Mr
Stanley served as ClO and Senior Vice President of Innovation Gaming and Technology for Harrahs

Entertainment Inc From January 2003 to December 2006 Mr Stanley served as Harrahs Chief Information

Officer and Senior Vice President Information Technology and from February 2001 to January 2003 as Vice
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President Information Technology Prior to Harrahs Mr Stanley was Partner leading the Travel and

Entertainment practice for USWeb ClO VP of Information Technology for National Airlines startup ClO for

jetBlue Airways and led various other marketing product technology and services teams at Intel Optima/KPMG

and Kimberly-clark in the US and abroad Mr Stanley is currently an active memberand investor with Tech Coast

Angels and currently serves as Chairman of C2Rewards privately held loyalty and marketing technology startup

as an investor and advisory board member of Doppelgames pnvately held interactive entertainment startup an

investor and advisory board member of Pipeline Healthcare healthcare technology startup and an investor and

advisor for Fisker Automotive premium hybrid electric vehicle manufacturer Mr Stanley received B.S in

Engineering from the University of Washington and joint MBA MOT degree in International Business

Technology Management from Arizona State University and Thunderbird Global School of Management

Nominee Recommendations

All director nominees were approved by the Nominating and Governance Committee for inclusion in our proxy
card

for the annual shareholders meeting

There are no family relationships among any of our executive officers and directors

Agreement with Liberation Investments

Mr Jenkins was originally appointed to our Board of Directors in October 2006 nominated for inclusion on the

slate of candidates for election at the 2007 annual shareholders meeting and recommended by our Board of Directors

to the shareholders for election at the 2007 annual meeting pursuant to an Agreement dated October 24 2006 by

and among us and Liberation Investments L.P Delaware limited partnership certain entities affiliated with

Liberation Investments L.P former director Emanuel Pearlman an affiliate of Liberation Investments L.P and

Mr Jenkins copy of the agreement is attached as Exhibit 10.1 to Current Report on Form 8-K filed by us with

the Securities and Exchange Commission or SEC on October 26 2006 The agreement does not require our Board

of Directors nomination of or recommendation of vote in favor of Mr Jenkins for election as director at

the 2011 annual shareholders meeting and our Board of Directors nomination and recommendation of Mr Jenkins

for election as director at the 2011 annual shareholders meeting has not been made pursuant to any obligation

arising under such agreement or any other agreement

Recommendation of our Board of Directors

Our Board of Directors recommends that the shareholders vote FOR the nominees named above
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CORPORATE GOVERNANCE

Determination of Independence

Our Board of Directors has determined that Messrs Maples Greathouse Jenkins Orlando Repass and Stanley

each qualify as independent directors under applicable Marketplace Rules of the Nasdaq Stock Market Inc

currently in effect or the Nasdaq Marketplace Rules Therefore majority of the members of our Board of Directors

are independent as such term is defined in the Nasdaq Marketplace Rules In addition our Board of Directors has

reviewed and considered facts and circumstances relevant to the independence of such members and has determined

that such members are independent

The independent directors have committed to hold formal meetings separate from management at least four times

year

Meetings of Our Board of Directors

During our fiscal year ended September 30 2010 our Board of Directors held 21 meetings and acted by unanimous

written consent one time During that period no director attended fewer than 75% of the aggregate of the total

number of meetings of our Board of Directors held during the period for which he was director and ii the total

number of meetings held by all committees of our Board of Directors during the period that he served on such

committees

Committees of Our Board of Directors

Our Board of Directors has three standing committees the Audit Committee the Compensation Committee and the

Nominating and Governance Committee Currently all of the members of each of our committees are

independent as determined by our Board of Directors and in accordance with Nasdaq Marketplace Rules In

addition each member of the Audit Committee also satisfies the independence requirements of Rule-I 0A3b of

the SEC rules promulgated under the Securities Exchange Act of 1934 as amended or the 1934 Act

Audit Committee The Audit Committee is currently comprised of Messrs Repass Greathouse and Maples

Mr Repass serves as the Chairman of the Audit Committee The Audit Committee operates under written charter

adopted by our Board of Directors current copy of which is located on our website under the Investor Relations

page
of our Internet website located at http//www.multimediagames.com copy of the charter will also be made

available free of charge upon written request made to our Corporate Secretary at 206 Wild Basin Road South

Building Austin Texas 78746 The primary purpose of the Audit Committee is to assist our Board of Directors in

monitoring

The integrity of our consolidated financial statements

The independent registered public accountants qualifications and independence and

The performance of our independent registered public accountants

The Audit Committee is also directly responsible for the appointment compensation retention and oversight of the

work of our independent registered public accountants BDO USA LLP and the preparation of the Audit

Committee Report which is included elsewhere in this Proxy Statement Our independent registered public

accountants report directly to the Audit Committee

The Audit Committee consistent with the Sarbanes-Oxley Act of 2002 and the rules adopted thereunder meets with

management and the auditors prior to the filing of all periodic reports under the 1934 Act and prior to the filing of

officers certifications with the SEC to receive information concerning among other things significant deficiencies

if any in the design or operation of our internal controls

All Audit Committee members also possess the level of financial literacy required by all applicable laws and

regulations Our Board of Directors has determined that at least one memberof the Audit Committee Mr Repass

is financial expert and that Mr Repass is independent as defined by the rules and regulations of the SEC The

Audit Committee Charter has been amended to specifically state all of the Audit Committee responsibilities set forth

in Rule 1OA-3b2 and of the rules and regulations promulgated under the 1934 Act The Audit
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Committee met ten times and acted by unanimous written consent onç time during our fiscal year
ended September

30 2010

Compensation Committee The Compensation Committee currently is comprised of Messrs Jenkins Orlando and

Stanley Mr Jenkins serves as the Chairman of the Compensation Committee The Compensation Committee is

charged with the responsibility of determining or recommending to the independent members of our Board of

Directors to determine the compensation of all executive officers including our Chief Executive Officer and

directors

All members of the Compensation Committee meet the test for independence set forth in the the NASDAQ
Marketplace Rules The Compensation Committee operates under written charter adopted by our Board of

Directors current copy of which is located on our website under the Investor Relations page of our Internet

website located at http//www.multimediagames.com copy of the charter of the Compensation Committee will

also be made available free of charge upon written request made to our Corporate Secretary at 206 Wild Basin Road

South Building Austin Texas 78746 During our fiscal year ended September 30 2010 the Compensation

Committee met ten times and acted by unanimous written consent one time

The Compensation Committee has overall responsibility for the approval of executive and director compensation

programs that are appropriate consistent with the Companys compensation philosophy and support the Companys
business goals and objectives Specifically the Compensation Committee has authority and responsibility for the

review evaluation and approval of the compensation structure and levels for all of the executive officers The

Compensation Committee also approves all employment severance or change-in-control agreements and special or

supplemental benefits or provisions applicable to executive officers The Compensation Committee is also

responsible for reviewing and making periodic recommendations to the Board regarding the compensation of

directors

Each year the Compensation Committee reviews the compensation recommendations submitted by the Chief

Executive Officer In general the Chief Executive Officers recommendations consider the following

Performance versus stated individual and Company business goals and objectives

Internal equity i.e considering the pay for similar jobs and jobs at different levels within the Company
and the critical nature of each executive officer to the Companys past and future success

The need to retain talent and

The compensation history of each executive officer including the value and number of stock options

awarded in prior years

The Compensation Committee believes that input from management provides useful information and perspective to

assist the Committee with the determination of its own views on compensation Although the Compensation

Committee receives information and recommendations regarding the design and level of compensation of the

executive officers from management the Compensation Committee makes the final decisions as to the plan design

and compensation levels for these executives

in making decisions on each executive officers compensation the Compensation Committee considers the nature

and scope of all elements of the executive officers total compensation package the executive officers

responsibilities and the competitive posture of the executive officers current compensation The Compensation

Committee also evaluates each executive officers performance through reviews of objective results both Company

and individual results reports from the Chief Executive Officer and other senior management regarding the

executives effectiveness in supporting the Companys key strategic operational and financial goals and in some

cases personal observation

The base salary and bonus opportunity of our Chief Executive Officer and our other NEOs as defined on page 27

are set forth in their respective employment agreements With respect to the compensation of the Chief Executive

Officer the Compensation Committee is responsible for the periodic review and approval of his total compensation

including annual incentive bonus structure and equity-based incentive compensation The Compensation Committee

also develops annual performance goals and objectives and conducts an evaluation of the Chief Executive Officers

performance relative to these goals and objectives On discretionary basis the Compensation Committee considers

and discusses the Chief Executive Officers compensation in executive session without the Chief Executive Officer

present
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Nominating and Governance Committee The Nominating and Governance Committee is currently comprised of

Messrs Repass Maples Sanflhippo andStanley Mr Repass currently serves as Chairman of the Nominating and

Governance Committee The primary purpose of the Nominating and Governance Committee is to identify and

recommend to our Board of Directors individuals who are qualified to become members of our Board of Directors

and the committees of our Board of Directors The Nominating and Governance Committee is also responsible for

recommending to our Board of Directors corporate governance principles providing oversight of the annual

performance review process of our Board of Directors and the committees-of our Board of Directors and facilitating

interaction between our management and our Board of Directors and committees of our Board of Directors

All members of the Nominating and Governance Committee meet the test for independence set forth in the Nasdaq

Marketplace Rules The Nominating and Governance Committee operates under written charter adopted by our

Board of Directors current copy of which is located on our website under the Investor Relations page of our

Internet website located at http//www.multimediagames.com copy of the charter of the Nominating and

Governance Committee will also be made available free of charge upon written request made to our Corporate

Secretary at 206 Wild Basin Road South Building Austin Texas 78746 The Nominating and Governance

Committee met three times during our fiscal year ended September 30 2010

Director Nominations

Our directors play critical role in guiding our strategic direction and overseeing the management of our business

The Nominating and Governance Committees goal is to assemble Board of Directors that brings to us variety of

perspectives and skills derived from high quality business and professional experience Board of Director candidates

are considered based upon various criteria such as their business and professional skills and experiences personal

and professional ethics integrity and values long-term commitment to representing the best interests of our

shareholders and inquisitive and objective perspective and mature judgment Additionally director candidates must

have sufficient time available to perform all Board of Directors and committee responsibilities When reviewing

potential director candidates the Nominating and Governance Conunittee considers the following factors

The appropriate size of our Board of Directors and its committees

The perceived needs of our Board of Directors for individuals with particular skills background and

business experience

The skills background reputation and business experience of nominees in relation to the skills

background reputation and business experience already possessed by other members of our Board of

Directors

Nominees independence from management

Nominees experience with accounting rules and practices

Nominees background with regard to executive compensation

Applicable regulatory and listing requirements including independence requirements and legal

considerations such as antitrust compliance

The benefits of constructive working relationship among directors and

The desire to balance the considerable benefit of continuity with the periodic injection of the fresh

perspective provided by new members

The Nominating and Governance Committee generally believes that the Board of Directors benefits from diversity

of background experience and views among its members and considers this as factor in evaluating the

composition of the Board of Directors but has not adopted any specific policy in this regard The Nominating and

Governance Committee may also consider from time to time such other factors as it may deem to be in the best

interests of our business and shareholders Other than considering the factors listed above we have no stated

minimum criteria for director nominees The Nominating and Governance Committee does however believe it

appropriate for at least one member of our Board of Directors to meet the criteria for an Audit Committee financial

expert as defined by SEC rules and that majority of the members of our Board of Directors meet the definition of

independent director under the Nasdaq Marketplace Rules

The Nominating and Governance Committee will review the qualifications and backgrounds of the current directors

as well as the overall composition of our Board of Directors and recommend to our frill Board of Directors the slate

of directors to be nominated for election at the annual meeting of shareholders In the case of incumbent directors

whose terms of office are set to expire the Nominating and Governance Committee reviews such directors to

determine whether to recommend these directors for re-election In the case of new director candidates the
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questions of indep dence financiaPexpertisØ are importantto determine what roles can be pefonndby-thŁ

candidate -and the Nominating and Governance Committed determines whether the candidate meets the

independence standamds set forth in the Sarbanes-Oxley Act of 2002 and SEC and the Nasdaq Marketplace Rules

and the level of the candidates financial expertise candidates for nomination as director come to the attention of

the Nominating and Governance -Committee from time to time through incumbent directors management

shareholders or third-parties These candidates may be considered- at meetings of the Nominating and Governance

Committee at any point during the year The evaluation process may also include interviews and additional

background and referetice checks for non-incumbent nominees at the discretion of the Nominating and Governance

Committee

Pursuant to the Nominating and Governance Committee Charter the Nominating and Governance Committee will

consider nominees recommended by shareholders Any shareholder wishing to recommend director candidate for

consideration by the Nominating and Governance Committee must provide written notice not later than September

302011 to our Corporate Secretary at 206 Wild Basin Road South Building Austin Texas 78746

Director Attendance at Annual Meetings

Our policy is that all directors attend our annual meetings of shareholders either in person or telephonically We take

great care in scheduling meetings at times when all of our directors are available to attend such meetings either in

person or telephonically At our last annual shareholders meeting which was held on March 23 2010 all of our

then-current directors attended in-person

Majority-Voting Standard for Director Elections

Our Bylaws require that we use majority-voting standard in uncontested director elections and contain

resignation requirement for directors who fail to receive the required majority vote Under the majority-voting

standard director nominee should receive more votes cast for than against his or her election in order to be

elected to our Board of Directors Any nominee who is not currently member of our Board of Directors and who

receives greater number of votes against his or her election than for his or her election will not be elected to

our Board of Directors Additionally in accordance with the majority-voting standard and resignation requirement

each nominee who is standing for reelection at the annual meeting has tendered an irrevocable resignation from our

Board of Directors that will take effect if the nominee does not receive the required majority vote and our Board of

Directors accepts the resignation If an incumbent director fails to receive the required vote for re-election the

Nominating and Governance Committee will act on an expedited basis to determine whether to accept the directors

resignation and will submit such recommendation for prompt consideration by our Board of Directors Our Board of

Directors expects the director whose resignation is under consideration to abstain from participating in any decision

regarding that resignation The Nominating and Governance Committee and Board of Directors may consider any

factors they deem relevant in deciding whether to accept directors resignation If our Board of Directors accepts

the resignation the nominee will no longer serve on our Board of Directors and if our Board of Directors rejects the

resignation the nominee will continue to serve until his or her successor has been duly elected and qualified or until

his or her earlier disqualification death resignation or removal

Shareholder Communications with Our Board of Directors

Shareholders may communicate with our Board of Directors by transmitting correspondence by mail to the address

below or electronically through the Investor Relations Corporate Governance Con-iniunications form located on

our website which is www.multimediagames.com

Multimedia Games Inc

ATTN Chairman of the Board of Directors

206 Wild Basin Road South Building

Austin Texas 78746

The communications will be transmitted to the appropriate leadership of our Board of Directors as soon as

practicable unless our Corporate Secretary in consultation with our legal counsel determines there are safety or

security concerns that mitigate against further transmission of the communication Our Board of Directors shall be

advised of any communication withheld for safety or security reasons as soon as practicable
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Code of Business Conductand Ethics

We have adopted Code of Business Conduct and Ethics applicable to our officers directors and employees and

which includes separate additional Code of Ethics for our principal executive officer principal financial officer

and principal accounting officer This code including the separate additional code for our principal executive

officer principal financing officer and principal accounting officer is available free of charge by writing to our

Corporate Secretary at 206 Wild Basin Road South Building Austin Texas 78746 or is publicly available on the

Investor Relations page of our Internet website located at http//www.multimediagames.com If we make any

amendments to this code other than technical administrative or other non-substantive amendments or grant any

waivers including implicit waivers from provision of the code to our principal executive officer principal

financial officer principal accounting officer or controller or other persons performing similar functions that

requires disclosure by law or Nasdaq listing standard we will disclose the nature of the amendment or waiver its

effective date and to whom it applies on our website or in report on Form 8-K filed with the SEC

Director Compensation and Indemnification

We maintain plan to compensate the members of our Board of Directors for their services as directors including

serving on conunittees of our Board of Directors Under the Director Compensation Plan each of our directors

receives $37500 per year except for the Chairman and Vice Chairman of our Board of Directors each of whom
receives $75000 per year In addition each director receives $500 for each Board of Directors meeting attended in

person and $250 for each Board of Directors meeting attended by telephone Directors also receive the following

amounts for serving on committees of our Board of Directors

Audit Committee The members of the Audit Committee each receive an additional $15000 per year for serving on

the Audit Committee except for the Chairman of the Audit Committee who receives $25000 per year for serving

on the Audit Committee as its chairman Each Audit Committee member also receives $400 for each Audit

Committee meeting attended in person and $200 for each Audit Committee meeting attended by telephone

Nominating and Governance Committee The members of the Nominating and Governance Committee each

receive an additional $7500 per year
for serving on the Nominating and Governance Committee except for the

Chairman of the Nominating and Governance Committee who receives $15000 per year for serving on the

Nominating and Governance Committee as its chairman Each Nominating and Governance Committee member

also receives $400 for each Nominating and Governance Committee meeting attended in person and $200 for each

Nominating and Governance Committee meeting attended by telephone

Compensation Committee The members of the Compensation Committee each receive an additional $15000 per

year for serving on the Compensation Committee except for the Chairman of the Compensation Committee who

receives $25000 per year for serving on the Compensation Committee as its chairman Each Compensation

Committee memberalso receives $400 for each Compensation Committee meeting attended in person
and $200 for

each Compensation Committee meeting attended by telephone

Other Committees of Our Board of Directors The members of any other committee of our Board of Directors

which may be established from time to time each receive an additional $5000 per year
for serving on any such

committee except for the chairman of any such committee who receives $10000 per year for serving as chairman

Each member of any such committee also receives $400 for each meeting of such committee attended in person

and $200 for each meeting of such committee attended by telephone

In general each sitting outside director will receive an option grant on an annual basis for 10000 shares of common

stock that will vest six months from the date of grant subject to restrictions which prevent the sale of shares issuable

upon exercise of such options These restrictions on the sale of the underlying shares lapse with respect to 25% of

the shares annually

Our Articles of Incorporation limit the personal liability of our directors for breaches of fiduciary duties Our

Bylaws require us to indemnify our directors to the fullest extent permitted by Texas law We have entered into

indemnification agreements with our directors and officers These indemnification agreements are intended to

permit indemnification of our directors and officers to the fullest extent now or hereafter permitted by the Texas

Business Organizations Code
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DIRECTOR COMPENSATION TABLE FOR OUR
FISCAL YEAR ENDED SEPTEMBER 30 2010

The following table provides summary of total compensation paid to the Companys non-employee directors

duringthe fiscal year ended September 30 2010

OptiOn

Fees Earned or Paid Stock Awards All Other

in Cash Awards 23X4X5 Compensation Total

Name

Michael Maples Sr 108250 26861 135111

1k 261
Neil Jenkins 75750 26861 102611

JtAOi4ando 6J5 461
Emanuel Pearlman8 65350 26861 92211

RMPss 26$6L 111061

Anthony Sanfilippo 26400 26400

47Q 21oQ

Reflects the amount of cash compensation earned by directors including annual retainers for Board of Directors

and committee service and meeting fees

Represents the fair value of option awards as of the grant date for all options issued during the fiscal year ended

September 30 2010 in accordance with Accounting Standards Codification ASC Topic 718 Compensation
Stock Comparison formerly SFAS No 123R Share Based Payment disregarding any estimate of forfeitures

related to serviced-based vesting conditions The fair value was estimated using the Black-Scholes option pricing

model in accordance with ASC Topic 718 Compensation-Stock Comparison formerly SFAS No 123R Share

Based Payment
Note Summary of Significant Accounting Policies in the Notes to the Consolidated Financial Statements

included in our Annual Report on Form 10-K for the fiscal year ended September 30 2010 sets forth the relevant

assumptions used to determine the valuation of our option awards

For each director the grant date fair value for each option award granted during fiscal year ended September 30

2010 computed in accordance with ASC Topic 718 Compensation-Stock Comparison formerly SFAS No
123R Share Based Payment was as follows Mr Maples $26861 Mr Greathouse $26861 Mr Jenkins

$26861 Mr Orlando $26861 Mr Repass $26861 Mr Sanfihippo $0 and Mr Stanley $21090

As of September 30 2010 each of our non-employee directors had the following number of outstanding options

Mr Maples 87500 Mr Greathouse 20000 Mr Jenkins 40000 Mr Orlando 20000 Mr Repass 212500 Mr

Sanfilippo 568750 and Mr Stanley 10000

Mr Maples serves as the Companys non-executive Chairman of the Board of Directors

Mr Greathouse serves as the Companys Vice Chairman of the Board of Directors

Mr Pearlman did not stand for re-election at the March 23 2010 meeting of the shareholders Consists of

$40350 in annual retainers coimnittee service and meeting fees and ii $25000 paid to Liberation Investments

LLC for consulting services after Mr Pearlman ceased to be member of the Companys Board of Directors Mr
Pearlman is the Chief Executive Officer of Liberation Investments LLC
Mr Sanfilippo tendered his resignation effective March 14 2010 as President and Chief Executive Officer of the

Company but continues to serve on the Board of Directors of the Company Amounts included herein reflect Mr
Sanfilippos compensation for service as director only See the Compensation Committee Report and Summary

Compensation Tables for more information regarding Mr Sanfillipos compensation as President and Chief

Executive Officer of the Company The Nominating and Governance Committee has informed Mr Sanfihippo he

will not be nominated to stand for re-election this year and he has not objected

Compensation Committee Interlocks and Insider Participation

During the fiscal year ended September 30 2010 the Compensation Committee of our Board of Directors consisted

of Mr Jenkins Mr Orlando and Mr Stanley Mr Stanley filled the vacancy on the Compensation Committee of the

Board of Directors caused by Mr Pearimans decision not to stand for re-election at the March 23 2010 meeting of

shareholders None of these individuals has served at any time as an officer or employee of the Company or is an

Executive Officer at any company where an Executive Officer of the Company serves on the Compensation

Committee
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Board Leadership Structure and Role in Risk Oversight

The Company is managed by President and Chief Executive Officer that is separate from the Chairman of the

Board The Board of Directors has determined that its leadership structure is effective to create checks and balances

between the executive officers of the Company and the Board of Directors The Board of Directors is actively

involved in overseeing all material risks that face the Company The Board of Directors administers its oversight

functions by reviewing the operations of the Company by overseeing the executive pfflcers management ot the

Company and through its risk oversight process

Risk Oversight Process

Our Board of Directors has the primary responsibility for risk oversight of the Company as whole However the

Board of Directors has delegated primary oversight responsibility to the Audit Committee The Audit Committee is

responsible for overseeing risks associated with financial and accounting matters including compliance with all

legal and regulatory requirements and internal control over financial reporting In addition the Audit Committee has

oversight responsibility for the Companys overall business risk management process which includes the

identification assessment mitigation and monitoring of key business risks on company-wide basis To assist the

Audit Committee in performing this function for the last several years the Audit Committee has engaged the firm

of BDO USA LLP or BDO which also serves as the Companys internal auditor to perform risk assessments

BDO presents report on its internal audit activities during the prior quarter to the Audit Committee at its regularly-

scheduled quarterly meetings The report includes the audit activities performed the previous quarter which address

the key business risks previously identified during the annual enterprise risk assessment including evaluations and

assessments of internal controls and procedures

The Board of Directors has also charged the Companys Regulatory Compliance Committee or the Compliance

Committee with identifying and evaluating situations arising in the course of the Companys business that might

adversely affect the objectives of gaming control Generally speaking situation adversely affects the gaming

control objectives if it adversely affects the public faith in the ability of any appropriate gaming regulatory system to

ensure that licensing gaming is conducted honestly and competitively and that gaming is free from criminal and

corruptive elements

The Compliance Committee is comprised of three members of the Companys Board of Directors including the

Companys President and Chief Executive Officer and one independent director The Compliance Committee

meets quarterly and reviews and investigates all information whether brought to the Compliance Committees

attention or discovered by the Compliance Committee concerning activities that might constitute any event

circumstance or activity that adversely affects the objectives of gaming control or violations of the Companys
compliance policies After review of the information the Compliance Committee formulates recommendation to

management regarding course of action to appropriately address the specific event transaction circumstance or

situation Although the Compliance Committee does not have authority to make or override policies procedures or

management decisions of the Company the Compliance Committee must refer any compliance issues that it feels

are not adequately addressed to the Board of Directors for further consideration The Compliance Committee is not

intended to displace either the Board of Directors or the executive officers decision-making authority but is

intended to be an advisory body to better ensure that the Companys goals of avoiding unsuitable situations and in

entering into relationships exclusively with suitable persons remains satisfied

The Board of Directors has also charged the Companys SEC Disclosure Committee with ensuring that senior

management and the Board of Directors are informed about material information regarding the Companys business

Compensation Risk Assessment

The Compensation Committee and management have considered whether the Companys compensation programs

for employees create incentives for employees to take excessive or unreasonable risks that could materially harm the

Company The Compensation Committee believes that our compensation plans are typical for our industry and that

risks arising from our compensation policies and practices are not reasonably likely to have material adverse effect

on the Company
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PROPOSAL TWO

AMENDMENT TO ARTICLES OF INCORPORATION
TO

PERMiT REDEMPTION OF SHARES HELD BY AN UNSUITABLE SHAREHOLDER

General Information and Securities Affected

The Board of Directors has unanimously approved and recommended the adoption of an amendment to our Articles

of Incorporation which will allow us to redeem shares of our capital stock that are owned by shareholders that are

found to be unsuitable shareholders for gaming regulatory purposes the Unsuitable Shareholder Amendment

Purpose of the Proposed Unsuitable Shareholder Amendment

We are subject to variety of gaming regulations in the jurisdictions in which we operate In many of such

jurisdictions we are required to make certain filings with gaming regulatory authorities and obtain and maintain

various licenses permits waivers or other gaming regulatory approvals in order to conduct our business Gaming

regulatory authorities have broad discretion and can require any of our officers directors or shareholders to make

certain filings be investigated or be subject to determination of suitability Absent unusual circumstances gaming

regulatory authorities rarely require less than 5% shareholders in some jurisdictions or less than 10% shareholders

in other jurisdictions to make filings be investigated or be subject to determination of suitability Generally in

order to obtain and maintain such licenses permits waivers or other gaming regulatory approvals none of our

officers directors or shareholders may be persons who are deemed unsuitable by gaming regulatory authority In

the event that any of our officers directors or shareholders are deemed unsuitable by an applicable gaming

regulatory authority we may be unable to make all gaming regulatory filings that are required in order for the

Company to conduct its business in any jurisdiction iiwe may be denied license permit waiver or other gaming

regulatory approval that is required for the Company to conduct business in any jurisdiction and iii any previously

granted license permit waiver or other gaming regulatory approval that is required for the Company to conduct

business may be revoked rescinded or terminated by any gaming regulatory authority

In addition many of our agreements with many of our gaming establishment customers include or are deemed by

statute to include gaming regulatory covenants that require us to make all gaming regulatory filings to obtain and

maintain all licenses permits waivers or other gaming regulatory approvals that are required to conduct our

business or to refrain from having any unsuitable persons as officers directors or shareholders These agreements

often provide the gaming establishment customers with the right to terminate the agreement in the event of breach

of these gaming regulatory compliance covenants

Many corporations that provide services to gaming establishments and their patrons include provisions in their

articles or certificate of incorporation or their bylaws to provide means by which the corporation can divest an

unsuitable shareholder of such shareholders ownership interest in the corporation so that the corporation may
continue to provide services to gaming establishments and their patrons

The purpose
of Proposal Two is to provide us with means of protecting the business from having an unsuitable

person as shareholder by providing us with right to redeem shares of our stock held by an unsuitable person

Pursuant to Section 21.304 of the Texas Business Organizations Code if corporations articles of incorporation so

provide corporation may at any time by resolution of its board of directors redeem any or all outstanding shares

subject to redemption

Material Changes to the Capital Stock of the Company

The form of the proposed Unsuitable Shareholder Amendment is attached hereto as Exhibit and the following

description of the proposed Unsuitable Shareholder Amendment is qualified in its entirety by reference to Exhibit

Effect on an Unsuitable Shareholder The proposed Unsuitable Shareholder Amendment provides the Company
with the right but not the obligation to redeem any or all of the shares of its capital stock held by any person who

has been determined to be unsuitable at the redemption price described below

An unsuitable person is any person whose ownership of shares of our capital stock or whose failure to make

application to seek licensure from or otherwise comply with the requirements of gaming regulatory authority will

result in the Company losing any license permit waiver or other gaming regulatory approval ii the Company
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being unable to reinstate previously issued license permit waiver or-other gaming regulatory approval or iiithe

Company being unable to obtain new license permit waiver or other gaming regulatory approval in each ease as

determined by the Board of Directors in its sole discretion after consultation with legal counsel

The redemption price will be the average closing sales price per share during the thirty- -trading day period

immediately preceding the date of the redemption notice or if no such data is available the fair market value per

share as determined in good faith by the Board of Directors unless gaming regulatory authority requires-that

different price be paid in which case the redemption price shall be such different price The redemption price may
be paid in cash by promissory note or both Generally under Texas law the redemption price can only be paid out

of surplus such that the amount paid to redeem the shares cannot exceed the -value of our net assets minus its

stated capital as determined under Texas law

If any portion of the redemption price is to be paid pursuant to promissory note

such note will have face amount equal to the portion of the redemption price for which the note is

given i.e if the redemption price is $1000 and cash of $250 is paid the note shall have face amount of $750
and

unless we agree to different terms the note will be unsecured ii have term of five years iiibear

interest compounded annually at the prime rate of interest as published in the Wall Street Journal on the

redemption date and iv have such other terms as are determined by the Board of Directors in its sole discretion

after consultation with nationally recognized investment bank to be customary and appropriate

redemption notice will be delivered by the Company to the unsuitable shareholder in accordance with Texas law

and shall set forth the redemption date ii the number of shares to be redeemed iii the redemption price and

the manner of payment therefore iv if certificated the place where any certificate for redeemed shares shall be

surrendered for payment and any other requirements for surrender of the certificates representing redeemed

shares The redemption notice shall be sent to the unsuitable shareholder not less than twenty 20 nor more than

sixty 60 days prior to the redemption date except as otherwise provided below The redemption notice may be

conditional such that the Company need not redeem the shares on the redemption date if the Board of Directors

determines that such redemption is no longer advisable or necessary No shares held by an unsuitable shareholder

may be voted following receipt of the redemption notice However if prior to the redemption date the shares are

transferred such that they are owned entirely by persons who are not unsuitable shareholders then such new holders

may vote the shares and we may decide not to affect the redemption

The redemption date shall be not less than thirty trading days from the date of the redemption notice unless gaming

regulatory authority requires that the shares be redeemed as of an earlier date in which case the redemption date

shall be such earlier date and the redemption notice shall be sent on the first day following the day on which we
become apprised of such earlier redemption date

From and after the redemption date any and all rights of any nature which may be held by an unsuitable shareholder

with respect to such persons shares shall cease and thereafter the unsuitable shareholder shall be entitled only to

receive the redemption price Our redemption right is unilateral Unless an unsuitable shareholder otherwise

disposes of his her or its shares such unsuitable shareholder cannot prevent us from exercising our redemption

right Following redemption in accordance with Section 21.251 of the Texas Business Organizations Code we may
either hold such shares in treasury retire such shares or resell such shares in the open market or privately pursuant

to registration statement or an exemption from registration

Effect on the Company If we exercise our right to redeem shares of our stock from an unsuitable shareholder we

will be required to fund the redemption payment which may be substantial in amount from its existing cash

resources the incurrence of indebtedness in the form of promissory note issued to the unsuitable shareholder or

other sources of liquidity ii the number of shares of capital stock outstanding will be reduced by the number of

shares redeemed and iiiwe cannot provide any assurance that the redemption will adequately address the concerns

of any gaming regulatory authorities or enable us to make all required gaming regulatory filings or obtain and

maintain all licenses permits or other gaming regulatory approvals that are required to conduct our business We

cannot prevent an unsuitable person from acquiring or reacquiring shares of its capital stock and can only address

such unsuitability by exercising its redemption rights pursuant to the Unsuitable Shareholder Amendment

Notwithstanding the adoption of the proposed redemption provision we may not be able to exercise our redemption

rights in full or at all We may be subject to contractual restrictions on our ability to redeem shares of our capital
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stock For example our existing credit agreement limits our ability to make redemption payments to certain fixed

dollar amounts subject to compliance with certain leverage ratios EBITDA requirements
and other covenants

Further the Company is currently conducting stock repurchase program which may further affect our ability to

affect redemption under our credit agreement In the event such restrictions prohibit us from exercising our

redemption rights in part or in full we would not be able to exercise our redemption rights absent waiver of the

restrictions by the requisite consent of the parties to the credit agreement which we may not be able to obtain on

acceptable terms or at all

In addition to contractual restrictions on our ability to redeem shares we may also be subject to contractual

restrictions on the incurrence of additional indebtedness to finance redemption For example our existing credit

agreement restricts our ability to incur additional indebtedness In the event such restrictions prohibit us from issuing

promissory note necessary to finance redemption we would not be able to exercise our redemption right without

waiver of the restrictions by the requisite consent of the parties to the credit agreement which we may not be able

to obtain on acceptable terms or at all

The Unsuitable Shareholder Amendment also requires that we adjust certain provisions in our current Articles of

Incorporation and our Statement of Resolution Establishing Series of Preferred Stock both as filed with the Texas

Secretary of State in order to subject our Preferred Stock to the redemption provision There are no shares of our

Preferred Stock issued or outstanding at this time

Vote Required

The affirmative vote of the holders of two-thirds of the outstanding shares of our Common Stock on the record date

is required to approve the proposed Unsuitable Shareholder Amendment

Recommendation of our Board of Directors

Upon the recommendation of the Nominating and Governance Committee our Board of Directors

recommends that the shareholders vote FOR the approval of the proposed Unsuitable Shareholder

Amendment
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PROPOSAL THREE

AMENDMENT OF ARTICLES OF INCORPORATION
TO

CHANGE THE COMPANY NAME

General Information and Securities Affected

On September 13 2010 the Board of Directors adopted resolution to amend Article of the Companys Articles of

Incorporation to change the name of the Company to Multimedia Games Holding Company Inc or the Corporate

Name Change Amendment

The Board of Directors intends that the Company operate as holding company and maintain all operations at the

Companys wholly-owned subsidiaries As such the Company intends to operate its current subsidiary MegaBingo
Inc as Multimedia Games Inc after receiving shareholder approval of the name change at the parent level In an

effort to promote our brand and product identification and to capitalize on the Multimedia Games name

recognition for our wholly-owned subsidiary the Board of Directors feels that the corporate name change to

Multimedia Games Holding Company Inc will better reflect the nature of the Companys business focus The

corporate name change will require an affirmative vote of two-thirds of the Companys shareholders to amend the

Articles of Incorporation

If the shareholders approve this proposed amendment to the Articles of Incorporation the amendment will become

effective upon the filing of the amendment with the Secretary of State of the State of Texas

Proposed Corporate Name Change Amendment

The Board of Directors proposes as follows

The Articles of Incorporation of Multimedia Games Inc shall be amended by deleting from the Articles of

Incorporation in its entirety Article Name and substituting in place thereof the following

ARTICLE
NAME

The name of the corporation shall be Multimedia Games Holding Company Inc

Vote Required

The affirmative vote of the holders of two-thirds of the outstanding shares of our Common Stock on the record date

is required to approve the proposed Corporate Name Change Amendment

Recommendation of our Board of Directors

The Board of Directors believes that the approval of this Amendment is in the best interest of the Company
and its shareholders and recommends vote FOR the approval of the proposed Corporate Name Change
Amendment
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PROPOSAL FOUR

ADVISORY VOTE ON XECUTWE COMPENSATION

Background of the Proposal

The Dodd-Frank Act requires all public companies beginning with their shareholder meetings on or after

Jauuary 2i 2011 tohoki separate ion-Wnding advisory sharehol4er vote apprQve the compensation of

executive ofljcers as 4escrihed-in the pnpnsatiou Discussipn and An4lysis the executive compensation tables and

any related information in each such companys proxy statement commonly known as Say on Pay proposal

Executive Compensation

As discussed in tbo Compensation Discussion and Analysis section of this Proxy Statement beginning on page 27

the Board of Directors believes that our current executive compensation programs directly link executive

compensation to our financial performance and align the interests of our executive officers with those of our

shareholders Our Board of Directors also believes that our executive compensation programs provide our executive

officers with balanced compensation package that includes reasonable base salary along with annual and long-

term incentive compensation programs that are based on the Companys financial performance These incentive

programs are designed to reward our executive officers on both an annual and long-term basis if they attain specified

target goals the attainment of which do not require the taking of an unreasonable amount of risk as discussed above

in the Compensation Risk Assessment section beginning on page 13

The Compensation Discussion and Analysis discussion beginning on page 27 includes additional details about our

executive compensation programs This Say on Pay proposal is set forth in the following resolutjon

RESOLVED that the shareholders approve on an advisory basis the compensation of the Companys named

executive officers as disclosed pursuant to Item 402 of Regulation S-K including the Compensation Discussion

and Analysis the compensation tables and the related disclosure contained in the Proxy Statement set forth under

the caption Executive Compensation of this Proxy Statement

Vote Required

The affirmative vote of the holders of the majority of the shares represented at the meeting and who are entitled to

vote on and who vote for against or expressly abstain However because your vote on this proposal is advisory it

will not be binding on the Board of Directors or the Company However the Compensation Committee and the

Board of Directors will take into account the outcome of the vote when considering future executive compensation

arrangements

Recommendation of our Board of Directors

The Board of Directors recommends that you vote FOR approval of the compensation of our named

executive officers as disclosed in the Compensation Discussion and Analysis the compensation tables and the

related disclosure contained in the Proxy Statement set forth under the caption Executive Compensation of

this Proxy Statement

Proxies will be voted FOR approval of the proposal unless otherwise specified
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PROPOSAL FIVE

ADVISORY VOTE ON FREQUENCY OF EXECUTIVE COMPENSATION YOTE

Background of the Proposal

The Dodd-Frank Act also requires all public companies beginning with their shareholdçr meetings on or after

January 21 2011 to permit sparate non-binding advisory shareholder vote with respect to the frequency of the

vote on the Say .on Pay proposal thereafter Companies must give shareholders the choice of whether to cast an

advisory vote on the Say on Pay proposal every year every two years or every three years commonly known as the

Frequency Vote on Say on Pay Shareholders may also abstain from making choice pursuant to proposed rules

recently issued by the SEC After such initial votes are held the Dodd-Frank Act requires all public companies to

submit to their shareholders no less often than every six years thereafter the Frequency Vote on Say on Pay

Frequency Vote on Say on Pay

As discussed above the Board of Directors believes that our current executive compensation programs directly link

executive compensation to our financial performance and align the interests of our executive officers with those of

our shareholders The Board of Directors believes that giving our shareholders the right to cast an advisory vote

every year on their approval of the compensation arrangements of our named executive officers is good corporate

governance practice and is in the best interests of our shareholders by allowing our shareholders to provide us with

their input on our executive compensation philosophy policies and practices as disclosed in our proxy statement

every year

Although the Boardof Directors recommends that the Say on Pay proposal be voted on every year our shareholders

will be able to specify one of four choices for the frequency of the vote on the Say on Pay proposal as follows

one year ii two years iiithree years or iv abstain Shareholders are not voting to approve or disapprove of

the Board of Directors recommendation of an annual vote on the Say on Pay Proposal

RESOLVED that non-binding advisory vote of the Companys shareholders to approve the compensation of

the Companys named executive officers as disclosed pursuant to the compensation disclosure rules of the

Securities and Exchange Commission shall be held at an annual meeting of shareholders beginning with the 2011

Annual Meeting of Shareholders every year every two years or every
three years

The enclosed proxy card gives you four choices for voting on this item You can choose whether the say-on-pay

vote should be conducted every year every two years or every three years You may also abstain from voting on

this item You are not voting to approve or disapprove the Board of Directors recommendation on this item

Vote Required

The option of one year two years or three years that receives the highest number of votes cast by our shareholders

will be the frequency for the advisory vote on executive compensation that has been selected by our shareholders

However because this vote is advisory and will not be binding on the Board of Directors or the Company the Board

of Directors may decide that it is in the best interests of our shareholders and the Company to hold an advisory vote

on executive compensation more or less frequently than the option approved by our shareholders

Recommendation of our Board of Directors

The Board of Directors recommends that you vote FOR alternative voting to hold an advisory vote on

executive compensation every year
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PROPOSAL SIX

RATIFICATION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTANTS

The Audit Committee of our Board of Directors has selected BDO USA LLP as independent registered public

accountants to aUdit our consolidated financial atatements for the fiscal year ending September 30 2011 BDO USA
LLP has served as our independent registered publin accountants since their appointment in our 1999 fiscal year

representative of BDO USA LLP is expected to be present at the annual meeting with the opportunity to make

statement if the representative desires to do so and is expected to be available to respond to appropriate questions

Year Ended Year Ended

Sentember 30 2010 September 30 2009

Audit Fees
525000 694048

Audit-Related Fees 117000 128500

Tax Fees 45129 132349

All Other Fees

Total 687129 954897

Audit Fees Audit Fees represent fees for professional services provided in connection with the audit of our annual

consolidated financial statements and of managements assessment and the operating effectiveness of internal

control over financial reporting including in our Form 10-K the quarterly reviews of cOndensed consolidated

financial statements included in our Form 10-Q filings and other statutory or regulatory filings

Audit-Related Fees Audit-Related Fees are fees for assurance and related services This category includes fees

related to assistance in employee benefit and compensation plan audits SAS 70 audits and consulting on financial

accounting/reporting standards

Tax Fees Tax Fees primarily include professional services performed with respect to preparation and review of our

original and amended tax returns and those of our consolidated subsidiaries and for state local and international tax

consultation Tax fees also include professional fees related to research and development tax credit studies

All Other Fees All other Fees includes the aggregate fees for products and services provided by BDO USA LLP

that are not reported under Audit Fees Audit Related Fees or Tax Fees There were no other fees in the fiscal

years ended September 30 2010 and 2009

The Audit Committee has also adopted procedures for pre-approving all audit and non-audit services provided by

BDO USA LLP These procedures include reviewing budget for audit and permitted non-audit services The

budget includes description of and budgeted amount for particular categories of non-audit services that are

recurring in nature and therefore anticipated at the time the budget is submitted Audit Committee approval is

required to exceed the budget amount for particular category of non-audit services and to engage the independent

auditor for any non-audit services not included in the budget For both types of pre-approval the Audit Committee

considers whether such services are consistent with the SECs rules on auditor independence The Audit Committee

has considered whether the provision by BDO USA LLP of non-audit services included in the fees set forth in the

table above is compatible with maintaining the independence of BDO USA LLP and has concluded that such

services are compatible with EDO USA LLPs independence as our auditors

Shareholder ratification of the appointment of BDO USA LLP as our independent registered public accountants is

not required by our bylaws or other applicable legal requirement However the appointment of BDO USA LLP is

being submitted to the shareholders for ratification If the shareholders fail to ratify the appointment the Audit

Committee will reconsider whether or not to retain the firm Even if the appointment is ratified the Audit

Committee at its discretion may direct the appointment of different independent registered public accountant at

any time during the year if it determines that such change would be in the best interests of the Company and its

shareholders
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Vote Required

Affirmative vote of the holders of majority of the shares present or represented and voting at the annual meeting

Recommendation of our Board of Directors

Upon the recommendation of the Audit Committee our Board of Directors recommends that the

shareholders vote FOR the ratification of BDO USA LLP as our independent registered public

accountants for our fiscal year ending September 30 2011

OTHER MATTERS

We know of no other matters to be submitted to the shareholders at the annual meeting If any other matters properly

come before the annual meeting it is the intention of the persons named in the enclosed proxy to vote the shares

they represent as our Board of Directors may recommend or in the absence of recommendation as such persons

deem advisable Discretionary authority with respect to such matters is granted by execution of the enclosed proxy
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OWNERSHIP OF SECURITIES

Security OWilØrship orManageinent and CeæiiæBeæeflciâl Owners

The following table sets forth information known to us with respect the benetlØial ownership of our common
stock as of January 22 2011 by each person known by us to own beneficially more than 5% of the outstanding

shares of our common stock ii each director and director ndmiæee iiieach Nathed Executive Officer as

idantifled on page27 andiv 1I of our directors and executive officers asa group

Number ofhares

Beneficial Owner Beneficially Owned Percent of Class

The Baupost Group L.L.C 26O0000 9.6

BlackRock Inc 2l37774 7.9%
PAR Investment Partners L.P 2124785 7.8

Epoch Investment Partners Inc 19255336 7.1

Dolphin Limited Partnership III L.P 1887935 7.0

Dimensional Fund Advisors LP l709599 6.3

Royce Associates LLC 4O2438 5.1

Patrick Ramsey 1065000 3.8

Adam Chibib 50833311 1.8

Un Clinton 38500002 1.4

Mick Roemer 300000
13

1.1

Virginia Shanks 14

Michael Maples Sr 11750015

Stephen Greathouse 7000016

Neil Jenkins 4000007
Justin Orlando 190793518 7.0%

Robert Repass 21250019

Anthony Sanfihippo 103055020 37

Timothy Stanley 100002
All executive officers and directors 12 persons

as group 5916818 22
19.3

Represents beneficial ownership of less than one percent

Unless otherwise noted the address for all officers and directors is the address of our principal executive

offices at 206 Wild Basin Road South Building Austin Texas 78746

Percentages of ownership are based on 27161833 shares of common stock outstanding on

January 22 2011 Shares of common stock subject to stock options which are culTently exercisable or

will become exercisable within 60 days after January 22 2011 are deemed outstanding for computing the

percentage for the person or group holding such options but are not deemed outstanding for computing

the percentage for any other person or group

Pursuant to Schedule l3G/A dated February 12 2009 filed with the Securities and Exchange

Commission Baupost Group LLC/MMA reported that as of December 31 2008 it had sole voting

power over 2600000 shares and sole dispositive power of 2600000 shares and that its address is 10 St

James Avenue Suite 1700 Boston Massachusetts 02116

Pursuant to Schedule 130 dated January 29 2010 filed with the Securities and Exchange Commission

BlackRock inc reported that as of December 31 2009 it had sole voting power over 2137774 shares

and sole dispositive power of 2137774 shares and that its address is 40 East 52 Street New York NY
10022

Pursuant to Schedule 130/A dated February 12 2010 filed with the Securities and Exchange

Commission PAR Investment Partners L.P reported that as of December 31 2009 it had sole voting

power over 2124785 shares and sole dispositive power of 2124785 shares and that its address is One

International Place Suite 2401 Boston Massachusetts 02110

Pursuant to Schedule 13G/A dated February 16 2010 filed with the Securities and Exchange

Commission Epoch Investment Partners Inc reported that as of December31 2009 it and certain related

entities had shared voting power over 1925533 shares and shared dispositive power of 1925533 shares

and that its address is 640 5th Avenue 18th Floor New York New York 10019

Pursuant to Schedule 3D/A dated January 2009 filed with the Securities and Exchange Commission

Dolphin Limited Partnership III L.P reported that as of December 26 2008 it and certain related entities

had shared voting power over 1887935 shares and shared dispositive power over 1887935 shares

Dolphin Limited Partnership III L.P.s address is 96 Cummings Point Road Stamford CT 06902
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Pursuant to Schedule 130/A dated February 2010 filed with the Securities and Exchange Commission
Dimensional Fund Advisors Irc reported that as of December 31 2009 it had sole voting power over

1669192 shares and sole dispositive power over 1709599 shares and that its address is Palisades West

Buildiig One 6300 Bee Cave Road Austin Texas 78746

Pursuant to Schedule 130/A January 26 2010 filed with the Securities and Exchange Commission

Royce Associates LLC reported that as of December 31 2009 it and certain related entities had shared

voting power over 1402438 shares and shared dispositive power of 1402438 shares and that its address

is 745 Fifth Avenuq New York NY 10151

10 Consists of 1065000 shares issuable upon the exercise of stock options that are currently exercisable

11 Consists ofi 15000 shares owned by Mr Chibib and ii 493333 shares issuable upon the exercise of

stock options that are currently exercisable

12 Consists of 385000 shares issuable upon the exercise of stock options that are currently exercisable

13 Consists ofi 10000 shares owned by Mr Roemer and ii 290000 shares issuable upon the exercise of

stock options that are currently exercisable

14 As of December 20 2010 Ms Shanks no longer had any awards of stock options outstanding

15 Consists of 30000 shares owned by Mr Maples and ii 87500 shares issuable upon the exercise of

stock options that are currently exercisable

16 Consists ofi 50000 shares owned by Mr Greathouse and ii 20000 shares issuable upon the exercise

of stock options that are currently exercisable

17 Consists of 40000 shares issuable upon the exercise of stock cptions that are currently exercisable

18 Consists ofi 1887935 shares held by Dolphin Limited Partnership III L.P see Footnote above and

ii 20000 shares issuable upon the exercise of stock options that are currently exercisable Mr Orlando

may be deemed to share voting and dispositive power
with respect to the shares held by Dolphin Limited

Partnership III L.P Mr Orlando disclaims beneficial ownership in such shares except to the extent of his

pecuniary interest therein

19 Consists of2l2500 shares issuable upon the exercise of stock options that are currently exercisable

20 Consists of 461800 shares owned by Mr Sanfilippo and ii 568750 shares issuable upon the

exercise of stock options that are currently exercisable

21 Consists of 10000 shares issuable upon the exercise of stock options that are currently exercisable

22 Consists of 566800 shares owned directly ii 1887935 shares owned indirectly and iii 3462083
shares issuable upon the exercise of stock options that are currently exercisable
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AUDIT OMMITTEE REPORT

The Audit Committee oversees our accounting and financial reporting process on behalf of our Board of

Directors Management has the primary responsibility for the financial statements and the reporting process

including internal control systems Our independent registered public accounting firm is responsible for performing

an independent audit of our consolidated financial statements in accordance with the standards of the Public

Accounting Oversight Board United States and for issuing report thereon Additionally the independent

registered public accounting firm is responsible for performing an independent audit of the operating effectiveness

of the Companys internal controls over financial reporting and for issuing report thereon

Based on the Audit Committees

Review of our audited consolidated financial statements for our fiscal year ended September 30 2010

Discussions with our management regarding our audited consolidated financial statements

Discussion with our independent registered public accounting firm regarding matters required to be

discussed by Statement on Auditing Standards No 114 The Auditors Communication With Those

Charged With Governance as amended as adopted by the Public Company Accounting Oversight Board

PCAOB In addition the Audit Committee received from our independent registered public accounting

firm the written disclosures and letter required by applicable requirements of the PCAOB regarding their

communications with the Audit Committee concerning its independence and has discussed with their

independence from the Company and its management and

Other matters the Audit Committee deemed relevant and appropriate

The Audit Committee recommended to our Board of Directors that the audited consolidated financial statements as

of and for our fiscal year ended September 30 2010 be included in our Annual Report on Form 10-K for our fiscal

year ended September 30 2010 for filing with the SEC

AUDIT COMMITTEE

Robert Repass Chairman

Michael Maples Sr

Stephen Greathouse
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OFFICERSAND DIRECTORS

Set forth below is information regarding the executive officers and directors of the Company as of January 222011

Name Positions and Offices

Patrick Ramsey 37 President ChiefExecutive Officer and Director

Adam Chibib 44 Senior Vice President and ChiefFinancial Officer

Un Clinton 38 Senior Vice President General Counsel and Corporate Secretary

Mick Roemer 58 Senior Vice President Sales

Michael Maples Sr 68 Director Non-Executive Chairman of the Board

Stephen Greathouse 59 Director Vice Chairman of the Board

Neil Jenkins 61 Director

Justin Orlando 40 Director

Robert Repass 50 Director

Anthony Sanfilippo 53 Director

Timothy Stanley 44 Director

Member of the Nominating and Governance Committee Mr Repass is Chairman of the committee

Member of the Audit Committee Mr Repass is Chairman of the committee

Member of the Compensation Committee Mr Jenkins is Chairman of the committee

Officers

Adam Chibib was appointed Chief Financial Officer of Multimedia Games Inc in February 2009 Mr Chibib

brings over 20 years of financial management and technology industry experience to the Company as well as

relevant public company experience Prior to joining us Mr Chibib ran financial consulting practice as sole

proprietor where he assisted early-stage technology companies with debt and equity fund raising business model

and process improvement implementation and merger and acquisition advisory services Mr Chibib previously

served as Chief Financial Officer at NetSpend Corporation June 2007-July 2008 as Interim Chief Financial

Officer at Internet RIET while also working as consultant with GrowLabs LLC January 2006-June 2007 as

Chief Financial Officer at Tippingpoint Technologies January 2004-January 2006 as Chief Financial Officer at

Waveset Technologies April 2003-December 2003 and as Chief Financial Officer at BroadJump Inc

November 1998-March 2003 In each case Mr Chibib was an integral member of the senior management teams

that consistently improved revenues and cash flow with responsibilities for all internal operations In addition as

Controller at Tivoli Systems February 1997-January 1999 Mr Chibibs responsibilities included managing the

worldwide accounting and treasury functions of $1 billion software company Mr Chibib has also held various

positions including senior level positions at Coopers Lybrand LLP and Price Waterhouse LLP Mr Chibib

received B.B.A in Accounting from the University of Texas at Austin Mr Chibib is Certified Public

Accountant

Un Clinton joined us as General Counsel and Secretary in August 2008 Mr Clinton serves as chief legal counsel

for all business operations corporate governance regulatory compliance and licensing in the Legal Affairs

Department Mr Clintons professional experience includes more than 10 years of business and legal experience

including six years in the Law Department at Harrahs Entertainment Inc August 2002-August 2008 most

recently serving as Vice President of Legal Affairs for its Central Division In that capacity and in earlier positions

Mr Clinton served as business operations and regulatory compliance legal counsel for more than 13 casino/hotels

located in seven Native American and commercial gaming jurisdictions Additionally Mr Clinton served as lead

counsel for several of Harrahs enterprise-wide departments and initiatives including its National Casino Marketing

Air Charter program Risk Management Department Corporate Diversity and the 2004 integration of several

Horseshoe branded casinos into the Harrahs corporate structure Mr Clinton received B.A in Political Science

from the University of Nevada-Las Vegas in 1994 J.D from Gonaga University School of Law in 1997 and an

MBA from the Vanderbilt University Owen Graduate School of Management in 2007

Mick Roemer became our Senior Vice President of Sales in January 2009 bringing more than 25 years of

gaming equipment sales and marketing experience to the Company Since 2007 Mr Roemer has consulted with

gaming companies in the areas of game content intellectual property and sales and marketing planning and has
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worked in an advisory capacity with Multimedia Games since May 2008 in support of the Companys efforts to

expand its penetration into the Class III gaming market Prior to 2007 Mr Roemer served as Senior Vice President

of Sales Marketing and Product Development for Bally Technologies 2000-2007 contributing to Ballys turn

around and significant increase in market share during that period Mr Roemer also previously served as Vice

President of Marketing for International Gaming Technologies IGT where he directed the development and launch

of products like Megabuck Wheel Of Fortune and the iGame video slot series He has also served as Vice President

of Sales for Powerhouse/VLC and Senior Vice President and General Manager of Anchor Gaming and he maintains

his position as President of Roemer Gaming LLC Nevada licensed manufacturer operator and distributor Mr
Roemer holds B.S in Marketing from Oklahoma State University

Directors

For additional information about Mr Ramsey and the non-employee nominees for director see Proposal One-

Election of Directors

Certain Relationships and Related Transactions

Related-party transactions have the potential to create actual or perceived conflicts of interest between the Company
and its directors and executive officers or their immediate family members Both the Audit Committee and the

Companys Regulatory Compliance Committee or the Compliance Committee have established policies and

procedures for review and approval of related-party transactions

If related party transaction subject to review directly or indirectly involves member of either committee or an

immediate family member or domestic partner the remaining committee members will conduct the review In

evaluating related-party transaction involving director executive officer or their immediate family members the

Audit Committee and the Compliance Committee considers among other factors whether the proposed related-

party transaction is of the form and type that the Company would normally engage in the benefits associated with

the transaction goods or services provided by or to the related party the nature of the transaction the significance of

the transaction to the Company and to the related party and managements determination that the transaction is in

the best interests of the Company

To receive Audit Committee and Compliance Committee approval related party transactions must have Company

business purpose
and be on terms that are fair and reasonable to the Company and as favorable to the Company as

would be available from non-related entities in comparable transactions The Audit Committee and Compliance

Committee also require that the transaction meets the same Company standards that apply to comparable

transactions with unaffihiated entities

The following transaction has been reviewed and approved by the Companys Audit Committee and Compliance

Committee one of the Companys subsidiaries has entered into an Equipment Lease/Purchase Agreement and

Software License or the Purchase Agreement with Pinnacle Entertainment Inc or Pinnacle While the Company
and Pinnacle are currently operating under no-obligation trial period under the Purchase Agreement if Pinnacle

determines to purchase portion of the Companys equipment under the Purchase Agreement the potential

transaction could exceed $120000 Mr Sanfilippo member of the Companys Board of Directors also serves as

director and the President and Chief Executive Officer of Pinnacle

In addition our bylaws require us to indemnif our directors and executive officers to the fullest extent permitted by

Texas law We have entered into indemnification agreements with all of our directors and have purchased directors

and officers liability insurance In addition our articles of incorporation limits the personal liability of the members

of our Board of Directors for breaches by the directors of their fiduciary duties

Section 16a Beneficial Ownership Reporting Compliance

The members of our Board of Directors the executive officers and persons who hold more than 10% of our

outstanding common stock are subject to the reporting requirements of Section 16a of the Securities Exchange Act

of 1934 which requires them to file reports with respect to their ownership of the common stock and their

transactions in such common stock Based upon the copies of Section 16a reports which we prepared or for which

we received from such persons for their fiscal year 2010 transactions in the common stock and their common stock
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holdings we believe that all reporting requirements under Section 16a for -such fiscal year-were met in -a timely

manner by our directors executive officers and greater than ten percent beneficial owners

EXECUTiVE COMPENSATION

COMPENSATION DiSCUSSION AND ANALYSIS

Introduction

This Compensation Discussion and Analysis provides information regarding the following

The objectives of our executive compensation program including the behaviors and results it is designed to

encourage and reward

The roles and responsibilities of management and the Compensation Committee in the governance of our

executive compensation program

The elements of our executive compensation program and its purposes and

The Compensation decisions with respect to our fiscal year ended September 30 2010

Objectives of the Executive Compensation Programs

The objective of our executive compensation program is to align the compensation paid to our executive officers

with shareholder and customer interests on both short-term and long-term basis attract retain and motivate

highly qualified executive talent and provide appropriate rewards for achievement of business objectives and

growth in shareholder value It is the Companys objective that executive compensation be directly related to the

achievement of our planned goals and the enhancement of corporate and shareholder value The Compensation

Committee recognizes that the industry sector in which we operate is both highly competitive and is challenged by

significant legal and regulatory uncertainty In addition the technology-related experience and skills of our

executive officers have applications to many other industry sectors besides our own As result there is substantial

demand for qualified experienced executive personnel of the type we need to achieve our objectives The

Compensation Committee considers it crucial that the Company be assured of retaining and rewarding our senior

executives who are essential to the attainment of our long-term goals Since we are conducting an advisory vote

regarding the compensation of our executive officers for the first time we do not have results from any previous

shareholder votes regarding executive compensation to take into consideration for our compensation policies and

decisions

For these reasons the Compensation Committee believes the Companys executive compensation arrangements

must remain competitive with those offered by other companies of similar size scope performance levels and

complexity of operations

For the purposes of this Compensation Discussion and Analysis the capitalized term Named Executive Officers

or NEOs refers to the executives who are named in the Summary Compensation Table below Included among the

NEOs are Messrs Anthony Sanfilippo our former President and Chief Executive Officer Patrick Ramsey our

current President and Chief Executive Officer Adam Chibib our Chief Financial Officer Un Clinton our

Senior Vice President General Counsel and Corporate Secretary Mick Roemer our Senior Vice President

Sales and Virginia Shanks our former Chief Marketing Officer
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Determining Executive Compensation

Our management and the Compensation Committee strive to maintain an executive compensation program that is

structured to provide the executive officers with total compensation package that at expected levels of

performance is competitive with those provided to other executives holding comparable positions or having similar

qualifications in other similarly situated organizations in our industry and the general market Both management

and the Compensation Committee are involved in the development review and evaluation of our executive

compensation programs The Compensation Committee has sole responsibility for the approval of such prgrams
and has the sole authority to change our compensation practices at any time The roles and responsibilities are

described below

Management Our management works with our Board of Directors to set the strategic direction for the Company
and strives to design and maintain compensation programs that motivate behaviors among the executive officers that

are consistent with the Companys strategic goals and objectives Each year the Chief Executive Officer with

assistance from other members of management as appropriate conducts review process covering each of the

executive officers reporting to the Chief Executive Officer This annual review process focuses on an evaluation of

overall Company performance and the performance of each such executive officer including an evaluation of

compensation levels delivered through each element of compensation as described below competitive practices

and trends and specific compensation issues as they arise Based on the outcomes of this review process the Chief

Executive Officer makes recommendations to the Compensation Committee regarding the compensation of each of

the executive officers reporting directly to him This recommendation typically provides information regarding

adjustments if any to base salaries annual incentive bonus award payments and equity-based incentive awards

Compensation Committee The Companys Board of Directors established the Compensation Committee in 1996 at

the time of our initial public offering The Compensation Committee operates pursuant to charter which is

available on the Investor Relations page of the Companys website at www.multimediagames.com As stated in

the charter the purpose of the Compensation Committee is to discharge the Board of Directors responsibilities

relating to compensation and benefits of the Companys executive officers and directors The current members of

the Compensation Committee are Messrs Jenkins Chairman Orlando and Stanley who are each independent

directors as required by Nasdaq Marketplace Rules The Compensation Committee convened ten times during fiscal

year 2010 to discuss Company compensation programs and issues and acted by written consent one time

The Compensation Committee has overall responsibility for the approval of executive and director compensation

programs
that are appropriate consistent with the Companys compensation philosophy and support the Companys

business goals and objectives Specifically the Compensation Committee has authority and responsibility for the

review evaluation and approval of the compensation structure and levels for all of the executive officers The

Compensation Committee also approves all employment severance or change-in-control agreements and special or

supplemental benefits or provisions applicable to executive officers The Compensation Committee is also

responsible for reviewing and making periodic recommendations to the Board of Directors regarding the

compensation of directors

Each year the Compensation Committee reviews the compensation recommendations submitted by the Chief

Executive Officer In general the Chief Executive Officers recommendations consider the following

Performance versus stated individual and Company business goals and objectives

Internal equity i.e considering the pay for similar jobs and jobs at different levels within the Company
and the critical nature of each executive officer to the Companys past and future success

The need to retain talent and

The compensation history of each executive officer including the value and number of stock options

awarded in prior years

The Compensation Committee believes that input from management provides useful information and perspective to

assist the Committee with the determination of its own views on compensation Although the Compensation

Committee receives information and recommendations regarding the design and level of compensation of the

executive officers from management the Compensation Committee makes the final decisions as to the plan design

and compensation levels for these executives
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In making decisions on each executive officers compensation the Compensation Committee consi4ers the nature

and scope of all elements of the executive officers total compensation package the executive officers

responsibilities and the competitive posture of the executive officers current compensation The Compensation

Committee also evaluates each executiye offlcers performance through reviews of objective results both Company
and individual results reports from the Chief Executive Officer and other senior management regarding the

executives effectiveness in supporting the Companys key strategic operational and financial goals and in some

cases personal observation

The base salary and bonus opportunity of our Chief Executive Officer and our other NEOs are set forth in their

respective employment agreements With respect to the compensation of the Chief Executive Officer the

Compensation Committee is responsible br the periodic review and approval of his total compensation including

annual incentive bonus structure and equity-based incentive compensation The Compensation Committee also

develops annual performance goals and objectivesand conducts an evaluation of the Chief Executive Officers

perforuance relative to these goals and objectives On discretionary basis the Compensation Committee considers

and discusses the Chief Executive Officers compensation in executive session without the Chief Executive Officer

present

The Compensation Committee has the sole authority to obtain advice from consultants legal counsel accounting or

other advisors as appropriate to perform the Committees duties and responsibilities

Elements of Executive Compensation

Management and the Compensation Committee strive to implement executive compensation programs that are

designed to attract and retain individuals who possess the qualities necessary to successfully execute the Companys
business strategy and to support the Companys long-term financial success and drive shareholder value The key

elements of our executive compensation program are as follows

Element Objectives and Basis Form

Base Salary Provide base compensation that reflects each Cash

Executive Officers responsibilities tenure

and performance and is competitive for each

role

Annual Incentive Bonus Provide annual incentive to drive Company Cash and/or equity

and individual perfornance

Equity-Based Incentives Provide long-term incentives to drive Stock options

Company performance and align the

Executive Officers interests with

shareholders interests retain Executive

Officers through vesting and potential wealth

accumulation

Health and Welfare Benefits Provide for the health and wellness of our Various plans described

Executive Officers below

Retirement and Savings Plan Assist employees with retirement savings and 401k Plan with

capital accumulation on tax-advantaged Company matching

basis contributions

Discretionary Bonuses and Attract top executive talentfrom outside the Cash and stock options

Awards Company retain Executive Officers through

vesting and potential wealth accumulation

and recognize promotions and sign /Icant

individual contributions to the Company
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Severance andChange-in- Ptovideflnaricial security to Eancutive Cash severance and

Control Benefits Officers and protect Company interests in the acceleration of vesting of

event of the terminationof employment nonvested outstanding

promotes balanced analysis of sfrategic stock options

opportunities attract and retain top executive

talent

Cash Compensation

TheCornpany belitves that annual cash compensation should be paid commensurate with executive talent and

experience and attained performance Accordingly our cash compensation consists of fixed base compensation

paid itc the form of an annual base salary and an annualincentive bonus program that is designed to motivate and

serve as reward for the Companys overall performance The Compensation Committee supports managements

compensation philosophy of moderate fixed compensation with the potential for significant bonuses for achieving

performance-related goals Base salary and bonus award decisions are made as part of the Companys structured

annual review process With the departure of our former President and Chief Executive Officer the Compensation

Committee determined to offer retention bonuses to the Companys senior management team in lieu of the annual

incentive bonus as further discussed below in Retention Bonus Plan

Base Salaiy Base salaries are paid to our executive officers to provide an appropriate fixed component of

compensation The base salary paid to each executive officer generally reflects the officers responsibilities tenure

individual job performance measurable contribution to our success special circumstances and pay levels of similar

positions with comparable companies in the industry Management and the Compensation Committee review the

base salary of each executive officer including the Chief Executive Officer on an annual basis When reviewing

each executive officers base salary the Compensation Committee considers the level of responsibility and

complexity of the executive officers job whether individual performance in the prioryear was particularly strong or

weak how the executive officers salary compares to the salaries of other Company executives and salaries paid for

the same or similar positions In addition to these annual reviews management and the Committee may at any time

review the salary of an executive officer who has received significant promotion whose responsibilities have been

increased significantly or who is the object of competitive recruitment Any adjustments are based on increases in

the cost of living job performance of the executive officer over time and the expansion of duties and

responsibilities if any No pre-determined weight or emphasis is placed on any one of these factors

The following table summarizes the base salaries for each of the Named Executive Officers during the fiscal year

ended September 30 2010

Annual Base Annual Base

Salary Salary

Effective Effective

Name 10/0 1/2009 Adjustments 09/30/20 10

Patrick Ramsey $300000 $375000

Anthony Sanfihippo $450000

Adam Chibib $250000 $250000

Un Clinton $250000 $250000

Mick Roemer $200000 $200000

Virginia Shanks $250000 $250000

Mr Ramsey became the Companys President and Chief Executive Officer effective September 19 2010 and

previously served as the Interim President and Chief Executive Officer since March 2010 and the Companys

Chief Operating Officer of the Company since September 2008

On March 102010 Mr Sanfilippo the Companys former President and Chief Executive Officer resigned

from the Company effective March 14 2010

Ms Shanks the Companys former Chief Marketing Officer resigned from the Company effective

October 2010
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The base salaiy for Mr Ramsey as the Companys President and Chief Executive Officer and previously as the

Interim President and Chief Executive Officer was the result of negotiations between the Company and

Mr Ramsey The Company believes that Mr Ramseys salary is appropriate competitive and is necessary to attract

the caliber of executive-level talent that Mr Ramsey possesses Mr Ramseys salary level was agreed to based

upon the roles nnd positions he would be assuming with the Company

Retention Bonus Plan This year with the departure of the Companys former President and Chief Executive

Officer and as described on our Current Report on Form 8-K as filed with the SEC on March 15 2010 the Company
initiated retention bonus program for certain of its senior executives with employment agreements in lieu of the

annual target bonus set forth in their respective employment agreements and encompassed in the Companys annual

incentive bonusprogram Each executive was required to remain continuously in the employ of the Company and

be employed by the Company on each applicable bonus payment date to receive his or her scheduled bonus

Applicable bonus payment dates included June 30 2010 September 30 2010 and December 31 2010 and amounts

under the retention bonus plan were generally 50% 60% and 50% respectively of the respective senior executives

then-current base salary except for Mr Ramsey as further set forth below The September 30 payment was an

assured payment in lieu of annual target bonus payments under the Companys annual incentive plan

On October 2010 the Company entered into agreements with certain members of senior management including

Messrs Chibib Clinton and Roemer which implemented the retention bonus plan The June 30 and September 30

payments were consistent with and the December 31 2010 bonus was subject to the terms of those retention

agreements

For our fiscal year ended September 30 2010 the bonus opportunity and the amount paid in 2010 for our NEOs is

reflected in the following table arrd in the Summary Compensation Table Also included in the table below is the

December 31 2010 payment

June 30 2010 September 30 2010 December 31 2010

Name Award Award Award

of then-current of then-current of then-current

Base Salary Base Salary Base Salary

Patrick Ramsey 50% 90% 50%

Adam Chibib 50% 60% 50%
Un Clinton 50% 60% 50%

Mick Roemºr 50% 60% 50%

Virginia Shanks 50% 60%

On September 14 2010 Ms Shanks the Companys former Chief Marketing Officer resigned from the

Company effective October 2010

The retention bonus plan awards are reflected in the Bonus column in the Summary Compensation Table

2011 Executive Cash Incentive Plan On November 2010 the Compensation Committee approved an Executive

Cash Incentive Plan exclusively for 2011 in order to incent management to build shareholder value by achieving

Company operating goals after consultation with Compensia Inc or Compensia Compensia was engaged directly

by the Compensation Committee and provided input on the reasonableness of the 2011 Executive Cash Incentive

Plan The 2011 Executive Cash Incentive Plan implements the target and stretch bonus structure set forth in the

respective employment agreements of each of our officers including our named executive officers

The 2011 Executive Cash Incentive Plan is comprised of two possible components target payment and stretch

payment Alternative target and stretch payment goals are established to address the impact on the Companys

operating results of regulatory activity in Alabama

For the target payment if the Companys operating goals are met for each of net income loss total cash flow and

unit sales the Companys officers shall be entitled to receive the target bonus pursuant to their respective

employment agreements If the Company fails to meet the operating goals the target payment will be adjusted
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ratably downward but in no event shall any target payment be paid if the Company fails to meet certain operating

goals target payment shall not exceed $948000 in the aggregate for all officers

For the stretch payment if the Company exceeds the established operating goals for both net income and total cash

flow the officers shall be entitled to receive an amount over the aggregate -target bonus pool of $948000 The total

incentive payments including both target and stretch payments shall not exceed $1689200 the maximum

aggregate available bonus set forth in the employment agreements The stretch payment will be paid from stretch

bonus pool fundedincrementally from any amount over either net income- or total cash flow

The- incentive payment for each of the officers is payable after fiscal year-end and after confirmation of achieved

operating goals by the Compensation Committee The Compensation Committee retains the discretion to modif or

adjust operating goals financial targets and bonus objectives based on its business judgment

Equity Compensation Plan Information as of December 31 2010

Number of securities

remaining available for

future issuance under

Number of securities equity compensation

to Weighted-average plans excluding

be issued upon exercise exercise price of securities reflected in

of outstanding options outstanding options the first column
Plan Category

Equity compensation plans 6302298 5.50 1110718

approved by security holders

Equity compensation plans not 60000 8.95

approved by security holders

Total 6362298 $5.53 1110718

Equity Compensation Plans are discussed in further detailed under PART IV Item 15 Exhibits and Financial

Statement Schedules Note 10 Shareholders Equity in the Companys Annual Report on Form 10-K

As of March 23 2010 the Multimedia Games Inc Consolidated Equity Incentive Plan the Consolidated Plan
was approved by the Companys shareholders The Consolidated Plan is comprised of shares already reserved

under certain of the Companys prior equity compensation plans including any equity compensation plan not

approved by the Companys shareholders

The number of common shares available for future issuance pursuant to the Consolidated Plan equals the initial

number of shares approved by the Companys shareholders plus the amount of common shares subject to

outstanding awards under certain of the Companys prior equity compensation plans that expire are terminated or

are canceled without having been exercised or settled in full

Equity-Based Incentives

We provide our executive officers with long-term compensation in the form of equity-based incentives which are

intended to align the interests of our executive officers with the interest of the Companys shareholders by

supporting the creation of long-term value for the organization facilitate significant long-term retention and be

consistent with competitive market practices Over time it is the Compensation Committees intent that equity-

based compensation should represent significant portion of each executive officers total compensation and the

equity-based incentive vehicle we have used is stock options Nonqualified and incentive stock options have been

granted to the Companys executive officers and other employees The Company expects to continue to issue stock

options to new employees as they are hired as well as to current employees as incentives from time to time Our

rationale for granting stock options is as follows

We believe that stock options and other equity-based awards such as stock appreciation rights are highly

effective at aligning the long-term interests of our executive officers with the interests of our shareholders

The grant of stock options to executive officers assists us in achieving our growth and attaining our

business objectives and

We regularly face significant legal regulatory and competitive challenges to our business that require

extraordinary commitments of time and expertise by our executive officers who have met these challenges
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and made these extraordinary commitments largely because of their vested interest in rewards and

incentive provided by the historical and prospective grant of stock options.

The Companys equity-based incentive awards are designed to comply with Section 162m of the IRS code to allow

tax deductibility of the awards Stock options are awarded under The Companys Consolidated Equity Incentive Plan

which was adopted bythe Companys shareholders on March 23 2010 The Consolidated Equity Incentive Plan is

comprised of shares already reserved under certain of the Companys prior equity incentive plans including

the 2000 2001 and 2002 Stock Option Plans the 2003 Outside Directors Stock Plan and the 2008 Employment

Inducement Award Plan Individual grants of options are documented by stock option agreements which contain the

specific terms and provisions pertaining to each grant including vesting option term exercise price and termination

provisions Options granted to the executive officers and other employees generally vest over four years and expire

seven years from the date of grant The exercise price of stock options granted to executive officers is equal to the

market value of share of Company common stock on the date of grant Therefore our executive officers will

receive no benefit from the stock options unless the quoted market price of share of common stock exceeds the

exercise price

Stock option grants to executive officers and other employees have historically consisted of combination

of incentive stock options or ISOs and nonqualified stock options or NSOs The use of ISOs has allowed recipients

to take advantage of certain tax benefits the ISOs afford under Section 422 of the Internal Revenue Code and any

successor provision of the Code having similar intent

On September 14 2009 after consultation with Hewitt Associates the Compensation Committee approved an

equity compensation program for senior management which includes each of the NEOs currently employed by the

Company The program provides for an annual grant of an incentive stock option to purchase shares of the

Companys common stock to each member of senior management effective as of September 30 the last day of the

Companys fiscal year The amount and terms of each award will be based on the Chief Executive Officers

recommendation but determined by and within the discretion of the Compensation Committee Annual awards will

be granted and in an aggregate amount approximating twenty percent of the total equity awards members of senior

management received upon joining the Company In addition the Compensation Committee will periodically review

the need to make grants of stock options to the executive officers typically based on recommendations from

management When approving the grants of stock options the Compensation Committee considers among other

items the number and terms of options previously granted industry practices the executive officers level of

responsibility and assumed potential stock value in the future

The Compensation Committee believes the Equity Compensation Plan serves several important compensation

objectives It enhances the Companys ability to attract and retain experienced executive talent in the gaming and

technology industry The program also furthers the Companys compensation objective of strongly aligning

executive focus with the interests of the Companys shareholders in increased enterprise value

Options awarded under the Equity Compensation Plan will have seven year term and will vest as to twenty-five

percent 25% of the award upon the first anniversary of grant with the remainder vesting in equal quarterly

installments for the succeeding three years Awards will be made under existing Company equity compensation

plans and will be subject to shareholder approval of any required increases in shares reserved under such plans

For Fiscal Year 2010 awards granted under the Equity Compensation Plan totaled 240000 options effective

September 30 2010 and included grants of 60000 options to each of Messrs Chibib Clinton Roemer and Aviles

On September 19 2010 in connection with the appointment of Mr Ramsey as the Companys President and Chief

Executive Officer the Compensation Committee granted Mr Ramsey 700000 stock options under the Companys
Consolidated Equity Incentive Plan Company and pursuant to Mr Ramseys amended and restated employment

agreement These grants were made to provide an immediate incentive for Mr Ramsey to focus on the creation of

shareholder value In addition the Company believes the level of this equity award was necessary to retain Mr
Ramsey as President and Chief Executive Officer Details of Mr Ramseys stock option grant are provided below

in the section titled Potential Payments upon Termination or Change-in-Control

Other than the stock option awards described above none of the other Named Executive Officers received grants of

stock options or any other form of equity-based incentives during the fiscal year ended September 30 2010
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The Cbmpany ioes not currently maintain irequired levels Of stock ownership by the executive officers The

Company has adopted Procedures and Guidelines Governing Securities Trades-by Company Personnel in order to

comply with federal and state securities laws governing trading in Company securities while in the possession of

material nonpublic information concerning the Company and tipping or disclosing material nonpublic

inform$ion to outsiders In order to prevent even the appearance of improper trading or tipping the Company has

adopted this policy for all of its directors officers and employees venture capital and other entities such as trusts

and corporations over which such employees officers or directors have or share voting or investment control and

specially designated outsiders who have access to the Companys material nonpublic information

Excise Tax Gross-Ups

The Compensation Committee has determined that all material restatements of any employment agreement with any

executive officer shall be renegotiated in order to remove any excise tax gross-up provision The Company
specifically removed such provision from the amended and restated agreements for Mr Ramsey Mr Chibib and

Joaquin Aviles the Companys Vice President of Technology during calendar year 2010 while renegotiating such

agreements for changes in responsibility and salary for Mr Ramsey Mr Chibib and Mr Aviles The Company has

determined not to enter into future agreements providing excise tax gross-ups and has determined to remove such

provisions in existing agreements when any material terms or conditions are in such agreements are renegotiated

Benefit Programs and Perquisites

We provide our executive officers with benefits that are intended to be part of competitive total compensation

package and that will permit us to attract and retain highly-qualified executives These benefits include health and

welfare benefits and retirement and savings plan Each of these benefits is described below

Health and Welfare Benefits The Companys benefits program is designed to provide employees including the

executive officers and their families with security and well being and is an important part of the total compensation

package These benefits are divided into the following major categories

Health Care Benefits medical dental and vision insurance coverage

Life and Disability Benefits basic optional life and accident insurance as well as short and long-term

disability coverage

Flexible Spending Accounts health care and dependent care tax-free accounts and

Work Life Benefits employee assistance with everyday issues financial and legal issues parenting

childcare education and elder care

The executive officers participate in these benefits programs on the same relative basis as our other employees

Retirement and Savings The Company maintains an employee retirement and savings plan pursuant to

Section 40 1k of the Internal Revenue Code or the 40 1k Plan The purpose of the 40 1k Plan is to permit

employees including executive officers to accumulate funds for retirement on tax-advantaged basis Specifically

the 40 1k Plan permits each eligible employee to contribute on pre-tax basis portion of his compensation to

the 401k Plan for calendar year 2010 the maximum amount of compensation that may be contributed to the

401k Plan was $16500 During the fiscal
year ended September 30 2010 the Company made matching

contribution to the 40 1k Plan that is equal to 50% of the first 4% of compensation contributed by employees to

the 401k Plan

The Company does not maintain tax-qualified defined benefit retirement plan In addition the Company does not

maintain any non qualified supplemental retirement plans or deferred compensation plans for the executive officers

Perquisites The Company does not provide perquisites to executive officers

POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE-IN-CONTROL

The Company is party to employment agreements with its current executive officers including the Named
Executive Officers but excluding both Mr Sanfihippo who tendered his resignation effective March 14 2010 and

Ms Shanks who tendered her resignation effective October 2010 In connection with Mr Sanfihippos departure
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from the Company the Company executed Resignation and Separation Agreement with Mr Sanfihippo dated

March 14 2010 which provided for Mr Sanfihippos continued service to the Companys Boardof Directors of

Directors aswell as the terniinatiOn of vesting for Mr Sanfihippos unvested equity interests effective as of March

31 2010 The Resignation and Separation Agreement was filed as Exhibit 10 ito our Current Report on Form 8-K
as filed with the Securities and Exchange Commission on March 15 2010

The following paragraphs provide summaries of the agreemdnts with each of the current Named Executive Officers

Agreements with Patrkk .1 Ramsey On September 19 2010 the Company entered into an amended and restated

executive employment agreement with Mr Ramsey which sets forth certain terms and conditions relating to his

employment as the Companys President and Chief Executive Officer Mr Ramseys amended and restated

employment agreement provides that he will receive an annual base salary of $375000 subject to covenants in the

amended and restated employment agreement and in an Agreement Regarding Proprietary Developments

Confidential Information and Non-Solicitation Mr Ramseys annual salary will be subject to an annual review by

the Board of Directors of Directors or Compensation Committee In addition Mr Ramsey has an opportunity to

earn an annual bonus equal to 100% of his base salary upon achievement of certain performance targets approved by

the Companys Board of Directors of Directors and up to maximum of 200% of his base salary for

overachievement of such performance targets The amended and restated employment agreement also specifies that

Mr Ramsey will be eligible to enroll in the Companys benefit programs and vacation policies as they are

established from time-to-time for senior-level executive employees

Pursuant to the amended and restated employment agreement on September 19 2010 the Company granted

Mr Ramsey 700000 stock options pursuant to the Companys Consolidated Equity Incentive Plan The options

became immediately exercisable but are subject to vesting over four years Specifically one-fourth 1/4 of the

options vest on September 19 2011 and the remaining options vest in equal quarterly installments until fully vested

Pursuant to Mr Ramseys initial employment agreement on September 14 2008 the Company granted Mr Ramsey

300000 stock options pursuant to the Companys 2008 Employment Inducement Award Plan The options became

immediately exercisable but are subject to vesting over four years Specifically one-fourth 1/4 of the options

vested on September 14 2009 and the remaining options vest in equal quarterly installments until fully vested

Mr Ramsey will serve as President and Chief Executive Officer until his successor is chosen and qualified or until

his death resignation retirement disqualification or removal In the event of Mr Ramseys death or disability

voluntary termination or termination for cause each as defined within the employment agreement he shall not be

entitled to receive any severance other than accrued but unpaid salary vacation vested benefits and unreimbursed

expenses Further the Companys other obligations under the employment agreement shall cease In the event of

Mr Ramseys termination without cause or his termination of employment for good reason each as defined within

the employment agreement the Company shall pay Mr Ramsey two years of base salary continuation and two

years of target bonus and if Mr Ramsey elects to continue health coverage under COBRA the Company will pay

the premiums in an amount sufficient to maintain the level of health benefits in effect on his last day of employment

for period of up to one year after the termination The same termination benefits would apply in the event of

Mr Ramseys termination without cause or his termination for good reason within one year following change of

control as defined within the employment agreement In addition stock options granted to Mr Ramsey would

become fully vested in the event of his termination without cause or his termination for good reason within one year

following change of control The Companys obligation to provide the severance benefits set forth above is

contingent upon Mr Ramseys execution of mutual release of claims satisfactory to the Company

Agreements with Adam Chibib On October 31 2010 the Company entered into an amended and restated

executive employment agreement with Mr Chibib which amended and restated Mr Chibibs original executive

employment agreement Mr Chibibs amended and restated employment agreement provides that he will receive an

annual base salary of $325000 subject to covenants in the amended and restated employment agreement and in an

Agreement Regarding Proprietary Developments Confidential Information and Non-Solicitation The annual salary

will be subject to an annual review by the Companys Chief Executive Officer In addition he has an opportunity to

earn an annual bonus equal to 60% of his base salary upon achievement of certain performance targets approved by

the Companys Chief Executive Officer and up to maximum of 100% of his base salary for overachievement of

such performance targets The amended and restated employment agreement also specifies that Mr Chibib will be

eligible to enroll in the Companys benefit programs and vacation policies as they are established from time-to-time

for senior-level executive employees
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MrChibib will servç as Senior Vice President and Chief Financial Officer until his successor is chosen and

qualified or until his death disability resignation retirement disqualification removal In the event of

Mr.Chibibsdath or disability voluntary termination or termination for cause each as defined within the

employment agreement he shall not be entitled to eive any severance other than accrued but unpaid salary

vacation vested benefits and unreimbursed expenses Further the Companys other obligations under the

employment agreement shall cease In the event of Mr Chibibs termination without cause or his termination of

employment for good reason each as defined within thç employment agreement the Company shall pay

Mr Chibib two years of base salary continuation and two years of target bonus and if Mr Chibib elects to continue

health coverage under COBRA the Company will pay the premiums in an amount sufficient to maintain the level of

health benefits in effect on his last day of employment for period of up to one year after the termination The same

termination benefits would apply in the event of Mr Chibibs termination without cause or his termination for good

reason within one year following change of control as defined within the employment agreement In addition

stock options granted to Mr Chibib would become fully vested in the event of his termination without cause or his

termination for good reason within one year following change of control The Companys obligation to provide

the severance benefits set forth above is contingent upon Mr Chibibs execution of mutual release of claims

satisfactoryto the Company

On October 2010 the Company entered into Retention Agreement with Mr Chibib in order to implement the

retention bonus plan recommended by the Compensation Committee and approved by the full Board of Directors of

Directors

Pursuant to Mr Chibibs initial employment agreement which was effective as of February 10 2009 Mr Chibib

was eligible for separate discretionary bonus in an amount up to but not exceeding $20000 per quarter during his

first year of employment based upon criteria for quarterly objectives as set by the Companys Chief Executive

Officer Pursuant to the original employment agreement on February 10 2009 the Company granted Mr Chibib

250000 stock options pursuant to the Companys 2008 Employment Inducement Award Plan The options became

immediately exercisable but are subject to vesting over four years Specifically one-fourth 1/4 of the options

vested on February 10 2010 and the remaining options vest in equal quarterly installments until fully vested

Agreements with Un Clinton On December 30 2010 the Company and Mr Clinton entered into an amendment

of Mr Clintons Executive Employment Agreement in order to cause such agreement to be in compliance with

Section 409A of the Internal Revenue Code of 1986 as amended and on October 2010 the Company entered into

Retention Agreement with Mr Clinton in order to implement the retention bonus plan recommended by the

Compensation Committee and approved by the full Board of Directors of Directors

On August 16 2008 the Company entered into an executive employment agreement with Mr Clinton which sets

forth certain terms and conditions relating to his employment as the Companys General Counsel Mr Clintons

employment agreement provides that he will receive an annual base salary of $250000 subject to covenants in the

employment agreement and in an Agreement Regarding Proprietary Developments Confidential Information and

Non-Solicitation The annual salary will be subject to an annual review by the Companys ChiefExecutive Officer

In addition he has an opportunity to earn an annual bonus equal to 60% of his base salary upon achievement of

certain performance targets approved by the Companys Chief Executive Officer and up to maximum of 100% of

his base salary for overachievement of such performance targets The employment agreement also specifies that

Mr Clinton will be eligible to enroll in the Companys benefit programs and vacation policies as they are

established from time-to-time for senior-level executive employees

Pursuant to the employment agreement on August 16 2008 the Company granted Mr Clinton 250000 stock

options pursuant to the Companys 2008 Employment Inducement Award Plan The options became immediately

exercisable but are subject to vesting over four years Specifically one-sixteenth 1/16 of the option vested on

November 16 2008 with the remaining options vesting one-sixteenth 1/16 quarterly until fully vested

Mr Clinton will serve as Senior Vice President General Counsel and Corporate Secretary until his successor is

chosen and qualified or until his death resignation retirement disqualification or removal Effective as of

December 31 2008 the Company entered into First Amendment to Executive Employment Agreement with Mr
Clinton which amended certain provisions of the original employment agreement relating to 409A and certain

termination provisions In the event of Mr Clintons death or disability voluntary termination or termination for

cause each as defined within the employment agreement he shall not be entitled to receive any severance other

than accrued but unpaid salary vacation vested benefits and unreimbursed expenses Further the Companys other

obligations under the employment agreement shall cease In the event of Mr Clintons termination without cause or
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his termination of employment for good reason each as defined within the employment agreement and as set forth

in the-First Amendment the Company shall pay Mr Clinton two years of base salary continuation and two years of

target bonus and if Mr Clinton elects -to- continue health coverage under COBRA the Company will pay the

premiums in an amount sufficient to maintain the level of health benefits in effect-on his last day of employment for

period of up to one year after the termination The same termination benefits would apply in the event of

Mr Clintons termination without cause or histermination for good reason within one year following change of

control as defined within the employment agreement In addition stock options granted to Mr Clinton would

become fully vested-in the event of his termination without cause or his termination for good reason within one year

following change of control The Companys obligation to provide the severance benefits set forth above is

contingent upon Mr Clintons execution of mutual release of claims satisfactory to the Company Mr Clinton is

eligible to receive
gross-up payment in the event that any payment by the Company to or for the benefit of

Mr Clinton is subject to the excise tax imposed by Section 4999 of the Internal Revenue Code

Agreements with Mick Roemer On December 30 2010 the Company and Mr Roemer entered into an

amendment of Mr Roemers Executive Employment Agreement in order to cause such agreement to be in

compliance with Section 409A of the Internal Revenue Code of 1986 as amended and on October 2010 the

Company entered into Retention Agreement with Mr Roemer in order to implement the retention bonus plan

recommended by the Compensation Committee and approved by the full Board of Directors of Directors

On January 12 2009 the Company entered into an executive employment agreement with Mr Roemer which sets

forth certain terms and conditions relating to his employment as Senior Vice President of Sales of the Company
Mr Roemers employment agreement provides that he will receive an annual base salary of $200000 subject to

covenants in the employment agreement and in an Agreement Regarding Proprietary Developments Confidential

Information and Non-Solicitation The annual salary will be subject to an annual review by the Companys Chief

Executive Officer In addition he is entitled to receive quarterly incentive bonus upon the achievement of new

sales and new placement goals mutually agreed to by and between Mr Roemer and the Companys Chief Executive

Officer for each quarter The incentive bonus shall not exceed $100000 in any individual twelve 12 month period

In addition to the incentive bonus Mr Roemer has an opportunity to earn an annual bonus equal to 60% of his base

salary upon achievement of certain performance targets approved by the Companys Chief Executive Officer and

up to maximum of 100% of his base salary for overachievement of such performance targets The employment

agreement also specifies that Mr Roemer will be eligible to enroll in the Companys benefit programs and vacation

policies as they are established from time-to-time for senior-level executive employees

Pursuant to the employment agreement the Company granted Mr Roemer 200000 stock options pursuant to the

Companys 2008 Employment Inducement Award Plan The options became immediately exercisable but are

subject to vesting over four years Specifically one-fourth 1/4 of the options vested on the first anniversary of the

grant date and the remaining options vest in equal quarterly installments until fully vested

Mr Roemer will serve as Senior Vice President of Sales until his successor is chosen and qualified or until his

death resignation retirement disqualification or removal In the event of Mr Roemers death or disability

voluntary termination or termination for cause each as defined within the employment agreement he shall not be

entitled to receive any severance other than accrued but unpaid salary vacation vested benefits and unreimbursed

expenses Further the Companys other obligations under the employment agreement shall cease In the event of

Mr Roemers termination without cause or his termination of employment for good reason each as defined within

the employment agreement and as set forth in the First Amendment the Company shall pay Mr Roemer two years

of base salary continuation and two years of target bonus and if Mr Roemer elects to continue health coverage

under COBRA the Company will pay the premiums in an amount sufficient to maintain the level of health benefits

in effect on his last day of employment for period of up to one year after the termination The same termination

benefits would apply in the event of Mr Roemers termination without cause or his termination for good reason

within one year following change of control as defined within the employment agreement In addition stock

options granted to Mr Roemer would become fully vested in the event of his termination without cause or his

termination for good reason within one year following change of control The Companys obligation to provide

the severance benefits set forth above is contingent upon Mr Roemers execution of mutual release of claims

satisfactory to the Company Mr Roemer is eligible to receive gross-up payment in the event that any payment by

the Company to or for the benefit of Mr Roemer is subject to the excise tax imposed by Section 4999 of the Internal

Revenue Code

Change-in-Control Benefits Generally the Company does not provide executive officers with any special benefits

that are triggered solely upon change-in-control However upon change-in-control virtually all of the
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Ompanys outstanding stock optionsheld by our executive officers become fully vested if sqch optionsare neither

assumed nor continued pursuant to the change of control Change-in-control generally refers to certain corporate

transactions involying the Company such as merger or consolidation sale of assets dissolution or the acquisition

by any person of at least 51% of our voting stock The Compensation Conimittee believes that for senior executives

including the Named Executive Officers accelerated vesting of stock options in the event of change-in-control is

generally appropriate because in some change-rn-control situations equity of the target company is cancelled

makingimrnediate acceleration necessary in order to preserve the value of the option grants In addition the

company relies on long-term incentive awards to provide our executive officers with the opportunity to accumulate

substantial resourcesto fund their retirement income and the Compensation Committee believes that changein-

control event is an appropriate liquidation point for awards designed for such purpose

Potential Termination Payments

This section describes and quantifies potential payments that may be made or benefits that may provided to each

Named Executive Officer at following or in connection with the resignation severance retirement or other

termination of the Named Executive Officer or change of control of the Company For this purpose it is assumed

that each of the foregoing events occurred on the last day of the Companys fiscal year ended September 30 2010
The determination of potential payments and benefits is based on specific factors and assumptions which are further

discussed below Since these factors and assumptions are subject to change the payments and benefits that may
actually be made to Named Executive Officer may differ materially from the payments and benefits disclosed in

this section

Potential termination payment values are not provided for Mr Sanfihippo who terminated employment with the

Company before September 30 2010 Additionally the Company executed Resignation and Separation

Agreement with Mr Sanfilippo dated March 14 2010 which provided for Mr Sanfihippos continued service to the

Conipanys Board of Directors of Directors as well as the termination of vesting for Mr Sanfihippos unvested

equity interests as of March 31 2010 The Resignation and Separation Agreement was filed as Exhibit 10.1 to our

Current Report on Form 8-K as filed with the Securities and Exchange Commission on March 15 2010 Ms
Shanks terminated her employment effective October 2010 and her potential termination values as of September

30 2010 are set forth below

Patrick Ramsey

Acceleration and

Cash Other Benefits from

Severance Stock Options Other Total

Termination Event

Retirement

Death or Disability

Voluntary Resignation

Termination for Cause

Involuntary Termination without Cause or

Voluntary Resignation for Good Reason 1500000 10216 1510216

Change in Control without Termination

Termination without Cause following

Change in Control 1500000 10216 1510216
If the options are neither assumed nor continued pursuant to change of control or within one year of change

of control if Mr Ramsey is terminated without cause or resigns for good reason all of Mr Ramseys stock

options would immediately vest however the strike price of Mr Ramseys unvested options do not exceed the

Companys closing share price of $3.70 on September 30 2010 and there therefore would be no aggregate in-the-

money value of all nonvested outstanding stock options as of September 30 2010

If Mr Ramsey elects to continue health
coverage

under COBRA for period of up to one year after termination

the Company will pay Mr Ramseys premiums in an amount sufficient to maintain the level of health benefits in

effect on Mr Ramseys last day of employment

Represents two year base salary continuation and two year target bonus
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Adam ChibTh

Death or Disability

Voluntary Resignation

Termination for Cause

Involuntary Termination without Cause or

Voluntary Resignation for Good Reason4

Change in Control without Termination

Termination without Cause following

Change in Controlt4

800000 10216 810216

800000 310938 10216 1121154

The amounts reflect the aggregate in-the-money value of all nonvested outstanding stock options based on the

Companys closing share price of $3.70 on September 30 2010 If the options are neither assumed nor continued

pursuant to change of control or within one year of change of control if Mr Chibib is terminated without

cause or resigns for good reason all of Mr Chibibs stock options would immediately vest

If Mr Chibib elects to continue health coverage under COBRA for period of up to one year after termination

the Company will pay Mr Chibibs premiums in an amount sufficient to maintain the level of health benefits in

effect on Mr Chibibs last day of employment

Pursuant to Mr Chibibs previous employment agreement Mr Chibib was eligible to receive gross-up

payment in the event that any payment by the Company to or for the benefit of Mr Chibib is subject to the excise

tax imposed by Section 4999 of the Internal Revenue Code as of September 30 2010 Mr Chibib has executed

an amended and restated employment agreement and is no longer eligible to receive gross-up payment

Represents two year base salary continuation and two year target bonus

Cash

Severance

Involuntary Termination without Cause or

Voluntary Resignation for Good Reason 800000

Change in Control without Termination

Termination without Cause following

Change in Control 800000

Death or Disability

Voluntary Resignation

Termination for Cause

Acceleration and

Other Benefits from

Stock Options

If the options are neither assumed nor continued pursuant to change of control or within one year of change

of control if Mr Clinton is terminated without cause or resigns for good reason all of Mr Clintons stock

options would immediately vest however the strike price of Mr Clintons unvested options do not exceed the

Companys closing share price of $3.70 on September 30 2010 and there therefore would be no aggregate in-the-

money value of all nonvested outstanding stock options as of September 30 2010

If Mr Clinton elects to continue health coverage under COBRA for period of up to one year after termination

the Company will pay Mr Clintons premiums in an amount sufficient to maintain the level of health benefits in

effect on Mr Clintons last day of employment

Mr Clinton is eligible to receive gross-up payment in the event that any payment by the Company to or for the

benefit of Mr Clinton is subject to the excise tax imposed by Section 4999 of the Internal Revenue Code

Represents two year base salary continuation and two year target bonus

Termination Event

Retirement

Acceleration and

Cash Other Benefits from

Severance Stock Options Other Total

Un Clinton

Termination Event

Retirement

Other

$1

13004

Total

813004

13004 813004
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Mick Roemer

Acceleration and

Cash Other Benefits from

Severance Stock Options Other Total

Termination Event

Retirement

Death or Disability

Voluntary Resignation

Termination for Cause

Involuntary Termination without Cause or

Voluntary Resignation for Good Reason 640000 11559 651559

Change in Control without Termination

Termination without Cause following

Change in Control 640000 168750 11559 820309

The amounts reflect the aggregate in-the-money value of all nonvested outstanding stock options based on the

Companys closing share price of $3.70 on September 30 2010 If the options are neither assumed nor continued

pursuant to change of control or within one year of change of control if Mr Roemer is terminated without

cause or resigns for good reason all of Mr Clintons stock options wouldimmediately vest

If Mr Roemer elects to continue health coverage under COBRA for period of up to one year after termination

the Company will pay Mr Roemers premiums in an amount sufficient to maintain the level of health benefits in

effect on Mr Roemers last day of employment

Mr Roemer is eligible to receive
gross-up payment in the event that any payment by the Company to or for the

benefit of Mr Roemer is subject to the excise tax imposed by Section 4999 of the Internal Revenue Code

Represents two year base salary continuation and two year target bonus

Virginia Shanks

Acceleration and

Cash Other Benefits from

Severance Stock Options Other Total

Termination Event

Retirement

Death or Disability

Voluntary Resignation

Termination for Cause

Involuntary Termination without Cause or

Voluntary Resignation for Good Reason 800000 8704 808704

Change in Control without Termination

Termination without Cause following

Change in Control 800000 8704 808704

Ms Shanks terminated her employment effective October 2010 and the information contained in this table

assumes that each of the events occurred on the last day of the Companys fiscal year ended September 30 2010

If the options are neither assumed nor continued pursuant to change of control or within one year of change

of control if Ms Shanks is terminated without cause or resigns for good reason all of Ms Shanks stock options

would immediately vest however the strike price of Ms Shanks unvested options do not exceed the Companys

closing share price of $3.70 on September 30 2010 and there therefore would be no aggregate in-the-money

value of all nonvested outstanding stock options as of September 30 2010

If Ms Shanks elected to continue health coverage under COBRA for period of up to one year after

termination the Company would pay Ms Shanks premiums in an amount sufficient to maintain the level of

health benefits in effect on Ms Shanks last day of employment

Ms Shanks was eligible to receive gross-up payment in the event that any payment by the Company to or for

the benefit of Ms Shanks was subject to the excise tax imposed by Section 4999 of the Internal Revenue Code

Represents two year base salary continuation and two year target bonus

Compliance with Internal Revenue Code Section 162m Section 162m of the Internal Revenue Code restricts

deductibility of executive compensation paid to our Chief Executive Officer and each of the four other most highly
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compensated executive officers holding office at the end of any year to the extent such compensation

exceeds $1000000 for any of such officers in any year and does not qualify for an exception under Section 162m
or related regulations The Compensation Committees policy is to qualify its executive compensation for

deductibility under applicable tax laws to the extent practicable Income related to stock options granted under our

equity compensation plans generally qualifies for an exemption from these restrictions imposed by Section 162m
In the future the Compensation Committee will continue to evaluate the advisability of qualifying its executive

compensation for full deductibility

COMPENSATION COMMITTEE REPORT

We the Compensation Committee of the Board of Directors of Directors have reviewed and discussed the

foregoing Compensation Discussion and Analysis with the management of the Company Based on such review and

discussion we are of the opinion that the executive compensation policies and plans provide appropriate

compensation to properly align the Companys performance and the interests of its shareholders through the use of

competitive and equitable executive compensation in balanced and reasonable manner for both the short and long-

term Accordingly we have recommended to the Board of Directors of Directors that the foregoing Compensation

Discussion and Analysis be included in the Companys Annual Report on Form 10-K for the year ended September

30 2010 and in the proxy statement relating to the Companys 2011 Annual Meeting of Shareholders

Submitted by the Compensation Committee of the Board of Directors of Directors

COMPENSATION COMMITTEE

Neil Jenkins Chairman of the Compensation Committee

Justin Orlando

Timothy Stanley
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Outstanding Equity Awirds at Our Fiscal Year Ended September 30 201W

The following table provides information concerning the current holdings of stock options by the Named
Executive Officers as of September 30 2010 This table includes unexercised and unvested option awards

Individual equity grants are shown separately for each such Named Executive Officer

Option Awards

Number of Number of

Securities Securities

Underlying Underlying Ofioæ
Unexercised Unexercised Exercise

Options Options Price
Option

Grant Exercisable Unexercisabls Expiration

Name Date

Mr Ramsey 9/14/2008 300000 4.4500 9/13/2015

9/30/2009 65000 5.1200 9/30/2016

9/19/2010 700000 3.8500 9/19/2017

Total 1065000

Mr Sanfllippo3 6/15/2008 568750 4.6800 6/15/2018

9/30/2009 5.1200 3/31/2010

Total 568750

Mr çhibib 2/02/2009 250000 1.7100 2/02/2016

9/30/2009 33333 5.1200 9/30/2016

9/30/2010 60000 3.7000 9/30/2017

Total 353333

Mr Clinton4 8/16/2008 250000 5.0400 8/15/2015

9/30/2009 75000 5.1200 9/30/2016

9/30/20 10 60000 3.7000 9/30/20 17

Total 385000

Mr Roemer 1/13/2009 200000 2.3500 1/12/2016

9/30/2009 30000 5.1200 9/30/2016

9/30/2010 60000 3.7000 9/30/2017

Total 290000

Ms Shanks4 7/22/2008 250000 3.9000 7/22/20 15

9/30/2009 60000 5.1200 9/30/2016

Total 310000

Stock options are generally exercisable immediately but are initially unvested and will vest over

four year period Mr Chibibs February 2009 grant Mr Ramseys September 14 2008 grant and

September 19 2010 grant Mr Roemers January 13 2009 grant the September 30 2009 grants and

the September 30 2010 grants to each of the NEOs each vest 25% after one year and will continue to

vest in equal quarterly installments during each of the following three years

The option exercise price is equal to the closing share price of the Companys stock on the day of

grant

The initial grant of options to Mr Sanfilippo vests over four years in equal quarterly installments In

connection with Mr Sanfihippos departure from the Company the Company executed Resignation

and Separation Agreement with Mr Sanfilippo dated March 14 2010 which provided for Mr
Sanfilippos continued service to the Companys Board of Directors as well as the termination of

vesting for Mr Sanfilippos unvested equity interests as of March 31 2010 The Resignation and

Separation Agreement was filed as Exhibit 10.1 to our Current Report on Form 8-K as filed with the

Securities and Exchange Commission on March 15 2010

Options granted to Ms Shanks on July 22 2008 and to Mr Clinton on August 16 2008 vest over four

years in sixteen equally quarterly installments
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Effective October 2010 Ms.rShapks resigned as Vine PreidentChiefMarketing Qfficer an4

ceased to be an executive officer of the Company As of December 20 2010 Ms Shanks no longer

had any awards of stock options outstanding

Option Exercises in Fiscal Year 2010

None of our NEOs exercised any stock options during the fiscal year ended September 30 2010

Pension Benefits in Our Fiscal Year Ended eptember 30 2010

The Company does not maintain tax-qualified defined benefit retirement plan

Nonqualified DetŁrrØd Compensation in Fiscal Year 2010

The Company does not maintain any non-qualified supplemental retirement plans or deferred compensation

plans for our executive officers
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CERTAiN INFORMATION NOT DEEMED INCORPORATED BY REFERENCE
IN ANY SECURITIES AND EXCHANGE COMMISSION FILINGS

Notwithstanding anything to the contrary set forth in any of our previous or future filings under the Securities

Act of 1933 or the Securities Act or the 1934 Act that might incorporate all or portions of future filings

including this Proxy Statement with the SEC in whole or in part the Report of the Compensation Committee

of our Board of Directors and the Report of the Audit Committee of our Board of Directors shall not be deemed

to be incorporated by reference into any such filing or deemed to be soliciting material or filed with the

SEC under the Securities Act or the 1934 Act or subject to the liabilities of Section 18 of the 1934 Act In

addition this Proxy Statement includes certain website addresses intended to provide inactive textural

references only The information on these websites shall not be deemed part of this Proxy Statement

DEADLINE FOR RECEIPT OF SHAREHOLDER PROPOSALS
FOR 2012 ANNUAL MEETING

Shareholders who in accordance with SEC Rule 14a-8 wish to present proposals for inclusion in our proxy

statement and form of
proxy

for our next annual meeting must submit their proposals so that they are received

by us at our principal executive offices addressed to our Corporate Secretary no later than September 30 2011

Shareholder proposals not submitted for inclusion in next years proxy statement and form of proxy but instead

sought to be presented directly at our next annual meeting of shareholders may be brought before the annual

meeting so long as we receive notice of the proposal addressed to the Corporate Secretary at our principal

executive offices no Eater than September 30 2011 If received after September 30 2011 such proposals will

be considered untimely Unless we receive notice in the manner and by the dates specified above the proxy

holders shall have discretionary authority to vote for or against any such proposal presented at our next annual

meeting of shareholders

ANNUAL REPORT

copy of our annual report for our fiscal year ended September 30 2010 has been mailed concurrently with

this Proxy Statement to all shareholders entitled to notice of and to vote at the annual meeting The annual

report is not incorporated into this Proxy Statement and is not considered proxy solicitation material

FORM 10-K

We filed an annual report on Form 10-K with the SEC on December 10 2010 Shareholders may obtain copy

of our annual report including the amendments thereto without charge by writing to our Corporate Secretary

at our principal executive offices located at 206 Wild Basin Rd South Bldg Suite 400 Austin Texas 78746

By order of the Board of Directors

Is Patrick Ramsey

Patrick Ramsey

President and Chief Executive Officer

Austin Texas

January28 2011
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Exhibit

CERTIFICATE OF AMENDMENT
TO THE

AMENDED AND RESTATED
ARTICLES OF INCORPORATION

AND
STATEMENT OF RESOLUTION ESTABLISHiNG

SERIES OF PREFERRED STOCK
OF

MULTIMEDIA GAMES INC

Pursuant to the provisions of Subchapter of the Texas Business Organization Code the

TBOC Multimedia Games Inc the Corporation hereby adopts this Certificate of Amendment this

Certificate of Amendment to its Amended and Restated Articles of Incorporation as filed with the

Secretary of State on August 30 1991 and as restated on May 13 1997 and as amended on February

2004 the Articles of Incorporation and its Statement of Resolutions Establishing Series of Shares of

Preferred Stock as flied with the Secretary of State on October 16 1998 the Statement of Resolution

ARTICLE

The name of the corporation is Multimedia Games Inc for-profit corporation

ARTICLE II

This Certificate of Amendment hereby amends the Articles of Incorporation by amending and restating the

first paragraph of ARTICLE FOUR Section Paragraph to read in its entirety as follows

Dividends Dividends as provided herein shall be subject to ARTICLE ELEVEN

ARTICLE III

This Certificate of Amendment hereby amends the Articles of Incorporation by amending and restating the

first paragraph of ARTICLE FOUR Section Paragraph to read in its entirety as follows

Voting Rights Subject to ARTICLE ELEVEN the holders of shares of Series

Preferred Stock shall have the following voting rights

ARTICLE IV

This Certificate of Amendment hereby amends the Articles of Incorporation by amending and restating the

first paragraph of ARTICLE FOUR Section Paragraph to read in its entirety as follows

Conversion Conversion as provided herein shall be subject to ARTICLE ELEVEN

ARTICLE

This Certificate of Amendment hereby amends the Articles of Incorporation by amending and restating the

first paragraph of ARTICLE FOUR Section Paragraph to read in its entirety as follows

Reaquired Shares Subject to ARTICLE ELEVEN any shares of the Series Preferred

Stock purchased or otherwise acquired by this Corporation in any manner whatsoever shall be

retired and canceled promptly after the acquisition thereof All such shares shall upon their

cancellation become authorized but unissued as shares of Preferred Stock and may be reissued as

Series Preferred Stock or as part of new series of Preferred Stock subject to the conditions
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and restrictions of issuance set forth herein in the Articles of Incorporation or as otherwise

required by law

ARTICLE VI

This Certificate of Amendment herçby amends the Articles of Incorporation by amending and restating the

first paragraph of ARTICLE FOUR Section Paragraph to read in its entirety as follows

Optional Redemption Subject to ARTICLE ELEVEN each share of Series Preferred

Stock shall out of funds legally available for that purpose be subject to redemption at the

election of the Corporation on any date the Redemption Date subsequent to issuance at

redemption price of $10 plus an amount equal to all accrued and unpaid dividends on such share

whether or not declared or earned to the Redemption Date Notice of each redemption shall be

mailed at least 30 days prior to the Redemption Date with respect thereto shall state that the Series

Preferred Stock or part thereof shall be redeemed and the date place and purchase price of

such redemptjon upon surrender of the certificates representing shares of Series Preferred

Stock-and shall be giyen to the holders of record of the shares of Series Preferred Stock to be

redeemed by first class mail postage prepaid at such holders address of record In the event that

the Corporation at any particular time proposes to redeem fewer than all of the then outstanding

shares of Series Preferred Stock the shares of Series Preferred Stock to be redeemed shall be

selected to such manner that the number of shares of Series Preferred Stock to the nearest full

share to be redeemed from each holder of record of Series Preferred Stock shall bear the same

proportional relationship to all shares of Series Preferred Stock held by such holder is the

aggregate number of shares to be redeemed bears to all the shares of Series Preferred Stock then

outstanding On the Redemption Date all dividends on the shares to be redeemed shall cease to

accrue all rights with respect to such shares so to be redeemed shall forthwith on such date cease

and determine except only the right of the holder to receive the redemption price therefor but

without any interest and such shares so called for redemption shall no longer be deemed

outstanding On or before each Redemption Date the respective holders of record of shares to be

redeemed shall deliver to the Corporation the certificates for the shares to be redeemed

ARTICLE VII

The following ARTICLE ELEVEN is added to the Articles of Incorporation of the Corporation

ARTICLE ELEVEN

COMPLIANCE WITH GAMING LAWS

REDEMPTION

Redemption of Shares of an Unsuitable Person At the option of the

Corporation any or all shares of any class or series of stock of the Corporation Shares owned by an

Unsuitable Person may be redeemed by the Corporation for the Redemption Price out of funds

lawfully available on the Redemption Date Shares redeemable pursuant to this ARTICLE ELEVEN
Section shall be redeemable at any time and from time to time pursuant to the terms hereof

Partial Redemption In the case of redemption of only some of the shares

owned by shareholder the Board of Directors shall select the Shares to be redeemed by lot or jn any

other manner determined in good faith by the Board of Directors

Article Eleven Redemption Notice In the case of redemption pursuant to

Section of this ARTICLE ELEVEN the Corporation shall send written notice to the holder of

the Shares called for redemption the Article Eleven Redemption Notice which shall set forth

the Redemption Date the number of Shares to be redeemed on the Redemption Date the

Redemption Price and the manner of payment therefor the place where any certificates for such
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Shares shallbe surrendered for payment duly endorsed in blank or accompanied by proper instruments

of transfer and any other requirements of surrender of the certificates if any representing the

Shares to be redeemed

Method of Payment of Redemption Price The Redemption Price may be paid in

cash by promissory note or both as required by any Gaming Authority and if not so required as the

Corporation elects If any portion of the Redemption Price is to be paid pursuant to promissory note

such note will have face amount equal to the portion of the Redemption Price for which the note

is given i.e if the Redemption Price is $1000 and cash of $250 is paid the note shall have face

amount of $750 and unless the Corporation agrees to different terms the note will be

unsecured ii have term of five years iiibear interest compounded annually at the prime rate of

interest as published in the Wall Street Journal on the Redemption Date provided that if the Wall

Street Journal ceases to publish the prime rate the Corporation will reasonably determine substitute

method for determining the prime rate and iv have such other terms as are determined to be

customary and appropriate by the board in its sole discretion after consultation with nationally

recognized investment bank

RIGHTS OF HOLDERS OF SHARES On and after the date of an Article Eleven Redemption

Notice any Unsuitable Person owning Shares called for redemption shall cease to have any voting rights

with respect to such Shares and on and after the Redemption Date specified therein such holder shall cease

to have any rights whatsoever with respect to such Shares other than the right to receive the Redemption

Price without interest on the Redemption Date provided however that if any such Shares come to be

owned solely by persons other than Unsuitable Persons such persons may exercise voting rights of such

Shares and the Corporation may determine in its discretion not to redeem such Shares

NOTICES All notices given by the corporation to holders of shares pursuant to this ARTICLE

ELEVEN including the Article Eleven Redemption Notice shall be in writing and shall be deemed given

when delivered by personal service overnight courier or first-class mail postage prepaid to the holders

address as shown on the Corporations books and records

NON-EXCLUSIVITY OF RIGHTS The Corporations right to redeem shares pursuant to this

ARTICLE ELEVEN shall not be exclusive of any other rights the Corporation may have or hereafter

acquire under any agreement any provision of this Articles of Incorporation or the Bylaws of the

Corporation or otherwise with respect to the acquisition by the Corporation of shares or any restrictions on

holders thereof

SEVERABILITY In the event that any provision or portion of provision of this ARTICLE

ELEVEN or the application thereof becomes or is declared by court of competent jurisdiction to be

illegal void or unenforceable the remainder of this ARTICLE ELEVEN including the remainder of such

provision as applicable will continue in full force and effect

DEFINITIONS For purposes of this ARTICLE ELEVEN the following terms shall have the

meanings specified below

Fair Market Value shall equal the average closing sales price per share of

the Shares to be redeemed during the thirty 30 Trading Day period immediately preceding the date of

the Article Eleven Redemption Notice on the primary national securities exchange or national

quotation system on which such Shares are listed or quoted in the event such Shares are not traded

or quoted on national securities exchange or national quotation system the average of the means

between the representative bid and asked prices as quoted by Pink OTC Markets Inc or another

generally recognized quotation reporting system during the thirty 30 Trading Day period immediately

preceding the date of the Article Eleven Redemption Notice or if no such quotations are available

the fair market value per share of such Shares as determined in good faith by the Corporations Board

of Directors
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Gaming shall mean the conduct of any gaming or gaming-related activities

including without limitation the use manufacture sale or distribution of gaming devices and any

related and associated equipment and services and the provision of any type of services orequipment

pursuant to contract agreement relationship or otherwise with any holder or beneficiary of Gaming

License

Gaming Authority shall mean any international foreignfeda1 state local

tribal and other regulatory and licensing body or agency with authority over Gaming

Gaming Licenses shall mean all licenses permits approvafs orders

authorizations registrations findings of suitability franchises exemptions waivers and entitletnents

issued by Gaming Authority required for or relating to the conduct of Gaming

ownership and derivatives thereof shall mean ownership of record and

beneficial ownership as defined in Rule 3d-3 or Rule 16a- la2 promulgated by the Securities

and Exchange Commission under the Securities and Exchange Act of 1934

person shall mean an individual partnership corporation limited liability

company trust or any other entity

Redemption Date shall mean the date on which Shares shall be redeemed by

the Corporation pursuant to Section of this ARTICLE ELEVEN The Redemption Date shall be

not less than sixty 60 Trading Days following the date of the Article Eleven Redemption Notice

unless Gaming Authority requires that the Shares be redeemed as of an earlier date in which case

the Redemption Date shall be such earlier date and the Article Eleven Redemption Notice shall be sent

on the first day following the day the Corporation becomes apprised of such earlier RedemptiOn Date

Redemption Price shall mean the price per Share to be paid by the

Corporation on the Redemption Date for the redemption of Shares pursuant to Section of this

ARTICLE ELEVEN and shall be equal to the Fair Market Value of Share unless otherwise required

by any Gaming Authority

Trading Day means day on which the Shares are not suspended from

trading on any national or regional securities exchange or association or over-the-counter market at the

close of business on such day and have traded at least once on the national or regional securities

exchange or association or over-the-counter market that is the primary market for the trading of the

Shares

10 Unsuitable Person shall mean any person whose ownership of Shares or

whose failure to make application to seek licensure from or otherwise comply with the requirements of

Gaming Authority will result in the Corporation losing Gaming License or the Corporation being

unable to reinstate prior Gaming License or the Corporation being unable to obtain new Gaming

License as determined by the Corporations Board of Directors in its sole discretion after

consultation with counsel

ARTICLE VIII

This Certificate of Amendment hereby amends the Statement of Resolution by amending and restating

Section B.2 to read in its entirety as follows

Dividends and Distributions

Subject to ARTICLE ELEVEN and the rights of the holders of any shares of any

Series of Preferred Stock ranking prior to the Series Preferred with respect to dividends the

holders of shares of Series Preferred in preference to the holders of Common Stock par value

.01 per share the Common Stock of the Company and of any other junior stock will be

entitled to receive when as and if declared by the Board out of funds legally available for the
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purpose dividends payable in cash except as otherwise provided below on such dates as are from

time to time established for the payment of dividends on the Conimon Stock eael such date being

referred to herein as Dividend Payment Date commencing on the first Dividend Payment

Date after the first issuance of share or fraction of share of Series Preferred the First

Dividend Payment Date in an amount per share rounded to the nearest cent equal to fee

greater of $1.00 or ii subject to the provision for adjustment hereinafter set forth one hundred

times the aggregate per share amount of all cash dividends and one hundred times the aggregate

per share amount payable in kind of all non-cash dividends other than dividend payable in

shares of Common Stock or subdivision of the outstandii.g shares of Common Stock by
reclassification or otherwise declared on the Common Stock since te immediately preceding

Dividend Payment Date or with respect to the First Dividend Payment Date sipce the first

issuance of any share or fraction of share of Series Preferred In the event that the Company at

any time declares dividend on the outstanding shares of Common Stock payable in shares of

Common Stock ii subdivides the outstanding shares of Common Stock iii combines the

outstanding shares of Common Stock into smaller number of shares or iv issues any shares of

its capital stock in reclassification of the outstanding shares of Common Stock including any

such reclassification in connection with consolidation or merger in which the Company is the

continuing or surviving corporation then in each such case and regardless of whether any shares

of Series Preferred are then issued or outstanding the amount to which holder of shares of

Series Preferred would otherwise be entitled immediately prior to such event under clause ii of

the preceding sentence will be adjusted by multiplying such amount by fraction the numerator

of which is the number of shares of Common Stock outstanding immediately after such event and

the denominator of which is the number of shares of Common Stock that were outstanding

immediately prior to such event

Subject to ARTICLE ELEVEN the Company will declare dividend on the

Series Preferred as provided in the immediately preceding paragraph immediately after it

declares dividend on the Common Stock other than dividend payable in shares of Common
Stock Each such dividend on the Series Preferred will be payable immediately prior to the

time at which the related dividend on the Common Stock is payable

Subject to ARTICLE ELEVEN dividends will accrue on outstanding shares of

Series Preferred from the Dividend Payment Date next preceding the date of issue of such

shares unless the date of issue of such shares is prior to the record date for the First Dividend

Payment Date in which case dividends on such shares will accrue from the date of the fist

issuance of share of Series Preferred or ii the date of issue is Dividend Payment Date or is

date after the record date for the determination of holders of shares of Series Preferred entitled

to receive dividend and before such Dividend Payment Date in either of which events such

dividends will accrue from such Dividend Payment Date Accrued but unpaid dividends will

cumulate from the applicable Dividend Payment Date but will not bear interest Dividends paid

on the shares of Series Preferred in an amount less than the total amount of such dividends at the

time accrued and payable on such shares will be allocated pro rata on share-by-share basis

among all such shares at the time outstanding The Board may fix record date for the

determination of holders of shares of Series Preferred entitled to receive payment of dividend

or distribution declared thereon which record date will be not more than 60 calendar days prior to

the date fixed for the payment thereof

ARTICLE IX

This Certificate of Amendment hereby amends the Statement of Resolution by amending and restating

Section B.3a and to read in its entirety as follows

Votmnn Rights The holders of shares of Series Preferred will have the following voting

rights
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Subject toARTICLI3 ELEVEN and the provision for adjustmeiithereinafter set

forthÆch share fSeridsB Preferred will entitle the holder thereof to oCe hundred votes on all

matters übmittØd to vote orthsthdkhblaers ofthe Company In the event the Company at any

time declares dividendLon the ottstanding shares of Common Stock payable in shares of

Comnion StoCk iisubdivides the outstknding shares of Common Stock iii combines the

outstanding shares of Coæamoæ Stock into smaller numbet of shares or iv issues any shares of

its capita1 stOck in reclassificntion of the oütstahding shares of CommoCStock incidding any

such reclassificªtioæ iii connection with onsOli.ation or merger in which the Company is the

continuing or surviving cokoration then in each such case and rugardless of whether any shares

of Series Preferred are then issued or outstanding the number of votes per share to which

hOlders of shares of Series Preferred would otherwise be entitled immediately prior to such

event will be adjusted by multiplying such number by fraction the numerator of which is the

number of shares of Common Stock otttstanding immediately after such event and the

denominator of which is the number of shares of Common Stock that were outstanding

immediately prior to such event

Except as otherwise provided in ARTICLE ELEVEN and herein any other

resolution of the Board creating Series of Preferred Stock or any similar stock or by law the

holders of shares of Series Preferred and the holders of shares of Common Stock and any other

capital stock of the Company having general voting rights will vote together as one class on all

matters submitted to voteof stockholders of the Company

ARTICLE

This Certificate of Amendment hereby amends the Statement of Resolution by amending and restating the

first sentence of Section B.4a to read in its entirety as follows

Subject to ARTICLE ELEVEN whenever dividends or other dividends or

distributions payable on the Series Preferred are in arrears thereafter and until all accrued and

unpaid dividends and distributions whether or not declared on shares of Series Preferred

outstanding have been paid in full the Company will not

ARTICLE XI

This Certificate of Amendment hereby amends the Statement of Resolution by amending and restating

Section B.5 to read in its entirety as follows

Reacquired Shares Subject to ARTICLE ELEVEN any shares of Series Preferred

purchased or otherwise acquired by the Company in any manner whatsoever will be retired and canceled

promptly after the acquisition thereof All such shares will upon their cancellation become authorized but

unissued shares of Preferred Stock and may be reissued as part of new series of Preferred Stock subject to

the conditions and restrictions on issuance set forth herein in the Articles of Incorporation of the Company
or in any other resolution of the Board creating series of Preferred Stock or any similar stock or as

otherwise required by law

ARTICLE Xli

The date of the adoption of this Certificate of Amendment and the amendment contemplated hereby by the

shareholders of the corporation is March_ 2011

ARTICLE XIII

This Certificate of Amendment and the amendment contemplated hereby have been approved in the

manner required by the TBOC and by the governing documents of the corporation

LT-00804843



ARTICLE XIV

This Certificate of Amendment will become effective when filed by the Texas Secretary of State

IN WITNESS WHEREOF the undersigned has signed this document subject to the penalties

imposed by law for the submission of materially false or fraudulent instrument on March 2011

Patrick Ramsey President and Chief Executive Officer
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Indicate bycheck mark 4iseIosireofdelinquent flier ursuano Item405ofegu1ation S-K isnot contained hereinç and will

not be contained to the best of registrants knowledge in definitive proxy or information statements incorporated by reference in

PARTIII of this Form 10-K or any amendment to this Form 10-K

Indicate by check mark whether the Registrant is large accelerated filer an accelerated filer non-accelerated filer or smaller

reporting company See the definitions of large accelerated filer accelerated filer and smaller reporting company in Rule

12b-2 of the Exchange Act

Large Accelerated Filer Accelerated Filer SI

Non Accelerated Filer Smaller reporting company

Indicate by check mark whether the registrant is shell company as defined in Rule 2b-2 of the Exchange Act Yes No Si

The aggregate market value of voting and non-voting common equity held by non-affiliates of the registrant computed by reference

to the price at which common equity was last sold as of the last business day of the registrants most recently completed second

fiscal quarter March 312010 was $97498479 assuming for this purpose that only directors and officers are deemed affiliates

As of December 2010 the registrant had 27564090 outstanding shares of common stock

DOCUMENTS INCORPORATED BY REFERENCE

Certain portions of the definitive Proxy Statement to be delivered to shareholders in connection with the 2011 Annual Meeting of

Shareholders are incorporated by reference into Part III of this Form 10K

This Annual Report on Form 10-K contains forward-looking statements reflecting Multimedia Games currentforecast of certain

aspects of our future Forward-looking statements include but are not limited to statements regardingfuture actions operating

results liquidity capital expenditures cash management andfmnancial discipline product system and platform development and

enhancements customer and strategic relationships with thirdparties strategies initiatives legal and regulatory uncertainties

including outcomes of litigation the effects of such outcomes upon our business changes in existing laws and regulations or in

the interpretation of such laws and regulations entry into new markets or jurisdictions or the obtaining of new licenses The

forward-looking statements are generally accompanied by words such as

plan estimate expect intend believe should would could anticipate or other words that convey the

uncertainty offuture events or outcomes Ii forward-looking statements are based on current expectations and projections of

future events The preparation offinancial statements and forward-looking statements requires the company to make estimates

and assumptions regarding estimates and assumptiOns that affect the reported amounts ofassets liabilities revenues sales and

expenses during any reported period Actual results could djffer materially from those stated or implied by our forward-looking

statements due to risks and uncertainties associated with our business or under different assumptions or conditions These risks

are described throughout this Annual Report on Form 10-K which you should read carefully We particularly refer you to the

section under the heading Risk Factors for an extended discussion ofcertain ofthe risks confronting our business The forward-

looking statements in this Annual Report on Form 10-K should be considered in the context of these riskfactors We disclaim any
intention or obligation to update or revise any forward-looking statements whether as result of new information future events

or otherwise
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PART
ITEM Business

GENERAL

Multimedia Games Inc designs manufactures and supplies innovative standalone and networked gaming systems Our standalone

player terminals server-based systems video lottery terminals electronic scratch ticket systems electronic instant lottery systems

back-office systems and bingo systems are used by Native American and commercial casino operators as well as state lottery

operators in North America and our standalone player terminals and electronic bingo and lottery systems are deployed in certain

international markets We have long been provider of server-based gaming systems known as central determinant and

downloadable systems These systems are used by our Native American gaming operator customers in both Class II and Class III

environnients by our commercial casinocustomers by operators of charity and commercial bingo gaming facilities and by lottery

jurisdictions for operation of their video lottery systems

As part of our networked gaming systems we also provide customers with access to proprietary local-area and wide-area

telecommunications networks that allow us to link player terminals with one another inside single casino inside multiple casinos

owned by one operator and across many casinos nationwide Our games include mix of proprietary content that has been

designed and developed internally by our own game studios as well as themes that we license from third parties Behind our

products and systems is suite of back-office player tracking slot accounting slot management and slot monitoring systems that

enable our customers to track their operations and adjust the performance of their slot floor in real-timeto ensure optimum financial

performance

We derive the majority of our gaming revenues from participation or revenue share agreements Under our participation

agreements we place player terminals and systems along with our proprietary and other licensed game content at customers

facility in return for share of the revenues that these terminals and systems generate As of September 30 2010 we have 13032

gaming units in operation domestically and internationally which are installed pursuant to revenue share arrangements To lesser

extent we generate revenues from the sale of gaming units and systems though we are expanding our use of for-sale revenue

model as we expand into additional gaming jurisdictions and into other segments of the gaming market We also generate revenues

by supplying the central determinant system for approximately 12500 video lottery terminals installed at racetracks in the State

of New York and operated by the New York State Division of the Lottery

The following table sets forth our end-of-period installed player terminal base by quarter and by region for each of the five

most recent quarters

Total

Quarter Participation
Ended Oklahoma Mexico AIabama Other units

9/30/2010 7047 4784 114 1087 13032

6/30/2010 7041 5093 559 1089 13782

3/31/2010 6736 022 320 1101 13 179

12/31/2009 6927 5403 2509 1229 16068

9/30/2009 7093 54O1 2318 1340 16152

See Note 15 of the Notes to Consolidated Financial Statements The decrease in Alabama is due to the fact that all of

the charitable bingo facilities were voluntarily closed by our Alabama customers due to regulatory uncertainty in that

State

Includes units installed in California Kansas Minnesota New York Rhode Island Texas Washington and

Wisconsin

Additional financial information relating to industry segments appears in Note Summary of Significant Accounting Policies in

Part LV of this Report

Multimedia Games Inc was incorporated in Texas on August 30 1991 Unless the context otherwise requires the terms

Company MUAM Multimedia we us and our include Multimedia Games Inc and our wholly-owned subsidiaries

MegaBingo Inc MGAM Systems Inc MegaBingo International LLC Multimedia Games de Mexico de R.L de C.V
and Servicios de Wild Basin de R.L de C.V Our executive offices are located at 206 Wild Basin Rd Bldg Fourth Floor

Austin Texas 78746 and our telephone number is 512 334-7500
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MARKETS AND PRODUCTS

Class III Market

The Class III market is the primary gaming operations market in North America Our largest Class III market and largest overall

market is Oklahoma For the fiscal year ended September 30 2010 our operations in Oklahoma accounted for 57% of our total

revenues Approximately 46% of the total revenues were generated byour average participation installed base of6051 Class III

gaming machines in the state The majority of our Class III gaming machines reprssent products we purchased from third-party

manufacturers and distributed to our customers During the same period of 2009 and 2008 our Class Ill operations in Oklahoma

accounted for 46% and 42% respectively of our total revenues Furthermore 44% of our total revenue in the fiscal year ended

September 30 2010 was generated by single tribe in Oklahoma the Chickasaw Nation as compared to 42% and 39% of our

total revenues in the same period of 2009 and 2008 respectively

In 2010 we have expanded the scope of ourproprietary Class Ill offerings and embarked on an initiative to provide our internally

developed Class III offerings in additional Native Americanand commercial casinojurisdictions We currently have ourproprietary

Class III units placed in Native American facilities or commercial casinos in Oklahoma Washington California Rhode Island

Minnesota Idaho and Kansas and are working to secure licensing approval to place our Class III games and systems in number

of new jurisdictions across the United States The licensing process includes specific jurisdictional approvals from the appropriate

testing laboratory and from the appropriate regulatory agency We are currently licensed to offer Class III gaming units with 78

tribes in 11 states including the commercial casino markets of Mississippi and Louisiana where we commenced field trials of

proprietary games near the end of fiscal 2010 We currently have total of 96 gaming licenses and have an additional licenses

pending for Native American and commercial casino markets We expect to be licensed in several additional Class III markets

during fiscal 2011 and in morejtrisdictions over the next several years We believe that we will successfully deliver our proprietary

player terminals to new Class Ifl markets throughout fiscal 2011 and beyond and expect additional commercial placements as

well

In Washington our Class III business is governed by tribal compacts between the Native American tribes in Washington and the

State of Washington We sell and lease Class III gaming equipment to Native American customers and also receive small fee

for the use of our back-office systems in the State of Washington

We provide growing number of proprietary games to our customers in Washington State and supplement these offerings with

third party titles from several manufactures In fiscal 2010 we sold 746 new proprietary Class III games to customers in Washington

State which accounted for approximately 80% of our total new proprietary unit sales in the period Supporting our installations

in Washington is our back-office system that allows customers to maintain end-user information details of ticket manufacture

distribution and sales along with monitoring game operation and generating system reports

Class II Market

The Class II market is associated with Native American gaming in the United States To service this marketplace we provide our

customers with variety of linked player terminals interactive electronic games and back-office systems We currently have Class

II gaming units deployed in Oklahoma Washington California Alabama Wisconsin and New York Our high-speed products

feature mix of proprietary and in-demand third party content that enables us to deliver an entertaining gaming experience In

addition we provide innovative gaming systems that allow us to operate regular deployment of new game engines and allow us

to use differing themes around the same underlying base game as well as back-office systems that enable our customers to track

the performance of their slot floor and adjust it to ensure the optimal gaming experience for their customers

In 2010 the company increased its investment in Class II gaming and plans on furthering this investment in 2011 We believe

that this increased investment coupled with out expertise in Class II gaming will result in increased penetration into our core

Class 11 markets

International Electronic Bingo Market

We entered into Mexico our most significant international market in March 2006 by providing Apuestas Internacionales S.A

de C.V or Apuestas subsidiary of Grupo Televisa S.A with traditional and electronic bingo gaming technical assistance and

related services for Apuestas locations in Mexico Under its current permit from the Mexican Ministry of the Interior Secretaria

de Gobernación Apuestas may open and operate up to 65 gaming establishments As of September 30 2010 we had installed

4664 player terminals at 24 gaming establishments with all player terminals placed pursuant to revenue share arrangement

which is similar to our revenue share arrangements with some of our domestic customers In addition to our agreement with

LT-00804849



Apuestaswe have installed 120 player terminals it additional esablishments in Mexico and provide technical assistance and

related services We derived approximately 7% of our total revenue from our operations in Mexico in 2010 compared to 8% in

2009 and 2008 As result of recent regulatory changes in Mexico we are beginning to convert portion of our installed base

of electronic bingo units to Class III games We amended our agreement with Apuestas in early 2010 to tie our future investments

under this relationship to return on invested capital This arrangement has shifted our focus from expanding our footprint toward

focus on generating positive cash flow

Central Determinant System Market

We provide the New York Lottery with central determinant system for the video lottery terminals in operation at licensed New

York State racetracks This central determinant system currently connects to approximately 12500 video lottery terminals and

has the ability to interface with provide outcomes to and manage player terminals provided by third party providers Pursuant

to our agreement with the New York Lottery we receive portion of the network-wide hold per day in exchange for our provision

and maintenance of the central determinant system In June 2009 the New York Lottery awarded us with seven-year contract

extension which extends the agreement through December 2017 and provides us an opportunity to expand our network as the New
York Lottery licenses additional race track gaming facilities in the state

Charity Bingo Market

Charity gaming consists of
paper bingo in Minnesota and historically consisted of electronic gaming in Alabama and are operated

by and/or for the benefit of nonprofit organizations for charitable educational and other lawful purposes Our player terminals

and systems in this segment are generally placed in facilities under participation arrangements and we receive percentage of the

hold per day generated by each of the player terminals Due to regulatory uncertainty in the State of Alabama all charity bingo

facilities in Alabama where we have historically placed our charitable bingo units have voluntarily ceased operations See Item

1A Risk Factors. Our charitable bingo operations in Alabama are subject to legal uncertainty

OUR STRATEGY

Seek to diversify our revenue model Over the course of our history revenue generation has primarily been tied to placements of

participation games at our customers gaming facilities These placements typically entitle us to percentage of the hold per day

generated by each of our player terminals and as such tie us closely to the success of our customers As of September 30 2010

our installed base of units on participation totaled 13032 games Historically we have been successful in establishing long-term

development and placement fee agreements with several key customers helping to expand our customer base and installed base

of player terminals through contractual commitments such as participation agreements As we move forward we are seeking to

expand our business model to include the sale of player terminals and game content systems and services In an effort to more

effectively address current and new jurisdictions we continue to pursue higher levels of unit sales Our marketing efforts are

focused on providing games that deliver high levels of performance for our customers We believe our newest products discussed

in more detail below will help expand our footprint in new jurisdictions and ultimately increase the total number of machines we

can sell and the total number of customers to which we can sell

Expand Class III offe rings in additional jurisdictions While we are expanding our portfolio of Class III games to encompass

additional categories and include new game themes we are also working to expand our total addressable market by targeting new

gamingjurisdictions across the United States that build on our efforts in Oklahoma California Washington and other markets To

accomplish this goal we secured licenses in 2010 to market our Class III products in Mississippi and Louisiana and are currently

in various stages of pursuing new licenses in number of states including Nevada Florida Indiana Michigan and New York

tribal We use the term Class Ill to refer to traditional slot machines to be placed in commercial jurisdictions as well as compact

games located in various tribal gaming jurisdictions

Focus on development ofproprietary products We are looking to build on our success in the Class II and Class III market with

proprietary products including our Player HDTM cabinet and established video and mechanical reel games with growing line

of new products including

TournE vent TM TournEvent helps transform the traditional process through which operators convert their slot floors into

tournament venues The second generation version of this system was commercialized in several markets in fiscal 2010

and we recently debuted the third generation version of TournE vent which features several new capabilities

Class HI video and mechanical reel games We have 39 proprietary Class III video and mechanical reel game titles

and are investing in growing the number ofproprietary titles Our investments in and new approach to game development

is yielding new games and play features that provide enhanced entertainment experiences Among the new games we
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recently ätroduced are our new hybrid meh l4eelMalthnumLockdown setiesand the Side ActionTM series of

games for tha video reel segment For the five reel mechanical-reel -segmenf we recently-introduced games withihe Power

StacksTM feature and for the three reel mechanical reel segment we intrcdticed new top box features

Offer new Class II products that benefit our tribal customers Historically our business has been reliant on our efforts

in the Class II gaming space and this market remains an important part of our focus on product excellence We continue

to work on new Class II products in order to support expanding or retaining customer relationships Furthermore we

plan to further enhance the overall level of gaming solutions we provide to our Class II gaming customers with the

overriding goal of enhancing our net gaming revenue Our installed Class II footprint is primarily with one customer in

Oklahoma with these units being placed pursuant to long-term agreements following our decision to provide this customer

with expansion capital We believe our increasing focus on the development of new proprietary Class II products will

allow us to address the significant Class II market beyond our largest customers in Oklahoma as well as with customers

in other markets

Reduce our reliance on thirdparty products by continually improving ourproprietary product portfolio We continue to improve

the quality of our proprietary product portfolio We are working in our game development studios to incorporate the needs and

desires of slot players as well as technology innovation in our proprietary game library to deliver an entertainment experience

players find both exciting and entertaining Our ability to develop new entertaining proprietary games will help drive the sale of

games in Class III markets help grow our installed base of recurring revenue games in both Class III and Class II markets and

allow us to generate higher cash return from the refreshment of our existing installed base As we reduce our reliance on third-

party products we expect to generate higher return on our investments in gaming technology

Provide superior customer service through our back-office systems We plan to continue to provide innovative customer service

through our back-office systems and technology The majority of our proprietary player terminals and central determinant systems

include our MGAMe back-office systems that provide accounting management and information services to our customers who

are then able to monitor all aspects of their gaming activities in real-time at the player terminal game and gaming facility level Our

systems normally include database server that archives details of distribution and sales as well as end-user information used by

the gaming facilities for marketing and player tracking Our typical system also includes management terminal that can monitor

game-system operation and generate system reports As part ofMGAMe we also offer player-tracking system that allows

facilities to track the playing preferences of those individual end users who have elected to participate in that facilitys player-

tracking program which also provides us with valuable design insights into game features that may be added to future games and

terminals In this way our customers often use MGA Me as marketing tool since it allows them to know which patrons are

playing games in their facility all in real-time

Expand presence in the video lottery terminal market with our system-based products We currently provide video lottery

technologies to Native American tribes in the state of Washington and provide the central determinant system for the New York

Lotterys video lottery terminal offerings at eight racetracks in the state Pursuant to the terms of the New York Lottery agreement

we do not provide games but rather receive portion ofthe network-wide hold per day in exchange for our provision and maintenance

of the central determinant system We plan to leverage our expertise in the operation of video lottery systems to pursue agreements

in other markets as such markets and jurisdictions become available to us

COMPETITION

We compete in variety of gaming markets with equipment suppliers who vary in size Competition in our markets is generally

on the basis of the amount of profits our products generate for our customers relative to the amount of profits generated by the

products offered by our competitors as well as the prices and/or fees we and our competitors charge for products and services

offered We believe that in addition to economic considerations the most important factor influencing product selection is their

appeal to end users This appeal has direct effect on the volume of play by end users and drives the amount of revenue generated

for our customers To drive customer demand and improve product attractiveness to end users we are continually working to

develop new game themes gaming engines hardware platforms and systems all while working to release these new products to

the marketplace in timely manner See Item IA Risk Factors If we are unable to keep pace
with rapid innovations in new

technologies or product design and deployment or ifwe are unable to quickly adapt our development and manufacturing processes

to compete our business and results of operation could be negatively impacted

As we move more deeply into the Native American and commercial Class III casino markets we expect competition for our

products and services to increase which will have direct impact on our ability to control our pricing model To offset this

increased competition we plan to regularly introduce variety of new gaming platforms and systems new proprietary content

and new proprietary stand-alone player terminals that we believe will appeal to our customers end users However we believe

that the net revenue retained by our customers from their installed base of player terminals will remain the most significant
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competitive factor one that may requfre us to change the rterms ófnu participation arrangements with customers

Competition in our industry includes Video Gaming Technologies Inc VGT International Game Technology IGT WMS
Industries Inc WMS Batty Technologies Inc Bally Aristocrat Technologies Inc Aristocrat Konami Co Ltd Konami
and Gaming Capital Group

RESEARCH AND DEVELOPMENT

We conduct research and development activities primarily to develop new gaming systems gaming engines player tracking

systems casino data management systems central video lottery systems gaming platforms and content and to add enhancements

to our existing product lines We believe our ability to deliver differentiated appealing products and services to the marketplace

is based in our research and development investments and we expect to continue to make such investments in the future These

research and development costs consist primarily of salaries and benefits consulting fees and an allocation of corporate facilities

costs related to these activities Once the technological feasibility of project has been established it is transferred from research

to development and capitalization of development costs begins until the product is available for general release

Research and development expenses were $12.7 million $12.8 million and $15.6 million for the years ended September 30 2010
2009 and 2008 respectively

INTELLECTUAL PROPERTY

We rely on patents copyrights trademarks trade secret laws license agreements and employee nondisclosure agreements to

protect our various proprietary rights and technologies Since these laws and contractual agreements provide us with limited

protection we actively rely on our proprietary expertise and technological innovation to continually develop new products and

systems in order to maintain our competitive position While we also rely on trade secrets un-patented know-how and innovation

we cannot be certain that others will not independently develop similar technology or that our secrecy will not be breached

We have 58 patents issued and 67 patents pending in the United States In addition we also have number of patents pending

overseas that correspond to some of our patents and patents pending applications in the United States We have 239 registered

trademarks and 71 trademarks pending in the United States See Item Risk Factors We may not be successful in protecting

our intellectual property rights or avoiding claims that we are infringing upon the intellectual property rights of others

EMPLOYEES

At September 302010 we had 397 full-time and part-timeemployees including 186 engaged in field operations customer support

and business development 144 in system and game development 21 in sales and marketing 19 in accounting and 27 in other

general administrative and executive functions We do not have collective bargaining agreement with any of our employees and

we believe our relationship with our current employees is good

GAMING REGULATIONSILICENSING STRATEGY

We believe we hold all of the licenses and permits necessary to conduct business in 96 jurisdictions commercial and tribal

following the recent addition of Class 111 tribal casinos in California While the regulatory requirements vary from jurisdiction

to jurisdiction most require

Documentation of qualification including evidence of financial stability

Findings of Suitability for the Company as well as its officers and directors and

Gaming equipment and game approvals following testing and certification by testing labs

Laws of various gaming regulatory agencies serve to protect the public and ensure that gaming-related activity is conducted

honestly and free from corruption Regulatory oversight ensures local authorities receive the appropriate amount of gaming tax

revenues As such our financial systems and reporting functions are required to demonstrate high levels of detail and integrity

We are working to expand our total addressable market by targeting new gaming jurisdictions across the United States that build

on our efforts in Oklahoma Rhode Island and Washington To accomplish this goal we have recently secured licenses in Louisiana

Mississippi California Minnesota and Ontario and are currently pursuing new licenses in number of states including Nevada

Arizona Arkansas Florida Idaho Michigan Missouri New Jersey New York tribal Wisconsin and Kansas tribal

In general we are subject to wide range of federal state and Native American laws and regulations that affect our general

commercial relationships with our Native American tribal customers and the products and services we provide As we seek to
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enter the traditional commercial gaming marketplace we will also be s13bjet to increased state regulatory requirements that will

require more in-depth state-by-state licensing and oversight Furthermore we are also subject to range of state and local

regulations in the markets where we seek to provide products and services for charity bingo markets

Federal Regulation

At the federal level we are subject to two key pieces of legislation Our Native American customers are regulated by the National

Indian Gaming Commission MGCwhich was established by the indian Gaming Regulatory Act of 1988 IGRA The NIGC

has regulatory authority over certain aspects of Native American gaming and defines the boundaries of our dealings with the Native

American marketplace and the level of regulatory authority these games are subject to

The Federal Gambling Devices Act of 1962 the Johnson Act requires us to register annually with the Criminal Division of the

United States Department of Justice and requires wide variety of record-keeping and equipment-identification efforts on our

part Registration is required in order for us to sell distribute manufacture transport and/or receive gaming equipment machines

or components across state lines If we fail to comply with the requirements set forth under the Johnson Act we could become

subject to variety of penalties including but not limited to the seizure and forfeiture of equipment

State Licensing

We are subject to licensing requirements in each in each state in which we seek to conduct business We are licensed in several

commercial gaming jurisdictions including Indiana Louisiana Mississippi and Rhode Island Additionally in the states of

Arizona Missouri New Mexico and Pennsylvania we are currently undergoing the licensing application process Each state

license is considered to be privilege license and is subject to regulatory technical and statutory requirements

Tribal-State Compacts and Tribal Regulation

Native American gaming is subject to the review of the NIGC Native American tribes must adopt and submit for NIGC approval

the ordinances that regulate their gaming activities Pursuant to the requirements of IGRA our tribal customers require the tribe

to have the sole proprietary interest in their gaming activities

Class III gaming on Native American tribal lands is subject to the negotiation of compact between the tribe and the state in which

they plan to operate gaming facility These tribal-state compacts typically include provisions entitling the state to receive

portion of the tribes gaming revenues While tribal state compacts are intended to document the agreement between the state and

tribe these tribal state compacts can be subject to disputes relative to permitted Class Ill gaming operations Currently we operate

in three states where compacts significantly affect our business Oklahoma Washington and to lesser extent California

Oklahoma In 2004 the Oklahoma Legislature authorized certain forms of gaming at racetracks and gaming at tribal facilities

pursuant to tribal-state compacts While the racetrack facilities can operate limited number of instant and bonanza-style bingo

games and electronic amusement games the compacts between the Native American tribes and the state allow tribal facilities to

include an unlimited number of electronic instant and bonanza-style bingo games electronic amusement games and non-house-

banked tournament card games Vendors placing games at any of these facilities are required to gain state licensing approval as

well as licensing approval from each individual tribe Furthermore all electronic games must receive certification from independent

testing laboratories and are subject to technical specifications maintained by the Oklahoma Horse Racing Commission and the

individual tribal gaming authorities

Washington Our activities in Washington State are governed pursuant to compacts between the state government and Native

American tribes located in Washington We offer range of Class II and Class III player terminals to our customers in Washington

that are operated in conjunction with local central determinant systems as described above Compacts between the state and tribes

are recognized by IGRA to permit Class Ii gaming

Charity Regulation

We supply bingo games and systems to nonprofit organizations that operate these games for charitable educational and other

lawful purposes Bingo for charity is not subject to nationwide regulatory system such as the system created by IGRA to regulate

Native American gaming and as result regulation for this market is generally on state-by-state basis though in some cases

it is regulated by county commissions or other local government authorities At this time we offer games to certain operators in

Minnesota Historically we have offered charity bingo gaming systems in Alabama pursuant to constitutional amendments and

county regulations or other local government authority regulations but during the last fiscal year due to the regulatory uncertainty

in the State of Alabama all charity bingo facilities in Alabama where we have historically placed our charitable bingo units have
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ceased operations See Item 1A Risk Factors- Our charitable bingo operations in Alabama are subject to legal uncertainty

International Regulation

We currently have operations in one major international market Mexico We began placing bingo games in the Mexican market

in 2006 under the jurisdiction of the Ministry of the Interior Secretarla de Gobernación branch of the federal government of

Mexico The entities and individuals who have obtained bingo permits may only operate player terminals that comply with

Mexican law and regulations Accordingly our contracts require us to provide player terminals that comply with said laws and

regulations and therefore we submit our games for compliance certification to an independent lab prior to placing them in

facility of permit holder

Available Information Through the Investor Relations linic on our website www.multimediagames.com we make available

free of charge to the public as soon as reasonably practicable after such information has been filed with the Securities and Exchange

Commission or SEC our Annual Report on Form 10-K Quarterly Reports on Form lO-Q Current Reports on Form 8-K and

amendments to those reports furnished pursuant to Section 13 or 15d of the Securities Exchange Act The public may read and

copy any materials we file with or furnish to the SEC at the SECs Public Reference Room at 100 Street N.E Washington

D.C 20549 The public may also obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-

SEC-0330 Furthermore the SEC maintains free website www.sec.gov which includes reports proxy and information

statements and other information regarding us and other issuers that file electronically with the SEC Our website and the

information contained therein or connected thereto are not intended to be incorporated into this Annual Report on Form 10-

Additionally we make available free of charge on our internet website our Code of Business Conduct and Ethics the charter

of our Nominating and Governance Committee the charter of our Compensation Committee and the charter of our Audit

Committee
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ITEM 1A RISK FACTORS

Investing in our common stock involves risks Prospective investors in our common stock should carefully consider among other

things the following risk factors in connection with the other information and financial statements contained in this Annual Report

including PARTII Item Managements Discussion and Analysis of Financial Condition and Results of Operations prior to

making an investment decision We have identified the following important factors that could cause actual results to differ materially

from those projected in any forward looking statements we may make from time to time We operate in continually changing

business environment in which new risk factors emerge from time to time We can neither predict these new risk factors nor can

we assess the impact if any of these new risk factors on our business or the extent to which any factor or combination of factors

may cause actual results to differ materially from those projected in any forward looking statement If any of these risks or

combination of risks actually occur our business financial condition and results of operations could be seriously and materially

harmed and the trading price of our common stock could decline

We are largely dependent upon one customer and most of our customers are based in Oklahoma

For 2010 and 2009 approximately 57% and 62% respectively of our total revenues were from Native American tribes located

in Oklahoma and approximately 44% and 42% respectively of our total revenues were from one tribe in that state The significant

concentration of our customers in Oklahoma means that local economic regulatory and licensing changes may adversely affect

our customers and therefore our development and placement fee agreements and our business disproportionately to changes in

national economic conditions including adverse economic declines or slower economic recovery from prior declines While we

continue to seek to diversify the markets in which we operate the loss of any of our Oklahoma tribes as customers including our

largest customer or material decrease in our revenue share with our largest customer would have material and adverse effect

upon our financial condition and results of operations In addition the legislation allowing tribal-state compacts in Oklahoma has

resulted in increased competition from other vendors who we believe previously avoided entry into the Oklahoma market due to

its uncertain and ambiguous legal environment The State of Oklahoma permits other types of gaming both at Native American

tribal gaming facilities and at Oklahoma racetracks and many of our competitors may seek entry into this market The loss of

significant market share to these new gaming opportunities or the increased presence of our competitors products in Oklahoma

could also have material adverse effect upon our financial condition and results of operations We believe that the introduction

of our competitors more aggressive Class II machines with characteristics of traditional slot machines into the Oklahoma Class

11 market has adversely affected our operating results and market position in that state and may continue to do so in the future

One of our exclusive distribution agreements with third party manufacturer has expired and another is expiring which

may impact product performance and overall revenue

Our exclusive right granted to us by WMS Industries Inc or WMS to be the third party provider of WMS products to the

Chickasaw Nation expired on June 30 2010 We plan to continue purchasing equipment in order to maintain our footprint of

WMS product while concurrently continuing our strategy of transitioning away from reliance on third party

products Additionally we have the right to distribute products from Aristocrat Technologies Inc or Aristocrat per an agreement

with Aristocratwhich is setto expire on December 152010 Though we do not presently expect loss ofexciusivity to significantly

affect the product portfolio we offer our customers the loss of exclusivity increases the likelihood that these manufacturers could

place product directly or through other distributors on our customers floor Our loss of exclusivity could have the effect ofdiluting

our win per unit thus negatively impacting our revenue

As of September 30 2010 we had 2363 WMS Class Ill units in operation at the Chickasaws properties and 3449 units in the

aggregate at all our properties which in the aggregate accounts for approximately 24.6% of our total revenue for 2010 In addition

we had approximately 1642 Aristocrat units in operation in the aggregate which accounts for approximately 8.8% of our total

revenue for 2010

Our charitable bingo operations in Alabama are subject to legal uncertainty

The legality of charitable bingo gaming in Alabama is under challenge by the States Governor Legislation to put the legality

question to public referendum in Alabama failed to pass the legislative session Many charitable bingo properties voluntarily

ceased operations pending resolution of the matter as enforcement actions against operators continues to be threat

Given the legal uncertainty of charity bingo operations in the State of Alabama all of the charitable bingo facilities where we have

historically placed units have been voluntarily closed by our Alabama customers and if these facilities continue to remain closed

additional write-down of assets currently dedicated to the Alabama market may need to be taken and may adversely impact our

financial position and results of operations As of September 30 2010 we had no units in operation at charity bingo facilities in
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Alabama compared to the units we had installed and in operation as of September 30 2009

Furthermore we were recently named in four lawsuits in Alabama one mass action EthelAdell eta v.Macon County Greyhound

Park Inc et and three purported class action Walter Bussey et Macon County Greyhound Park Inc et al Ozetta

Hardy Whitehall Gaming Center LLC et aL Ozetta Hardy IGT et al pending in federal court in Alabama The lawsuits

were filed on behalf of patrons of VictoryLand in Shorter Alabama White Hall Gaming Center in White Hall Alabama and

Poarch Band of Creek Indian facilities throughout the state and include claims related to the alleged illegality of electronic bingo

in Alabama There may be other cases pending or threatened involving electronic bingo that might have an impact upon our

operations in Alabama and it is possible that further proceedings will be initiated in the future which could have material affect

on our business and results of operations

We may not collect all amounts recorded for value added taxes related to our operations in Mexico

Our Mexican operations are subject to Value Added Tax or VAT which has been applied to product shipments originating outside

of Mexico We have an outstanding VAT receivable from the Mexican taxing authority primarily related to VAT levied on product

shipments for 2006 and 2007 At September 302010 and 2009 the Companys VATreceivable was $4.6 million and $7.5 million

respectively The Company has received rulings from the Mexican taxing authority for each of the aforementioned years indicating

that such Mexican taxing authority has challenged the registration of certain of the Companys transactions that have generated

approximately $600000 in VAT receivable The Company has formally contested these rulings and the Company believes that

it has the necessary documentation to support the portion that has been challenged However the final resolution of the contested

balances remains uncertain and may adversely affect the carrying value of the receivable and may have an adverse affect on our

foreign income tax expense

We may not realize satisfactory returns on money lent to new and existing customers to develop or expand gaming facilities

We enter into development and placement fee agreements to provide financing for construction expansion or remodeling of

gaming facilities primarily in the State of Oklahoma but also have such agreements in place in other jurisdictions such as

Alabama Under our development and placement fee agreements we secure long-term revenue share percentage and fixed

number of player terminal placements in the facility in exchange for funding the development and construction of the gaming

facility We may not however realize the anticipated benefits of any of these strategic relationships or financings as our success

in these ventures is dependent upon the timely completion of the gaming facility the placement of our player terminals and

favorable regulatory environment For example in 2010 we took material impairment charge for note receivable for money
lent in connection with development agreement for an Alabama facility because of the continued legal uncertainty of electronic

bingo in that state and could be required under generally accepted accounting principles to take similar impairment charges on

development and placement fee agreements in the future

Our development and placement efforts and financing activities may result in unforeseen operating difficulties financial risks or

required expenditures that could adversely affect our liquidity In connection with one or more of these transactions and to obtain

the necessary development and placement fee funds we may need to extend secured and unsecured credit to potential or existing

customers that may not be repaid incur debt on terms unfavorable to us or that we are unable to repay or incur other contingent

liabilities

The failure to maintain controls and processes related to billing and collecting accounts receivable or the deterioration of the

financial condition of our customers could negatively impact our business As result of our development agreements the

collection of accounts receivable has become matter of greater significance While we believe the increased level of these specific

receivables has allowed us to grow our business it has also required direct additional focus of and involvement by management

Further and especially due to the current downturn in the economy some of our customers may not pay accounts receivable when

due

Our success in the gaming industry depends in large part on our ability to expand into new and non-Native American

markets

Our expansion into non-Native American gaming activities will present new challenges and risks that could adversely affect our

business and results of operations As we expand into new markets we expect to encounter business legal operational and

regulatory uncertainties similar to those we face in our Native American gaming business As result we may encounter legal

and regulatory challenges that are difficult or impossible to foresee and which could result in an unforeseen adverse impact on

planned revenues or costs associated with the new market opportunity If we are unable to effectively develop and operate within

these new markets then our business operating results and financial condition would be impaired

11

LT-00804856



New market entry may require us to make changes to our gaming systems to ensure that they comply with applicable reg1lat9iy

requirements and may require us to obtain additional licenses In certain jurisdictions and for certain venues our ability to enter

these markets will depend on effecting changes to existing laws and regulatory regimes The ability to effect these changes is

subject to great degree of uncertainty and may never be achieved We may not be successful in entering into other segments of

the gaming industry

Generally our placement of systemsgames and technology into new market segments involves number of business uncertainties

including

whether the technical platform on which our gaming units systems and products are based will comply or can be modified

to comply with the minimum technical requirements for the each of the identified new gaming markets

Whether we are able to successfully pass required field trials and comply with the initial game system installation

requirements for each new jurisdiction

whether our resources and expertise will enable us to effectively operate and grow in such new markets

whether our internal processes and controls will continue to function effectively within these new segments

whether we have enough experience to accurately predict revenues and expenses in these new markets

whether the diversion of management attention and resources from our traditional business caused by entering into new
market segments will have harmful effects on our traditional business

whether we will be able to successfully compete against larger companies who dominate the markets that we are trying

to enter and

whether we can timely perform under our agreements in these new markets because of other unforeseen obstacles

If we are unable to keep pace with rapid innovations in new technologies or product design and deployment or if we are

unable to quickly adapt our development and manufacturing processes to compete our business and results of operation

could be negatively impacted

Our success is dependent on our ability to develop and sell new products and systems that are attractive not only to our customers

but also to their customers the end players If our gaming devices do not appeal to customers or if our gaming devices do not

meet or sustain revenue and profitability of contractual obligations and expectations our gaming devices may be replaced by our

competitors devices Additionally we may be unable to enhance existing products in timely manner in response to changing

regulatory legal or market conditions or customer requirements or new products or new versions of our existing products may
not achieve market acceptance in new or existing markets Therefore our future success depends upon our ability to design and

market technologically sophisticated products that meet our customers needs regarding aniong other things ease of use and

adaptability but also that are unique and entertaining such that they achieve high levels of player appeal and sustainability If we
fail to keep pace with our competitors our business could be adversely affected and decrease in demand for our games could

also result in an increase in our inventory obsolescence charges

The demands of our customers and the preferences of the end players are continuously changing As result there is constant

pressure to develop and market new game content and technologically innovative products As our revenues are heavily dependent

on the earning power and life span of our games and because newer game themes tend to have shorter life span than more

traditional game themes we face increased pressure to design and deploy new and successful game themes to maintain our revenue

stream and remain competitive Our ability to develop new and innovative products could be adversely affected by

the failure of our new gaming products to become popular with end players

decision by our customers or the gaming industry in general to decline to purchases our new gaming devices or to cancel

or return previous orders content or systems in anticipation of newer technologies

an inability to roll out new games services or systems on schedule as result of delays in regulatory product approval

in the applicable jurisdictions or otherwise and

an increase in the popularity of competitors games
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Our newer products are generally more technologically sophisticated and are of different form than those we have produced in

the past and we must continually refine our production capabilities to meet the needs of our product innovation If we cannot adapt

our manufacturing infrastructure to meet the needs of our product innovations or if we are unable to make upgrades to our

production capacity in timely manner our business could be negatively impacted

The gaming industry is intensely competitive We may not be able to successfully compete in new and existing markets

due to research and development intellectual property and regulatory challenges and if we are unable to compete

effectively our business could be negatively impacted

We operate in an intensely competitive industry against larger companies with significant financial research design and

development and marketing resources These larger companies most of whom have greater resources are aggressively competing

against us in our core business operations including but not limited to charity bingo lottery Class II Class III commercial slot

and international bingo/gaming markets Additionally new smaller competitors compete against us in our traditional markets and

these smaller competitors often do not face the same regulatory and/or compliance restraints that we have The increased competition

will intensify pressure on our pricing model We expect to face increased competition as we attempt to enter new markets and new

geographical locations

There are number of established well-financed companies producing gaming devices game content and systems that compete

with our products Certain of these competitors may have access to greater capital resources than we do and as result may be

better positioned to compete in the marketplace The market is crowded with International Game Technology WMS Industries

Inc Bally Technologies Inc Aristocrat Technologies Inc and Konami Co Ltd comprising the primary competition Pricing

accuracy reliability product features and functions are among the factors affecting providers success in selling its system

Competition in the gaming industry is intense due to the number of providers as well as the limited number of facilities and

jurisdictions in which they operate As result of consolidation among the gaming facilities and the recent cutbacks in spending

by facility operators due to the downturn in the economy the level of competition among providers has increased significantly as

the number of potential customers has decreased Other members of our industry may independently develop games similarto

our games and competitors may introduce noncompliant games that unfairly compete in certain markets due to uneven regulatory

enforcement policies/actions

Additionally our customers compete with other providers ofentertainment for their end users entertainment budget Consequently

our customers might not be able to spend new capital on acquiring gaming equipment Moreover our customers might reduce

their utilization of revenue share agreements

Slow growth in the establishment of new gaming jurisdictions or the number of new casinos and declines in the rate of

replacement for existing gaming machines could limit or reduce our future profits

While we continue to seek entry into already established gaming jurisdictions demand for our products is also driven by the

establishment of new gaming jurisdictions the addition of new casinos or expansion of existing casinos within existing gaming

jurisdictions and the replacement of existing gaming machines The establishment or expansion of gaming in any jurisdiction

typically requires public referendum or other legislative action As result gaming continues to be the subject of public debate

and there are numerous active organizations that oppose gaming Opposition to gaming such as that which we are currently

experiencing in Alabama could result in restrictions on or even prohibitions of gaming operations or the expansion of operations

in any jurisdiction In addition the construction of new casinos or expansion of existing casinos fluctuates with demand general

economic conditions and the availability of financing The rate of gaming growth in North America has diminished and machine

replacements are at historically low levels Slow growth in the establishment of new gaming jurisdictions public protest political

opposition delays in the opening of new or expanded casinos and continued declines in or low levels of demand for machine

replacements could reduce the demand for our products and our future profits

Our business operations and product offerings are subject to strict regulatory licenses findings of suitability registrations

permits and/or approvals

Our ability to conduct our existing traditional business expand operations develop and distribute new products games and systems

and expand into new gaming markets is subject to significant federal state local Native American and foreign regulations

Specifically our company our officers directors key employees major shareholders as well as our business partners and certain

suppliers products games and systems are subject to licenses findings of suitability registrations permits or approvals necessary

for the operation of our gaming activities
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We have received licenses findings of suitability registrations permits or approvals from number of state local Native American

and foreign gaming regulatory authorities Our Native America tribal customers are empowered to develop their own licensing

procedures and requirements and we currently have limited ifany information regarding the ultimate proqess or expenses involved

with securing or maintaining licensure by the Native American tribes Moreover Native American tribal policies and procedures

as well as tribal selection of gaming vendors are subject to the political and governance environment within the Native American

thbe

We require new licenses permits and approvals including third-party certifications that our games comply with particular

jurisdictions stated regulations in order to meet our expectations under our product rollout plan and such licenses permitsor

approvals may not be timely granted to us or granted to us at all which could have material effect on our business in general

and product rollout plan specifically Obtaining and maintaining all required licenses findings of suitability registrations pennits

or approvals is time consuming and expensive The suspension revocation nonrenewal or limitation of any of our jicenses would

have material adverse effect on our business operations financial condition and results of operations

Our ability to effectively compete in Native American gaming markets is vulnerable to legal and regulatory uncertainties

including the ability to enforce contractual rights on Native American land

Historically we have derived majority of our revenue from the placement of Class II player terminals and systems for gaming

activities conducted on Native American lands Because federally recognized Native American tribes are independent governments

with sovereign powers Native American tribes can enact their own laws and regulate gaming operations and contracts Native

American tribes maintain their own governmental systems and often their own judicial systems and have the right to tax persons

and enterprises conducting business on Native American lands and also have the right to require licenses and to impose other

forms of regulation and regulatory fees on persons and businesses operating on their lands In the absence of specific grant of

authority by Congress states may regulate activities taking place on Native American lands only if the Native American tribe has

specific agreement or compact with the state Our contracts with Native American tribal customers normally provide that only

certain provisions will be subject to the governing law of the state in which Native American tribe is located However these

choice-of-law clauses may not be enforceable

Further Native American tribes generally enjoy sovereign immunity from lawsuits similarto that of the individual states and the

United States Before we can sue or enforce contract rights with Native American tribe or an agency or instrumentality of

Native American tribe the Native American tribe must effectively waive its sovereign immunity with respect to the matter in

dispute which we are not always able to obtain For example our largest customer who accounts for over 44% of our revenue

as of September 30 2010 has not given us limited waiver of sovereign immunity Without limited waiver of sovereign

immunity or if such waiver is held to be ineffective we could be precluded from judicially enforcing any rights or remedies against

Native American tribe including the right to enter Native American lands to retrieve our property in the event of breach of

contract by the tribe party to that contract Even if the waiver of sovereign immunity by Native American tribe is deemed

effective there will be an issue as to the forum in which lawsuit can be brought against the Native American tribe Federal courts

are courts of limited jurisdiction and generally do not have jurisdiction to hear civil cases relating to Native American tribes and

we may be unable to enforce any arbitration decision effectively

Our agreements with Native American tribes are subject to review by regulatory authorities For example our development

agreements are subject to review by the NIGC and any such review could require substantial modifications to our agreements or

result in the determination that we have proprietary interest in Native American tribes gaming activity which could materially

and adversely affect the terms on which we conduct our business The NIGC has previously expressed its view that some of our

development agreements could be in violation of the requirements of the Indian Gaming Regulatory Act of 1988 and Native

American tribal gaming regulations which state that the Native American tribes must hold sole proprietary interest in the Native

American tribes gaming operations which presents additional risk for our business The NIGC may also reinterpret applicable

laws and regulations which could affect our agreements with Native American tribes

We could be affected by alternative interpretations of the Gambling Devices Act 15 U.S.C 1171 et seq or the Johnson Act

as the customers of our Class II games the Native American tribes could be subject to significant fines and penalties if it is

ultimately determined they are offering an illegal game and an adverse regulatory or judicial determination regarding the legal

status of our products could have material adverse consequences for our business operating results and prospects

Government enforcement regulatory action judicial decisions and proposed legislative action have in the past and will likely

continue to affect our business operating results and prospects in Native American tribal lands We believe that number of our

competitors have not complied with published regulation restrictions We have lost and could continue to lose market share to

competitors who offer games that do not appear to comply with published regulatory restrictions on Class II games and therefore

offer features not available in our products The legal and regulatory uncertainties surrounding our Native American tribal
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agreements.could result in signi ntandjnimediatadverseimpacton ourbusiness and operating results Additionally such

uncertainties could increase our cost of doing business and could take managements attention away from operations The trading

price of our common stock has in the past been and may in the future be subject to significant fluctuations based upon market

perceptions of the legal status of our products and our ability to compete in all markets including Native American

markets Regulatory action against our customers or equipment in these or in other markets could result in machine seizures and

significant revenue disruptions among other adverse consequences Moreover Native American tribal policies and procedures

as well as tribal selection of gaming vendors are subject to the political and governance environment within the Native American

tribe Changes in tribal leadership or tribal political pressure can affect our business relationships within Native American markets

State compacts with our existing Native American tribal customers to allow Class III gaming could reduce demand for our

Class II games and our entry into the Class III market may be difficult as we compete against larger companies in the

tribal Class III market

Certain of our Class El Native American tribal customers have entered into compacts with the states in which they operate to permit

the operation of Class Ill games While we seek to also provide Class II alternatives in these markets we believe the number of

our Class IL game machine placements in those customers facilities could decline significantly and our operating results could

be materially and adversely affected As our Native American tribal customers continue to transition to gaming under compacts

with the state we continue to face significant uncertainty in the market that makes our business in these states difficult to manage

and predict and we may be forced to compete with larger companies that specialize in Class III gaming as these companies move

into these newly created Class III markets We believe the establishment of state compacts depends on number of political

social and economic factors that are inherently difficult to ascertain Accordingly although we attempt to closely monitor state

legislative developments that could affect our business we may not be able to timely predict if or when compact could be entered

into by one or more of our Native American tribal customers For example in Oklahoma we anticipate that the introduction of

Class III games will continue to pressure our market and revenue share percentages and may result in shift in the market from

revenue share arrangements to for sale model

Casino operations are conducted at the discretion of our customers

We seek to provide assistance to our key customers in the form of project management with focus on facility layout and planning

gaming floor configuration and customized marketing and promotional initiatives Our key customers however are solely

responsible for the operations of their facilities and are not required to consult us or take our advice on their operations marketing

facility layout gaming floor configuration or promotional initiatives Further our customers are solely responsible for safety and

security at their facilities Our customers have in the past and will in the future reiodel and expand their facilities To the extent

that our machines are not part of an optimized facility layout or gaming floor configuration are not supported by effective

marketing or promotional initiatives or are scheduled to be out of service during facility remodeling or our customers facilities

are closed or not visited because of end-users concern for safety our operating results could suffer

Litigation may adversely affect our business financial condition and results of operations

We are subject to legal and regulatory requirements applicable to our business and industry We are also subject to the risk of

litigation by employees customers patent owners suppliers shareholders or others through private actions class actions

administrative proceedings and other legal proceedings Litigation can be lengthy expensive and disruptive to our operations

and results cannot be predicted with certainty Current estimates of loss regarding pending litigation may not be reflective of any

particular final outcome The results of rulings judgments or settlements of pending litigation may result in financial liability that

is materially higher than what management has estimated at this time and we may experience adverse publicity associated with

litigation regardless of whether the allegations are valid or whether we are ultimately found liable We make no assurances that

we will not be subject to liability with respect to current or future litigation We maintain various forms of insurance coverage

However substantial rulings judgments or settlements could exceed the amount of insurance coverage or any cost allocation

agreement with an insurance carrier or could be excluded under the terms of an existing insurance policy Moreover our failure

to comply with procedural or operational requirements inherent to our policies may void coverage Additionally failure to secure

favorable outcomes in pending litigation could result in adverse consequences to our business operating results and/or overall

financial condition including without limitation possible adverse effects on compliance with the terms of our Credit Agreement

Our current international businesses and potential expansion into other international gaming markets may present new

challenges and risks that could adversely affect our business or results of operations

In recent years we have expanded our business into several countries including Mexico Israel Malta and Canada The Maltese

operations have ceased the Israeli operations are immaterial from financial perspective the Canadian business has been project-

oriented to date however the Mexican business has grown significantly since inception We now operate approximately 4800
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units in Mexico across numerous facilities operated by one customer Althoughtherovenue results in Mexico have not

met original expectationswe plan to continue to operate in this country but there can be no assurances that either revenues will

grow or that we will continue supplying new products to that market International business is inherently subject to various risks

including but not limited to

currency fluctuations

difficulty in enforcing agreements

higher operating costs due to local laws or regulations

unexpected changes in regulatory requirements

tariffs taxes and other trade barriers including value added tax

general government instability

violence crime and social unrest

costs and risks of localizing products for foreign countries

difficulties in staffing and managing geographically disparate operations

greater difficulty in safeguarding intellectual propetty licensing and other trade restrictions

challenges negotiating and enforcing contractual provisions

repatriation of earnings and

anti-American sentiment as result of perceived cultural social religious andlor political differences

The carrying value of our assets is dependent upon our ability to successfully deploy games into new or existing markets

We have player stations not deployed as of September 30 2010 which are considered part of our rental pool If the opening of

new facilities or the expansion of existing facilities is altered negatively either by significant delay or by cancellation the realizable

value of these assets could be adversely impacted In such instances we may be required to recognize impairment charges on these

assets

We may not be able to successfully implement new sales strategies

As we attempt to generate new streams of revenue by selling units to new customers we may have difficulty implementing an

effective sales strategy Our failure to successfully implement an effective sales strategy could cause our future operating results

to vary materially from what management has forecast

We may not be successful in protecting our intellectual property rights or avoiding claims that we are infringing upon the

intellectual property rights of others

We rely upon patent copyright trademark and trade secret laws license agreements and employee nondisclosure agreements to

protect our proprietary rights and technology but these laws and contractual provisions provide only limited protection We rely

to greater extent upon proprietary know-how and continuing technological innovation to maintain our competitive position

Insofar as we rely on trade secrets unpatented know-how and innovation others may be able to independently develop similar

technology or our secrecy could be breached The issuance of patent to us does not necessarily mean that our technology does

not infringe upon the intellectual property rights of others As we enter into new markets by leveraging our existing technology

and by developing new technology and new products it becomes more and more likely that we will become subject to infringement

claims from other parties We are currently involved in patent dispute with competitor International Gamco Inc regarding

the 035 Patent See Note 15 of the Notes to Consolidated Financial Statements Commitments and Contingencies Problems

with patents or other rights could increase the cost of our products or delay or preclude new product development and

commercialization If infringement claims against us are valid we may seek licenses that might not be available to us on acceptable

terms or at all Litigation would be costly and time consuming but may become necessary to protect our proprietary rights or to

defend against infringement claims We could incur substantial costs and diversion of management resources in the defense of

any claims relating to the proprietary rights of others or in asserting claims against others We cannot guarantee that our intellectual

property will provide us with competitive advantage or that it will not be circumvented by our competitors

Some of our products may incorporate open source software Open source licenses typically mandate that software developed

based on source code that is subject to the open source license or combined in specific ways with such open source software

become subject to the open source license Open source licenses typically require that source code subject to the license be released

or made available to the public We take steps to ensure that proprietary software we do not wish to disclose is not combined with

or does not incorporate open source software in ways that would require such proprietary software to be subject to an open source

license However few courts have interpreted the open source licenses and the manner in which these licenses may be interpreted

and enforced is therefore subject to some uncertainty
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We rely on software and games licensed from third parties and on technology provided by third-party vendors the loss

of which could materially affect our business increase our costs and delay deployment or suspend development of our

gaming systems and player terminals

We integrate various third-party software products as components of our software and rely on third-party manufacturers to

manufacture our equipment Our business would be disrupted if either these manufacturers or if this sofhvare or functional

equivalents of this software were either no longer available to us or no longer offered to us on commercially reasonable terms

In either case we would be required to either redesign our software to function with alternate third-party software or to develop

or manufacture these components ourselves which would result in increased costs and could result in delays in our deployment

of our gaming systems and player terminals Furthermore we might be forced to limit the features available in our current or

future software offerings

We rely on the content of certain software that we license from third-party vendors and often distribute and sell such software to

our customers The software could contain open source code require resale license or contain bugs that could have an impact

on our business We also rely on the technology of third-party vendors such as telecommunication providers to operate our

nationwide broadband telecommunications network serious or sustained disruption of the provision of these services could

result in some of our player terminals being non- operational for the duration of the disruption which would reduce over-all revenue

from those player terminals

We do not rely upon the term of our customer contracts to retain the business of our customers

Our contracts with our customers are on year-to-year or multi-year basis Except for customers with whom we have entered into

development and placement fee agreements we do not rely upon the stated term of our customer contracts to retain the business

of our customers We rely instead upon providing competitively superior player terminals games and systems to give our customers

the incentive to continue doing business with us At any point in time significant portion of our business is subject to nonrenewal

which may materially and adversely affect our earnings financial condition and cash flows In addition certain of our customer

contracts have buy out pnivisions enabling our customer to purchase machines formerly provided to them under revenue

participation arrangements To the extent our customers exercise their buy out rights pursuant to these provisions we recognize

revenue from equipment sales in the current period while losing future participation revenue from purchased machines This could

have the effect of reducing our overall future revenues from these customers and thereby adversely affect our future operating

results

If our key personnel leave us our business could be materially adversely affected

We depend on the continued performance of the members of our senior management team and our technology team to assist in

executing our strategy In order to retain our key personnel we have established retention plan for calendar year 2010 however

key employees may depart despite our efforts If we were to lose the services of any of our senior officers directors or any key

member of our technology team and could not find suitable replacements for such persons in timely manner it could have

material açlverse effect on our business Further we expect that our efforts to grow will place significant strain on our personnel

management systems infrastructure and other resources Our ability to manage future growth effectively will also require us to

successfully attract train motivate retain and manage new employees and continue to update and improve our operational

financial and management controls and procedures

Our Credit Agreement contains covenants that limit our ability to finance future operations or capital needs and to engage

in other business activities

The operating and financial restrictions and covenants in our debt agreements including the Credit Agreement may adversely

affect our ability to finance future operations or capital needs or to engage in other business activities Our Credit Agreement

requires us to limit capital expenditures to $40 million plus the value of any fixed assets transferred to inventory during the fiscal

year maintain total leverage ratio of no more than 1.501.00 and minimum fixed charge coverage ratio of at least 1.501.00

The Credit Agreement contains certain covenants that among other things restrict our and our subsidiaries ability to

incur additional indebtedness assume guarantee or issue preferred stock

pay dividends or make other equity distributions or payments to or affecting our subsidiaries

make certain stock repurchases or redemptions

make certain investments

create liens

sell or dispose of assets or engage in certain acquisitions mergers or consolidations
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engage certain transactions with subsidiaries and affiliates and

enter into sale leaseback transactions

These restrictions could limit our ability to obtain future financing make strategic acquiitions or needed capital expenditures

withstand economic downturns in our business or the economy in general conduct operations or otherwise take advantage of

business opportunities that may arise failure to comply with the restrictions contained in the Credit Agreement could lead to

an event of default which could result in an acceleration of our indebtedness Our future àperatin results may not be sufficient

to enable compliance with the covenants in the Credit Agreement or to remedy any such default In addition in the event of

acceleration we may not have or be able to obtain sufficient funds to refinance our indebtedness or make any accelerated payments

Also we may not be able to obtain new financing Even if we were able to obtain new financing we cannot guarantee that the

new financing will be on commercially reasonable terms or terms that are acceptable to us If we default on our indebtedness our

business financial condition and results of operation could be materially and adversely affected

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

No assurance can be given that we will be able to generate the cash flows necessary to permit us to meet our fixed charges and

payment obligations with
respect to our debt We could be required to incur additional indebtedness to meet these fixed charges

and payment obligations Should we incur additional debt among other things such increased indebtedness could

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

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

and

create competitive disadvantages compared to other companies with lower debt levels

Any inability to service our fixed charges and payment obligations or the incurrence of additional debt would have an

adverse effect on our cash flows results of operations and business generally

Future revenue may not be sufficient to meet operating product development and other cash flow requirements Sufficient funds

to service our debt and maintain new product development efforts and expected levels of operations may not be available and

additional capital if and when needed by us may not be available on terms acceptable to us If we cannot obtain sufficient capital

on acceptable terms when needed we may not be able to carry out our planned product development efforts and level of operations

which could harm our business

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

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

the financial strength of the gaming industry

consumers willingness to spend money on leisure activities

an outbreak of communicable disease

the timing and introduction of new products and services

the mix of products and services sold

the timing of significant orders from and shipments to customers

product and service pricing and discounts and

the timing of acquisitions of other companies and businesses or dispositions

If we fail to maintain an effective system of internal controls we may not be able to accurately report financial results or

prevent fraud

Effective internal controls are necessary to provide reliable financial reports and to assist in the effective prevention of fraud Any
inability to provide reliable financial reports or prevent fraud could harm our business We must annually evaluate our internal

procedures to satisfy the requirements of Section 404 of the Sarbanes-Oxley Act of 2002 which requires management and auditors

to assess the effectiveness of internal controls If we fail to remedy or maintain the adequacy of our internal controls as such

standards are modified supplemented or amended from time to time we could be subject to regulatory scrutiny civil or criminal

penalties or shareholder litigation

In addition failure to maintain adequate internal controls could result in financial statements that do not accurately reflect our
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flnanial condition There can be no assurance that we will be ableto complete the work necessary tci fully comply with the

requirements of the Sarbanes-Oxley Act or that our management and our independent registered public accounting firm will

continue to conclude that our internal controls are effective

Any unauthorized and potentially improper actions of our personnel could adversely affect our business operating results

and financial condition

The recognition of our revenue depends on among other things the terms negotiated in our contracts with our customers Our

personnel may act outside of their authority and negotiate additional terms without our knowledge We discourage such conduct

but there can be no assuranºe that our policy will be followed Forinstancein the eventthat our sales personnel negotiate terms

that do not appear in the contract and of which we are unaware whether the additional terms are written verbal we ôould be

prevented from recognizing revenue in accordance with our plans Furthermore depending on whenwe learn of unauthorized

actions and the size of transactions involved we may have to -restate revenue for previously reported period which would

seriously harm our business operating results and financial condition

Furthermore certain of our customers and third-party testing laboratories have policies and procedures in place regarding the

shipment and installation of our products If such policies and procedures are-not properly complied with by our personnel we

may experience delay in installation which could result in loss of revenue penalties fines or fees which could adversely

affect our business operating results and financial condition

Our business prospects and future success rely heavily upon the integrity of our employees and executives and the security

of our gaming systems

The integrity and security of our gaming systems are critical to our ability to attract customers and players We strive to set exacting

standards of personal integrity for our employees and for system security involving the gaming systems that we provide to our

customers Our reputation in this regard is an important factor in our business dealings with our current and potential customers

as well as licensing boards For this reason an allegation or finding of improper conduct on our part or on the part of one or

more of our employees that is attributable to us or of an actual or alleged system security defect or failure attributable to us could

have material adverse effect upon our business financial condition results and prospects including our ability to retain existing

contracts or obtain new or renewed contracts

In the event gaming authorities determine that any of our officers directors key employees shareholders or any other

person is unsuitable to act in such capacity we will either be required to terminate our relationship with such person

which termination could have material adverse effect on our business or may not be able to terminate such relationship

whielt could impact our ability to obtain such license or approval

We currently do not have the right to redeem shares of an unsuitable shareholder and finding of unsuitability could have

material adverse effect on our business In somejurisdictions the gaming authority may determine that any of our officers directors

key employees shareholders or any other person is unsuitable to act in such capacity There can be no assurance that we will

obtain all the necessary licenses and approvals or that our officers directors key employees their affiliates and certain other

shareholders will satisf the suitability requirements in each jurisdiction in which we seek to operate The failure to obtain such

licenses and approvals in onejurisdiction may affect our licensure and/or approvals in other jurisdictions In addition significant

delay in obtaining such licenses and approvals could have material adverse effect on our business prospects

We may incur prize payouts in excess of game revenues

Certain of our contracts with our Native American customers relating to certain of our system games provide that our customers

receive on daily basis an agreed percentage of gross gaming revenues based upon an assumed level of prize payouts rather

than the actual level of prize payouts This arrangement can result in our paying our customers amounts greater than our customers

percentage share of the actual win per unit In addition because the prizes awarded in our games are based upon assumptions as

to the number of players in each game and statistical assumptions as to the frequency of winners we may experience on any day

or over short periods of time game deficit where the aggregate amount of prizes paid exceeds aggregate game revenues If

we have to make any excess payments to customers or experience game deficit over any statistically relevant period of time

we are contractually entitled to adjust the rates of prize payout to end users in order to recover any deficit In addition game

deficit generates receivable and we may be unable to offset such receivable against game surplus payable In the future

we may miscalculate our statistical assumptions or for other reasons we may experience abnormally high rates ofjackpot prize

wins which could materially and adversely affect our cash flow on temporary or long-term basis which could materially and

adversely affect our earnings and financial condition

Our games and systems may experience loss based on malfunctions anomalies or fraudulent activities

Our games and systems and games and systems we license or distribute from third parties could produce false payouts as the

result of malfunctions anomalies or fraudulent activities which we may be required to pay We depend on our security precautions

to prevent fraud We depend on regulatory safeguards which may not be available in all jurisdictions or markets to protect us

against jackpots awarded as result of malfunctions anomalies or fraudulent activities There can be no guarantee that regulatory
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salguards in jurisdictions or markets where they do exist will be sufficient to protect us from liabilities associated with

malfunctions anomalies or fraudulent activities

The occurrence of malfunctions anomalies or fraudulent activities could result in litigation against us by our customers based on

lost revenue or other claims based in tort or breach of contract Moreover these occurrences could result in investigations or

disciplinary actions by applicable gaming regulators Additionally in the event of such issues with our gaming devices or software

substantial engineering and marketing resources may be diverted from other areas to rectif the problem

Any disruption in our network or telecommunications services adverse weather conditions or other catastrophic events

in the areas in which we operate could affect our ability to operate our games which would result in reduced revenues and

customer down time

Our network is susceptible to outages due to fire floods power loss break-ins cyberattacks and similarevents We have multiple

site backup for our services in the event of any such occurrence Despite our implementation of network security measures our

servers are vulnerable to computer viruses and break-ins Similar disruptions from unauthorized tampering with our computer

systems in any such event could have material adverse effect on our business operating results and financial condition

Adverse weather conditions particularly floodingtomadoes heavy snowfall and other extreme weather conditions often deter

our customers end users from traveling or make it difficult for them to frequent the sites where our games are installed If any of

those sites experienced prolonged adverse weather conditions or if the sites in Oklahoma where significant number of our

games are installed simultaneously experienced adverse weather conditions our results of operations and financial condition

would be materially and adversely affected

We are parties to certain agreements that could require us to pay damages resulting from loss of revenues if our systems are not

properly functioning or as result of system malfunction or an inaccurate pay table In addition our agreement with the New
York State Division of the Lottery permits termination of the contract at any time for failure by us or our system to perform

properly Furthermore if we do not meet contract deadlines or specifications we may need to renegotiate contracts on less

favorable terms be forced to pay penalties or liquidated damages or suffer major losses if the customer exercises its right to

terminate In addition if we fail to meet the terms specified in those contracts we may not realize their full benefits Failure to

perform under this contract or similar contracts could result in substantial monetary damages as well as contract termination Our

results of operations are dependent on our ability to maximize our earnings from our contracts

Worsening economic conditions may adversely affect our business

The demand for entertainment and leisure activities tends to be highly sensitive to consumers disposable incomes and thus

decline in general economic conditions or an increase in gasoline prices may lead to our end users having less discretionary income

with which to wager This situation could cause reduction in our revenues and have material adverse effect on our operating

results The gaming industry is currently experiencing period of reduced demand If as result of deteriorating economic

conditions fewer people frequent our customers facilities or if amounts spent per person in our customers facilities are reduced

from historical levels our business could be materially and adversely affected Additionally decline in general economic

conditions might negatively impact our customers abilities to pay us in timely fashion Our customers failures to make timely

payments could result in an increase in our provision for bad debt

Current environmental laws and regulations or those enacted in the future could result in additional liabilities and costs

The manufacturing of our products may require the use of materials that are subject to variety of environmental health and safety

laws and regulations Compliance with these laws could increase our costs and impact the availability of components required to

manufacture our products Violation of these laws may subject us to significant fines penalties or disposal costs which could

negatively impact our results of operations financial position or cash flows

Our ability to recognize revenue at the time of sale and delivery is dependent upon obtaining Vendor Specific Objective

Evidence VSOE for products yet to be delivered or services yet to be performed

We believe future transactions with both existing and future customers may be more complex than transactions entered into

currently As result we may enter into more complicated business and contractual relationships with customers which in turn

can engender increased complexity in the related financial accounting Legal and regulatory uncertainty may also affect our ability

to recognize revenue associated with particular project and therefore the timing and possibility of actual revenue recognition

may differ from our forecast

The ability of the Board of Directors to issue preferred stock or anti-takeover provisions of Texas law and our governing
documents could discourage merger or other type of corporate reorganization or change in control even if it could be

favorable to the interests of our shareholders

Our Board of Directors has the authority to issue 2000000 shares of preferred stock and determine the terms of such preferred

stock without shareholder approval While we currently do not have any preferred stock issued and our Board of Directors has no
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current plans agreements or commitments to issue any shares of preferred stock the issuance of such preferred stock may delay

defer or prevent change in control because the terms of any issued preferred stock could potentially prohibit our consummation

of any acquisition reorganization sale of substantially all of our assets liquidation or other extraordinary corporate transaction In

addition the issuance of preferred stock could have dilutive effect on our shareholders and affect the price of our common stock

Other provisions ofTexaslaw-andour Articles of Incorporation and Bylaws may have the effect of delaying or preventing change

in control or acquisition whether by means of tender offer business combination proxy contest or otherwise Our ArtIcles of

Incorporation and Bylaws include purported limits on shareholder action by written consent in lieu of meeting and certain

procedural requirements governing the nomination of directors by shareholders and shareholder meetings These provisions could

have the effect of delaying or preventing change in control

ITEM lB Unresolved Staff Comments

None

21

LT-00804866



1FM2 Poperlies

do rot owr any eal pronerty As of September 2010 we are unde contrac for the fo owing leases and we believe the

1w lities suitable busi iess and adequate for ou rent and near$erm eds

Square Feet Monthly Rent Expsratioi Date

Austin Tas
porate lices 31 022 82 210

Thnsber2O Jirie 201 for
55140 14400sf

1sdsOkWien

Ware ise 7784 April 2012

War house 13 20 October 2010

Kent ash ngteu

Warefouse 14 400 606 August 2011

bany Nev York

Office Space 2708 982 December 2017

Schenectady YorJ

Office Space December 20

Sr ran Minnesota

Oftce/Viarehouse 000 00 February 2011

texico City Mexico

Off eTWa ehouse/ ra ling Cer er 68 Jan ary 20

Offi 807 38 ebriay20l

is ease was no renewed after the exp atro date

JEM egaI PoceeJg

orrpa sa artytovario smaterial legal proceedirgs wcha CS rbed iNtc Comu er sand otngenc
Pa IVo sR po and ncorporated by refcre ice ir tI is tern We are su ect to itigation fro lire to tare ir the orth ry

ou busi iess as well as itigation to whir are not part hat may estab ish laws thrt affe tour buness

ITEV Submisskn of Ma ers Vte f5ecurzt es Holders

No matter was ubmitte to vote of security holders dur ng th fourth quarter of fisc 20 covered by report irough the

so1rc at or of pr xies or rwrse

LT-00804867



PARI IL

TEM rketfo Regist an Common Lquzty Related ockho der fatters and Issuer Par base of Equity Securite

reommoistockistrad dontieNASDAQGoba lectMarkeorl SDQ undc thesynbolM jAM Th ol vng
ables rtf thc uare1yhgiandI lo gsa1cpricspers in ofoircor nor soc asreported SDAQ oreach

quarto ig tie art wo frs aI oars

Fis Quarte ______________

rsQacr 63 491

Second Quarter 90

Th uatn 49I

FrurthQuater 446 49

rstQ inter 467

Secord Quarter

fur Quart 20

Fond Quatn 97 452

rewcreapnroxmatcLy5 dnso dofourcorrmonstockasofDec in cr2010

Thererereru Fare eon chased rngt ear cdSeo ib r30 201 OuDc cnib 20l0veanrunced Fa theBoard

Di ec autliorizcd tiare epur luase program d1owink for tic repu cuasc up to mit four con mon siocn nyc

tFe ucx yca Is of Decenber 72 10 our age ITad purchased 59300 sharus on our beha

Fa re er cc rod or paid iy ash ir cor ock in erd in or ear ii ig fi growth and

os Iopneit orbu ack tock herefore do not cipa on au euds oio corimon stock tic rse

utu ur cdi Agic tntrcst fepiyrcntof tvidcrdsar uy cc art Tort aryd dndsonoorco rioi

noV on cat th discre on four Boar Direct rs su to th erms of or Cr dit Akrec ic our fira ia on ft

capi tO ii spoc and nih ía ors red it Sco ft cuss or the no Pa

lie Managein it Discr or and Ano Iv rs na di no nd osr Ii Ope zor uzdit ard

LT-00804868



Eq ity Compensatior Plar Information as of September 30 20

Number of

securities

ema mug
availab for

future issua ice

ider

Nuirber of
eq ity

securitc to Weigh ed co rpcnsatior
bc issued upon average plans exe uding

ercise eve ise rrce of securties

of outst nding outsta ding rc%ec ed in

opt ons ptions th first co in
Plai atcgor SI

Equity comp nation pla

pprovedby cc yholders 55 232 06

Equity cur ipensatio plar

no anproved by securIty Iders 60 000 S95
Iotiil

_________________________ 6384 385 553 232 406

St ek liars red euss un de led ide ART Ii IS bits ard ii al Sta em Sehed ins ISo Sh ml drs Eqs
On Mar Multuredi thames nso dat Ecu turn Uv Plan tt-e or dated sna approv pan areho de

Co so dat dl is comp ad of st-a nsa rad men se unde cc tan ci the Co sspan tor ornpn atio1 selud an

tipersatirn plan no approved by the Co haret-olders

The ub rot corn nsa alabletonitit su reepur ua Ito or dPIa eua Fei tialr irrber 1st-ares ipp oved ythethrmla
St reh dders plus he anourtfe issnon lares subj etto outs ndu gasnards un en am of Corn nv pm or qu corn sat cap ar ia sp

in ad me cane led itt-out avon be exemc se set Ic in ul

LT-00804869



Performance Graph The following graph depicts our total return to shareholders from September 30 2005 through September 30

2010 relative to the perfonnance ofi the NASDAQ Composite Index and ii stock in selected peer group index or the Peer

Group The Peer Group consists of Progressive Gaming International Corp formerly Mikohn Gaming Corp IGT WMS Bally

and Shuffle Master Inc All indices shown in the graph have been reset to base of 100 as of September 30 2005 and assume an

investment of $100 on that date and the reinvestment of dividends paid since that date Multimedia Games has never paid dividend

on its common stock The stock price performance shown in the graph is not necessarily indicative of future price performance

COMPARISON OF YEAR CUMULATIVE TOTAL RETU
Among Multimedia Games Inc the NASDAQ Composite Index

anda Peer Group
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$160-

$140-

$12 ..-
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0- Itdthuedia Gamee Inc IIASDAG Composite ---0---- Peer Group

1100 invested onti/30dSin dod orindex including reinement ofd/sdends

Finest yeendingSeptenber30

9/05 9/06 9/07 9/08 9/09 9/10

Multimedia Games Inc 62.65 58.58 54.97 27.94 33.03 38.11

NASDAQComposite 113.78 121.50 143.37 109.15 112.55 112.86

Peer Group 80.83 117.83 130.04 64.38 85.48 81.31
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ITEM Selected Financial Data

The following selected financial data are derived from our Conso1idatedFirlancial Statements The data below should be read in

conjunction with our Consolidated Financial Statementsand Notes thereto contained imPart IV Item 15 Exhibits and Financial

Statement Schedules Risk Factors contained in Item IA of this Report and Managements Discussion and Analysis of Financial

Condition and Results of Operations contained in Item 7ofthisReport

Years Ended September 30

ousólidated Iflcome

Statement Data

Revenues

Operating income loss

Net income loss

Earnings loss per
share

2010

117936

2629

0.10

0.09

47207

186094

44612

114597

Basic

Diluted

Consolidated Balance Sheet

Data

Working capital deficit

Total assets

Long-term obligations

Total stockholders equity

11

2009 2008 2007 2006

In thoàada ecept per-share aniottats

127152 131132 121917 145112

203 L4 589 7502

44778 378 744 3532

1.67 0.01 0.03 0.13

1.67 0.01 0.03 0.12

28700 26573 2262 5835
215620 276940 256269 268541

75039 86 82412 47243

107455 150732 147809 167945
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ITEM Managements Di.scussion andAnalysis of .i rnclaJ Condition and Results of Operations

The following Managements Discussion andAnalysis and Results of Operations is intended to enhance an understanding of our

operations and current business environment and should be read inponj unction with Item Business and the Consolidated

Financial Statements and Notes thereto included in Part IV Item 15 -Exhibits and Financial Statement Scheduleg of this

Report This discussion and analysis also contains forward-looking statements and should also be read in conjunction with the

disclosures and information contained in the Cautionary Note and Item JA Risk Factors included elsewhere in this Report

Overview

We derive the majority ofour gaming revenues from participatipn revenue share agreements Under our participation

agreements we place player terminals and systems along with our proprietary and other licensed game content at customers

facility in return for share of the revçnues that these terminals and systems generate As of September 302010 we have 13032

gaming units in operation domestically and internationally which arçinstalled pursuant to revenue share arrangements TO lesser

extent we generate revenues from the sale of gaming units and systems though we are expanding our use of for-sale revenues as

we expand into additional gaming jurisdictions and into other segments of the gaming market We also generate revenues by

supplying the central determinant system for approximately 12500 video lottery terminals installed at racetracks in the State of

New York and operated by the New York State Division of the Lottery

Results of Operations

The following tables set forth our end-of-period installed base of player terminals as of September 30 2010 2009 and 2008

At September 30 At September 30

End-of-period installed player terminal base 2010 2009 change 2009 2008 change

Oklahoma 7047 7093 0.6% 7093 670k 5.7

Mexico 4784 5401 l.4% 5401 5133 5.2

Alabamao 114 2318 95.l% 2318 2279 1.7

Other 1087 1340 l8.9% 1340 1757 23.7%

Total particiaption units 13032 16152 16152 15877

See Note 15 of the Notes to Consolidated Financial Statements Due to regulatory uncertainty in the State of Alabama all of the charitable bingo facilities

were voluntarily closed by our Alabama customers and if these facilities continue to remain closed additional write-down of assets currently dedicated to

the Alabama market may need to be taken and may adversely impact our financial position and results of operations
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Financial $tatemcnts

Other gaming operations revenue relates to participation revenue from other states including Washington Wisconsin

Texas New York Minnesota Kansas California and Rhode Island Gaming revenue from these states combined

was $11.4 million in 2010 compared to $13.0 million during 2009 12.6% decrease The end of period unit count

for these states decreased to 1087 in 2010 from 1340 in 2009 18.9% decrease primarily due to the discontinuation

of Class II game and the loss of one site Other gaming operations revenue includes back office fees for system

installations of $4.4 million and $3.3 million in 2010 and 2009 respectively The gaming revenue increase primarily

relates to greater number of units from player terminal sales on which we receive back office fees

Gaming Operations Lottery

Revenues from the New York Lttery system increasçd $269000 or 3.6% to $7.8 million in 2010 from $7.6 mill jon

in 2009 Currently eight of the nine planned racetrack casinos are operating with approximately 12500 total

terminals The increase is attribu able to increased activity within the New York Lottery system

Gaming Equipment and System Sales Player Terminal and Equipment Sales

Player terminal and equipment sales were $18.1 million for 2010 compared to $13.7 million for 2009 an increase

of $4.4 million or 32.8% Player terminal sales for 2010 were $13.2 million on sales of 930 new proprietary units

compared to $6.3 million on sales of 651 third party units in 2009 Gaming equipment sales were $3.3 million and

$2.7 million in 2010 and 2009 respectively Player terminal and equipment sales also include $1.4 million and $4.6

million related to deferred revenue recognized during 2010 and 2009 respectively due to contract amendments or

final delivery of remaining obligations

Gaming Equipment and System Sales Systems and Licensing

Systems and licensing sales revenue was $5.2 million in 2010 and $3.6 million in 2009 Systems and licensing

revenue for 2010 relates to $2.6 million of systems and garde themes sold in prior periods being amortized to

revenue from deferred revenue due to contract amendments or final execution of deliverables ii system sale of

$1.0 million and iii$1.2 million of licenses associated with the player terminal sales during the period Systems

and licensing revenue in 2009 relates to $1.9 million in system and license sales sold in prior periods being

amortized to revenue from deferred revenue over the contract period ii $899000 of licenses associated with game

changes and iii$762000 of game themes sold related to third party units

Cost of Revenues

Total cost of revenues which includes cost of gaming equipment and system sales and royalty fees increased $2.1

million or 18.6% to $13.4 million in 2010 from $11.3 million in 2009 Costs of revenues related to playerterminal

sales were $6.9 million and $4.7 million in 2010 and 2009 respectively Other cost of revenues and royalty fees

were $2.3 million and $2.1 million for 2010 and 2009 Cost of revenues in 2010 also includes $2.8 million of costs

of prior period shipments being amortized from deferred revenue over the contract period and $1.2 million related

to the sale of gaming equipment during the period Cost of revenues in 2009 also includes $3.2 million of costs of

prior period shipments being amortized from deferred revenue over the contract period and $1.3 million related to

the sale of gaming equipment during the period

Selling General and Administrative Expenses

Selling general and administrative expenses decreased $5.2 million or 8.2% to $58.6 million in 2010 from $63.8 million

in 2009 This decrease was primarily result of $2.5 million decrease in repairs and maintenance ii $1.6 million

decrease in accounting fees and contract labor iii $400000 decrease in rent iv $400000 decrease in telephone

$240000 decrease in stock compensation expense
and vi $251000 decrease in other taxes and licenses

Write-off reserve impairment and settlement charges

Write-off reserve impairment and settlement charges decreased $14.8 million or 74.7% to $5.0 million in 2010 compared

to $19.8 million The charges in 2010 consisted of $3.1 million of reserves and impairment charges for note receivable and

installation and other costs within the State of Alabama due to the voluntary closing of facilities by our Alabama customers

caused by regulatory changes in the state and $1.9 million of write-offs of patents and trademarks and prepaid loan fees

and reserve for sales and use taxes The 2009 charges consisted of $8.2 million in litigation costs ii $1.2 million in
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severance expense iii $4.7 million in inventoty write-offs and iv $5.7 million in facility installation costs capitalized

software patents and scrapped units

Amortization and Depreciation

Amortization expense
decreased $li million or 26.7% to $3.5 million in 2010 compared to $4.8 million In 2009

Depreciation expense decreased $8.1 million or 14.5% tó$48 million in 2009 from $56.2 million in 2009 primarily due

to decrŁasØin the number of third party units purchasedduring 2010

Other Income and Expense

InteEest income decreased 25.4% to $3.6 million in 2010 fràm $48 million in 2009 due to decreas iii imputed interest

resulting from the collection of notes receivable under certaih development agreements Notes receivable balances related to

development agreements with customer for which we impute interest were $39.4 millionas of September 302010 compared

to $54.9 million as of September 30 2009 During fiscal 2010 we recognized imputed interest of $3.2 million relating to

development agreements with an imputed interest rate range of 5.25% to 9.00% compared to $4.3 million in fiscal 2009

Interest expense decreased $2.1 million or 1.0% to $4.6 million in 2010 from $.6 million in 2009 primarily due to

decrease in amounts outstanding under our Credit Agreement

Other expense was $119000 for the year ended September 302010 compared to $210000 for the year endçd September 30
2009 Other expense resulted from losses incurred on foreign currency transactions as result ofthe strengthening U.S dollar

Income tax decreased to benefit of $14.4 million for 2010 compared to $14.0 million expense for 2009 These figures represent

an effective tax rate of 122.0% and 45.4% for fiscal 2010 and 2009 respectively In 2010 the Company identified that certain

intangible assets were being depreciated for tax purposes over longer period than required by IRS guidelines As result the

Company elected under certain automatic procedures to make method change to reduced the lives of the assets from 15 years

to the appropriate life generally to years for tax purposes As result of this method change the Company recorded

cumulative catch up adjustment for tax depreciation which resulted in significant tax loss for the year ended September 30
2010 Correspondingly the valuation allowance previously recorded on deferred tax assets decreased by approximately $10.3

million which was primarily associated with the depreciation method change as well as results of operations

As of September 30 2010 management considered the likelihood of realizing the future benefits associated with the Companys

existing deductible temporary differences and carryforwards As result of this analysis and based on the current year pre-tax

loss and cumulative loss in the prior three fiscal years management determined that it is not more likely than not that the future

benefit associated with all of the Companys existing deductible temporary differences and carryforwards in the U.S and Mexico

will be realized As result the Company maintained valuation allowance against all of its remaining deferred tax assets

The Financial Accounting Standards BoardFASB has issued Accounting Standard CodificationASC Topic 740 Income

Taxes formerly issued as FASB Interpretation No 48 or FIN 48 Accounting for Uncertainty in Income Taxes an interpretation

of Statement of Financial Accounting Standards SFAS No 109 Accounting for Income Taxes to clari1 the accounting for

uncertainty in income taxes recognized in an enterprises financial statements ASC Topic 740 also prescribes recognition threshold

and measurement attribute for the financial statement recognition and for the measurement of tax position taken or expected to

be taken in tax return The FASB standard also provides guidance on derecognition classification interest and penalties

accounting in interim periods disclosure and transition We adopted ASC Topic 740 in the first quarter of fiscal 2008 and recorded

liability of $295000 in the first quarter of fiscal 2008 related to uncertain tax positions This reserve was charged to Retained

Earnings During the fiscal year ended September 30 2010 management increased the liability related to uncertain tax positions

for an additional tax uncertainty as well as an estimated interest amount The liability related to uncertain tax positions was also

reduced during the year for previously recognized uncertainty that has been audited and settled The resulting liability related

to uncertain tax positions at September 30 2010 was approximately $320000

Fiscal 2009 Compared to Fiscal 2008

Total revenues for 2009 were $127.2 million compared to $131.1 million in 2008 $4.0 million or 3.0% decrease

Gaming Operations Participation revenue

Oklahoma gaming revenues were $67.8 million in 2009 compared to $71.8 million in 2008 decrease of $4.1

million or 5.7% Oklahomas end of period unit count as of 2009 was 7093 compared to 6708 as of 2008 385

unit or 5.7% increase The decrease in revenue is from conversion of our Class II products to our Class III products

for which we receive lower percentage of revenue and thus lowering our gaming revenue from 2008 to 2009
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Revenues from the Mexico bingo market were $9.8 millionin 2009 and $10.0 million in 2008 decrease of $203000

or 2.0% In 2009 we had installed player terminals at 27 bingo parlors in Mexico compared to 5133 terminals

installed-at 22 bingo parlors in 2008 The decrease in revenue relates to reduction in the win per unit in Mexico

due to an increase in competition into the major Mexico markets

Alabama gaming revenues decreased $4.7 million or 33.7% to $9.2 million in 009 compared to $13.8 million

in 2008 The decrease in revenue is primarily attributable to competitive factors and to lesser extent economic

factors Competitive factors would include but are not limited to significant increase of competitor units added

to the gaming floor of our largest charity operation players reward programs not offered on our player terminals

and location of our player terminals on the gaming floor

Other gaming operations revenue relates to participation revenue from other states including Washington Wisconsin

Louisiana Texas New York California and Rhode Island and Malta Gaming revenue from these states combined

was $13.0 million in 2009 compared to $17.0 million in 2008 $4.0 million23.3% decrease The end of period unit

count for these states decreased to 1340 in 2009 from 1757 in 2008 Other gaming operations revenue includes

back office fees for system installations of $3.3 million and $3.6 million in 2009 and 2008 respectively

Gaming Operations Lottery

Revenues from the New York Lottery system increased $560000 or 8.0% to $7.6 millionin 2009 from $7.0 million

in 2008 At September 30 2009 eight of the nine planned racetrack casinos were operating with

approximately 12500 total terminals The increase is attributable to increased activity within the New York Lottery

system

Gaming Equipment and System Sales Player Terminal and Equipment Sales

Player terminal and equipment sales were $13.7 million for 2009 compared to $8.3 million for 2008 an increase of

$5.4 million or 63.9% Player terminal sales for 2009 were $6.3 million on sales of 65 ithird party units compared

to $7.5 million on sales of 569 third party units in 2008 Gaming equipment sales were $2.7 million and $617000

in 2009 and 2008 respectively Player terminal and equipment sales also include $4.6 million and $182000

respectively related to deferred revenue recognized during 2009 and 2008 due to sold in prior periods being amortized

to revenue over the contract period

Gaming Equipment and System Sales Systems and Licensing

Systems and licensing sales revenue was $3.6 million in 2009 and $1.6 million in 2008 Systems and licensing

revenue in 2009 relates to $1.9 million in system and license sales sold in prior periods being amortized to revenue

from deferred revenue over the contract period ii $899000 of licenses associated with game changes and iii

$762000 of game themes sold in related to third party units System and licensing revenue in 2008 relates to

$1.0 million associated with game changes ii $494000 for one system and iii $118000 from the sale of third

party units

Cost of Revenues

Total cost of revenues which includes cost of gaming equipment and system sales and royalty fees increased $6.3

million to $11.3 million in 2009 from $5.0 million in 2008 Costs of revenues related to player terminal sales were

$4.7 million and $3.4 million in 2009 and 2008 respectively Other costs of revenues and royalty fees were $2.1

million and $775000 for 2009 and 2008 Cost of revenues for 2009 also includes $3.2 million of costs of prior

period shipments being amortized from deferred revenue over the contract period and $1.3 million related to the

sale of gaming equipment during the period Costs of sales for 2008 also includes $271000 related to sale of gaming

equipment and $400000 related to systems and license sales

Selling General and Administrative Expenses

Selling general and administrative expenses decreased $2.7 million or 4.1% to $63.8 million in 2009 from $66.5 million

in 2008 The decrease was primarily result of Salaries and wages and employee benefits of $1.1 million and travel and

entertainment of$l.4 million
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WrUe-off reserve impairment and settlement charges

Write-off reserve impairment and settlement charges for 2009 were $19.8 million an increase of $14.1 million from $5.7

million in 2008 The 2009 charges consisted of $8.2 million in litigation costs ii $1.2 million in severance expense iii

$4.7 million in inventory write-offs and iv $5.7 million in facility install costs capitalized software patents and scrapped

units Charges in 2008 were $5.7 million which consisted of $2.9 million reserve for 3rd party licenses ii $2.4 million

reserve for 3rd party cabinets and other inventory and iii$530000 of patent and trademarks scrap and goodwill

Amortization and Depreciation

Amortization expense increased $80000 or 1.7% to $4.8 million in 2009 compared to $4.7 million in 2008 Depreciation

expense increased $8.2 million or 17.1% to $56.2 million in 2008 from $48 million in 2008 primarily as result of placing

newer player terminal units in service

Other Income and Expense

Interest income decreased 4.9% to $4.8 million in 2009 from $5.0 million in 2008 due to decrease in imputed interest

resulting from the collection of notes receivable under certain development agreements Notes receivable balances related to

development agreements with customer for which we impute interest were $54.9 million as of September 302009 compared

to $72.7 million as of September 30 2008 During fiscal 2009 we recorded imputed interest of $4.3 million relating to

development agreements with an imputed interest rate range of 5.75% to 9.00% compared to $4.3 million in fiscal 2008

Interest expense decreased $2.1 million or 23.8% to $6.6 million in 2009 from $8.7 million in 2008 primarily due to

decrease in amounts outstanding under our Credit Agreement The balance of the Credit Agreement decreased $12.0 million

or 13.8% to $75.0 million from $87.0 million as of September 30 2008

Other income and expense was an expense of $212000 for the year ended September 30 2009 compared to income of

$3.2 million for the year ended September 30 2008 Other expense in 2009 primarily resulted from losses incurred on

foreign currency transactions as result of the strengthening U.S dollar Other income in 2008 consisted primarily of

distributions from partnership interest accounted for on the cost basis method in fiscal 2008 The last distribution from

this partnership was received in early Fiscal 2008 No additional distributions are expected from this partnership interest

Income tax expense increased to $14.0 million for 2009 compared to $302000 for 2008 These figures represent effective tax

rates of 45.4% and 44.4% for fiscal 2009 and 2008 respectively The 2009 income tax expense was primarily attributable to

valuation allowance placed on deferred tax assets

Recent Accounting Pronouncements Issued

In October 2009 FASB issued ASU No 2009-13 Revenue RecognitionTopic 605 Multiple-Deliverable Revenue

Arrangements and ASU No 2009-14 SoftwareTopic 985 Certain Revenue Arrangements that Include Software Elements

both consensus of the FASB Emerging Issues Task Force ASU No 2009-13 establishes the accounting and reporting guidance

for arrangements under which the vendor will perform multiple revenue-generating activities specifically how to separate

deliverables and how to measure and allocate arrangement consideration to one or more units of accounting ASU No 2009-14

affects vendors that sell or lease tangible products in an arrangement that contains software that is more than incidental to the

tangible product as whole and clarifying what guidance should be used in allocating and measuring revenue Upon adoption of

these standards company can recognize revenue on delivered elements within multiple elements arrangement based upon

estimated selling prices which is departure from previous guidance These standards are required to be implemented by October

2010 we will adopt these provisions in the first quarter of 2011
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2009 as compared to net increase in borrowings of $4.4 million in 2008

Our capital expenditures for the next twelve months will depend upon the number of new player terminals that we are able to

place into service at new or existing facilities and the actual number of repairs and equipment upgrades to the player terminals

that are currently in the field We will continue to offer games developed by us as well as games from third parties in an attempt

to optimize the balance between our Class III and Class II product

In 2009 we fulfilled commitment to significant existing tribal customer to provide approximately 43.8% or $65.6 million

of the total funding for facility expansion Because of our commitment to fund the expansion we secured the right to place an

additional 1400 gaming units in the expanded facility in southern Oklahoma We recorded all advances as note receivable and

imputed interest on the interest free loan The discount imputed interest was recorded as contract rights and will be amortized

over the life of the agreement The repayment period of the note will be based on the performance of the facility As of September 30

2010 we had installed the additional 1400 units in the expanded facility During 2010 the tribal customer repaid $14.6 million

of the balance thus the balance as of September 30 2010 was $37.9 million

In addition the Company funded through development or placement fee agreements four additional facilities in 2010 in the amount

of $7.0 million The development agreement funded amount of$ 1.5 million is expected to be repaid to the Company from excess

sales proceeds after giving effect to the revenue share arrangement

We believe that our existing cash and cash equivalents cash provided from our operations and amounts available under our Credit

Agreement can sustain our current operations however our performance and financial results are to certain extent subject to

general conditions in or affecting the commercial and Native American gaming industry and to general economic political

financial competitive and regulatory factors beyond our control See Item IA Risk Factors and Note 11 to our Consolidated

Financial Statements Commitments and Contingencies If our business does not continue to generate cash flow at current levels

we may need to raise additional financing or renegotiate terms of our existing Credit Agreement Sources of additional financing

might include additional bank debt or the public or private sale of equity or debt securities subject to the terms of our Credit

Agreement Sufficient funds however may not be available on terms acceptable to us or at all from these sources or from any

other source to enable us to make necessary capital expenditures and to make discretionary investments in the future

Off Balance Sheet Arrangements

At September 30 2010 we had no off balance sheet arrangements

Credit Agreement On April 27 2007 certain of our subsidiaries entered into credit agreement with Comerica Bank the Credit

Agreement to provide us with $150 million credit facility which replaced our previous credit facility in its entirety On

October 26 2007 we amended the Credit Agreement and transferred portion of the revolving credit commitment to fully

funded term loan The term loan is amortized at an annual amount of 1% per year payable in equal quarterly installments beginning

January 2008 with the remaining amount due on the maturity date We entered into second amendment to the Credit Agreement

on December 20 2007 The second amendment extended the hedging arrangement date related to portion of the term loan to

June 2008 and ii modified the interest rate margin applicable to the Credit Agreement On July 22 2009 we entered into

third amendment to the Credit Agreement which amended certain covenants reduced the total borrowing capacity of the Credit

Agreement to $125 million $65 million under the revolving credit commitment and $60 million under the term loan from the

previous total borrowing capacity of $150 million and agreed to LIBOR floor of 2%

On April 2010 we entered into fourth amendment to the Credit Agreement which removed the requirement to maintain

minimum Consolidated EBITDA earnings before net interest expense taxes depreciation and amortization and accretion of

contract rights ii amended the consolidated total leverage ratio to ratio of not greater than 1.50 to 1.00 iiireduced the total

borrowing capacity of the Credit Agreement by reducing the revolving commitment of the credit facility from $65 million to $45

million and the term loan from $60 million to $45 million and iv amended the definition of Consolidated EBITDA to include

any extraordinary unusual or non-cash non-recurring expenses or losses including whether or not otherwise includable as

separate item in the Consolidated Statement of Operations for such period losses on sales of assets outside the ordinary course

of business of up to $10 million commencing June 30 2010 As result of this amended definition of Consolidated EBITDA

in the fourth amendment commencing June 30 2010 we modified its calculation of Adjusted EBITDA Adjusted EBITDA is

presented and reconciled to EBITDA and Net Income/Loss and Adjusted EBITDA continues to be the basis for which compliance

with number of covenants will be determined including certain ratios
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Beginning June 30 2010 the calculation of Adjusted EBITDA is as follows

Consolidated net income or loss

Income tax benefit

Interest expense

Depreciation and amortization expense

Accretion of contract rights

Non-cash expense related to stock compensation

Extraordinary unusual or non-cash non-recurring expenses or losses up to $10 million

Non-cash income items

Extraordinary income or gains

There are no items included in the calculation of Adjusted EBITDA that were not previously agreed to as part of the amendments

to the Credit Agreement

We account for amendments or changes to our Credit Agreement in accordance with ASC 470-50-40-21 Modifications and

exchanges of line of credit or revolving debt arrangements Based on the requirements of ASC 470-50-40-21 we wrote-off

$381000 during 2010 related to unamortized deferred costs of the original Credit Agreement and subsequent amendments The

remaining deferred costs of approximately $798000 in addition to the approximately $284000 of costs related to the fourth

amendment will be amortized over the remaining term of the Credit Agreement

The Credit Agreement is collateralized by substantially all of our assets and also contains financial covenants as defined in the

agreement As of September 30 2010 we are in compliance with the loan covenants The Credit Agreement requires certain

mandatory prepayments be made on the term loan from the net cash proceeds of certain asset sales and condemnation proceedings

in each case to the extent not reinvested within certain specified time periods in the replacement or acquisition of property to

be used in its businesses

The Credit Agreement provides us with the ability to finance development and placement fee agreements and acquisitions and

working capital for general corporate purposes Advances under the revolving credit commitment and the term loan mature on

April 272012 and bear interest at the Eurodollar rate plus the applicable spread tied to various levels of interest pricing determined

by total debt to EBITDA

As of September 30 2010 the $44.6 million under the term loan bore interest at 6.5%

Stock Repurchase Authorizations

During fiscal 20102009 and 2008 we did not repurchase any shares of our common stock On December 32010 we announced

that the Board of Directors authorized share repurchase program allowing for the repurchase of up to $15 million of our common

stock over the next three years As of December 2010 our agent had purchased 59300 shares on our behalf

Stock-Based Compensation

At September 30 2010 we had approximately 6.4 million stock options outstanding with exercise prices ranging from

$1.61 to $18.71 per share At September 30 2010 approximately 3.7 million of the outstanding stock options were exercisable

During fiscal 2010 stock options to purchase 1.4 million shares of common stock were granted at weighted average exercise

price of $4.08 and we issued 402000 shares of common stock as result of stock option exercises with weighted average

exercise price of $2.52

Critical Accounting Policies

We prepare our consolidated financial statements in conformity with accounting principles generally accepted in the United States

As such we are required to make certain estimates judgments and assumptions that we believe are reasonable based on the

information available These estimates and assumptions affect the reported amounts of assets and liabilities at the date of the

financial statements and the reported amounts of revenues and expenses during the periods presented There can be no assurance

that actual results will not differ from those estimates We believe the following represent our most critical accounting policies
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Management considers an accounting estimate to be critical if

It requires assumptions to be made that were uncertain at the time the estimate was made Critical Assumption

and

Changes in the estimate or different estimates that could have been selected could have material impact on our

consolidated results of operation or financial condition Critical Assumption

Revenue Recognition As firther discussed in the discussion of our Revenue Recognition policy in Note of our Consolidated

Financial Statements revenue from the sale of software is accounted for under ASC Topic 985 Software formerly Statement

of Position 97-2 Software Revenue Recognition and its various interpretations If Vendor-Specific Objective Evidence or

VSOE of fair value does not exist the revenue is deferred until such time that all elements have been delivered or services have

been performed If any element is determined to be essential to the function of the other revenues are generally recognized over

the term of the services that are rendered In those limited situations where VSOE does not exist for any undelivered elements of

multiple element arrangement then the aggregate value of the arrangement including the value of products and services delivered

or performed is initially deferred until all hardware and software is delivered and then is recognized ratably over the period of

the last deliverable generally the service period of the contract Depending upon the elements and the terms of the arrangement

we recognize certain revenues under the residual method Under the residual method revenue is recognized when VSOE of fair

value exists for all of the undelivered elements in the arrangement but does not exist for one or more of the delivered elements

in the arrangement Under the residual method we defer the fair value of undelivered elements and the remainder of the arrangement

fee is then allocated to the delivered elements and is recognized as revenue assuming the other revenue recognition criteria are

met

Assumptions/Approach Used The determination whether all elements of sale have VSOE is subjective measure where we have

made determinations about our ability to price certain aspects of transactions

Effect if Different Assumptions Used When we have determined that VSOE does not exist for any undelivered elements of an

arrangement then the aggregate value of the arrangement including the value of products and services delivered or performed

is initially deferred until all hardware and software is delivered and then is recognized ratably over the period of the last deliverable

generally the service period of the contract The deferral of revenue under arrangements where we have determined that VSOE

does not exist has resulted in $4.6 million being recorded as deferred revenue at September 30 2010 If we had made alternative

assessments as to the existence of VSOE in these arrangements some or all of these amounts could have been recognized as

revenue prior to September 30 2010

Share-Based Compensation Expense We recognize compensation expense for all share-based payments granted after

October 2005 and prior to but not yet vested as of October 2005 in accordance with ASC Topic 718 Compensation-Stock

Compensation and ASC Subtopic 505-50 Equity-Based Payments to Non-Employees formerly SFAS 123R Share-Based

Payments Under the fair value recognition provisions of ASC Topic 718 and Subtopic 505-50 we recognize share-based

compensation net of an estimated forfeiture rate and only recognize compensation cost for those shares expected to vest on

straight-line basis over the service period of the award

Assumptions/Approach Used Determining the appropriate fair value model and calculating the fair value of share-based payment

awards requires the input of highly subjective assumptions including the expected life of the share-based payment awards and

stock price volatility Management determined that volatility is based on historical volatility trends In addition we are required

to estimate the expected forfeiture rate and only recognize expense for those shares expected to vest If our actual forfeiture rate

is materially different from our estimate the share-based compensation expense could be significantly different from what we

have recorded in the current period

Effect if Different Assumptions Used The assumptions used in calculating the fair value of share-based payment awards along

with the forfeiture rate estimation represent managements best estimates but these estimates involve inherent uncertainties and

the application of managements judgment As result if factors change and we use different assumptions our stock-based

compensation expense could be materially different in the future

Property and Equipment and Leased Gaming Equipment Property and equipment and leased gaming equipment is stated at

cost The cost of property and equipment and leased gaming equipment is depreciated over their estimated useful lives generally

using the straight-line method for financial reporting and regulatory acceptable methods for tax reporting purposes Player terminals

placed with customers under participation arrangements are included in leased gaming equipment i.e rental pool deployed

Leased gaming equipment also includes pool of rental terminals that have previously been placed in the field under participation

arrangements but are currently back with us being refurbished and/or awaiting redeployment i.e rental pool undeployed

Routine maintenance of property and equipment and leased gaming equipment is expensed in the period incurred while major
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component upgrades are capitalized and depreciated over the estimated useful life Critical Assumption of the component

Sales and retirements of depreciable property are recorded by removing the related cost and accumulated depreciation from the

accounts Gains or losses on sales and retirements of property are reflected in our results of operations

For impairment analysis purposes the Companys rental pooi is viewed as fungible pool of assets including assets in both rental

pool-deployed and rental pool-undeployed In order to determine whether these assets are impaired the net book value of the

rental pool was compared-to an estimate of future net cash flows from all existing facilities The primary assumption used in

determining future cash flows is our estimate of future undiscounted revenue In addition the Company analyzes the composition

of its rental pool to determine the future use of older models and related components for those models The impairment analysis

for the fiscal years ended September 30 -2010 and 2009 indicated that we had substantial cash flows to fully recover the carrying

value of the entire rental pool As of September 30 2010 and 2009 the balance sheet consisted of $46.3 million and $65.4 million

respectively of rental pool assets Management reviews long-lived asset classes for impairment whenever events or changes in

circumstances indicate that the carrying amount of an asset may not be recoverable Critical Assumption

Assumptions/Approach used for Critical Assumption The carrying value of the asset is determined based upon managements

assumptions as to the useful life of the asset where the assets are depreciated over the estimated life on straight line basis where

the useful life of items in the rental pool has been determined by management to be three years

Effect if different assumptions used for Critical Assumption While we believe that the useful lives that have been determined

for our fixed assets are reasonable different assumptions could materially affect the carrying value of the assets as well as the

depreciation expense recorded in each respective period related to those assets During the year ended September 30 2010

significant portion of the $51.6 millionofdepreciation and amortization expense related to assets in the rental pool If the depreciable

life of assets in our rental pool were changed from three years to another period of time we could incur materially different

amount of depreciation expense during the period

Assumptions/Approach used for Critical Assumption Recoverability of assets to be held and used is measured through

considerations of the future undiscounted cash flows expected to be generated by the assets as group as opposed to analysis by

individual asset We also reviewed the future undiscounted cash flows of assets in place at specific locations for further analysis

If such assets are considered to be impaired the impairment recognized is measured by the amount by which the carrying amount

of the assets exceeds their fair value Assets to be disposed of are reported at the lower of the carrying amount or the fair value

less costs of disposal The carrying value of the asset is determined based upon managements assumptions as to the useful life of

the asset where the assets are depreciated over the estimated life on straight-line basis

Effect if different assumptions used for Critical Assumption Impairment testing requires judgment including estimations of

useful lives of the assets estimated cash flows and determinations of fair value While we believe our estimates of useful lives

and cash flows are reasonable different assumptions could materially affect the measurement of useful lives recoverability and

fair value If actual cash flows fall below initial forecasts we may need to record additional amortization and/or impairment

charges Additionally while we believe that analysis of the recoverability of assets in our rental pool is accurately assessed from

homogeneous level due to the interchangeability of player stations and parts if these assets were to be reviewed for impairment

using another approach there could be different outcomes to any impairment analysis performed

The most critical assumption related to the impairment of property and equipment and leased gaming equipment and calculation

of future cash flows expected to be generated from those assets is our estimate of future revenue As of September 30 2010 the

carrying value of property and equipment and leased gaming equipment was $48.6 million and the estimate of future revenue to

be generated from those assets exceeded $305.0 million Therefore our future revenue estimates would have to fluctuate

substantially from those anticipated to have an impact on asset carrying values or require recognition in our financial statements

Development and Placement Fee Agreements We enter into development and placement fee agreements to provide financing

for new gaming facilities or for the expansion of existing facilities In return the facility dedicates percentage of its floor space

to exclusive placement of our player terminals and we receive fixed percentage of those player terminals hold per day over the

term of the agreement Certain of the agreements contain player terminal performance standards that could allow the facility to

reduce portion of our guaranteed floor space In addition certain development agreements allow the facilities to buy out floor

space
after advances that are subject to repayment have been repaid The development agreements typically provide for portion

of the amounts retained by the gaming facility for their share of the hold to be used to repay some or all of the advances recorded

as notes receivable Placement fees and amounts advanced in excess of those to be reimbursed by the customer for real property

and land improvements are allocated to intangible assets and are generally amortized over the life of the contract using the straight

line method of amortization Critical Assumption which is recorded as reduction of revenue generated from the gaming

facility In the past and in the future we may by mutual agreement and for consideration amend these contracts to reduce our

floor space at the facilities Any proceeds received for the reduction of floor space is first applied against the intangible asset for
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that particular development or placement fee agreement if any

Management reviews intangible assets related to development and placement fee agreements for impairment whenever events or

changes in circumstances indicate that the carrying amount of an asset may not be recoverable Critical Assumption For the

year ended September 302010 there was no impairment to the assets carrying values

Assumptions/Approach used for CriticalAssumption Placement fees and amounts advanced in excess of those to be reimbursed

by the customer for real property and land improvements are allocated to intangible assets and are generally amortized over the

life of the contract using the straight-line method of amortization which is.recorded as reduction of revenue generated from the

gaming facility We use straight-line amortization method as pattern of future benefits cannot be readily determined

Effect if Different Assumvtions used for Critical Assumption While we believe that the use of the straight-line method of

amortization is the best way to account for the costs associated with the costs of acquiring exclusive floor
space rights at our

customers facilities the use of an alternative method could have material effect on the amount recorded as reduction to revenue

in the current reporting period

Assumptions/Approach used for Critical Assumption We estimate cash flows directly associated with the use of the intangible

assets to test recoverability and remaining useful lives based upon the forecasted utilization of the asset and expected revenues

In developing estimated cash flows we incorporate assumptions regarding future petformance including estimations of hold per

day and estimated units When the carrying amount exceeds the undiscounted cash flows expected to result from the use and

eventual disposition of the asset we then compare the carrying amount to its current fair value We recognize an impairment loss

if the carrying amount is not recoverable and exceeds its fair value

Effect ifDifferent Assumptions used for Critical Assumption Impairment testing requires judgment including estimations of

cash flows and determinations of fair value While we believe our estimates of future revenues and cash flows are reasonable

different assumptions could materially affect the measurement of useful lives recoverability and fair value If actual cash flows

fall below initial forecasts we may need to record additional amortization and/or impairment charges

Allowance for DoubtfulAccounts We maintain an allowance for doubtful accounts related to our receivable balances that have

been deemed to have high risk of uncollectibility Management reviews its receivable balances on monthly or quarterly basis

to determine if any receivables will potentially be uncollectible Management analyzes historical collection trends and changes

in its customer payment patterns customer concentration and creditworthiness when evaluating the adequacy of its allowance

for doubtful accounts In our overall allowance for doubtful accounts we include any receivable balances where uncertainty exists

as to whether the account balance has become uncollectible Based on the information available management believes the allowance

for doubtful accounts is adequate however actual write-offs might exceed the recorded allowance

Income Taxes In accordance with ASC Topic 740 Income Taxes we have recorded deferred tax assets and liabilities to account

for the expected future tax benefits and consequences of events that have been recognized in our financial statements and our tax

returns There are several items that result in deferred tax asset and liability impact to the balance sheet If we conclude that it is

more likely than not that some portion or all of the deferred tax assets will not be realized under accounting standards it is reduced

by valuation allowance to remove the benefit of recovering those deferred tax assets from our financial statements Additionally

in accordance with ASC Topic 740 as of September 302010 we have recorded liability of $320000 including accrued interest

and penalties associated with uncertain tax positions ASC Topic 740 prescribes recognition threshold and measurement attribute

for the financial statement recognition and measurement of tax position taken or expected to be taken in tax return We are

required to determine whether it is more likely than not likelihood of more than 50 percent that tax position will be sustained

upon examination including resolution of any related appeals or litigation processes based on the technical merits of the position

in order to record any financial statement benefit If that step is satisfied then we must measure the tax position to determine the

amount of benefit to recognize in the financial statements The tax position is measured at the largest amount of benefit that is

greater than 50 percent likely of being realized upon ultimate settlement

Assumptions/Approach Used Numerous judgments and assumptions are inherent in the determination of future taxable income

and tax return filing positions that we take including factors such as future operating conditions As of September 30 2010

management considered the likelihood of realizing the future benefits associated with the Companys existing deductible temporary

differences and carryforwards As result of this analysis and based on the current year loss and cumulative loss in the prior

three fiscal years management determined that it is not more likely than not that the fUture benefit associated with all of the

Companys existing deductible temporary differences and canyforwards in the U.S and Mexico will be realized As result the

Company recorded valuation allowance against all of its deferred tax assets

Effect ifDifferent Assumvtions Used Management along with consultation from an independent public accounting firm used in
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tax consultation continuallyevaluatecomplicatnd ta law requirements and their effect on our current and future tax liability and

our tax filing positions The ultimate utilization of our gross deferred tax assets of$14.8 million primarily associated with the tax

basis of our property and equipmentand leased gaming equipment is largely dependent upon our ability to generate taxable income

in the future or carryback losses to prior years with taxable income Our liability for uncertain tax positions is dependent upon our

judgment on the amount of financial statement benefit that an uncertain tax position will realize upon ultimate settlement and on

the probabilities of the outcomes that could be realized upon ultimate settlement of an uncertain tax position using the facts

circumstances and information available at the reporting date to establish the appropriate amount of financial statementbenefit

The Company maintains valuation allowance when management believes it is more likely than not that all or portion of

deferred tax asset will not be realized Changes in valuation allowance from period to period are included in the tax provision

in the period of change Management evaluates the recoverability of our deferred income tax assets by assessing the need for

valuation allowance on quarterly basis If we determine that it is more likely than not that our deferred tax assets will be

recovered the valuation allowance will be reduced

As of September 30 2010 management determined that it is not more likely than not that the future benefit associated with all

of the Companys existing deductible temporary differences and carryforwards in the U.S and Mexico will be realized As result

the Company recorded valuation allowance against all of its deferred tax assets

Inflation and Other Cost Factors

Our operations have not been nor are they expected to be materially affected by inflation However our domestic and international

operational expansion is affected by the cost of hardware components which are not considered to be inflation sensitive but rather

sensitive to changes in technology and competition in the hardware markets In addition we expect to continue to incur increased

legal and other similar costs associated with regulatory compliance requirements and the uncertainties present in the operating

environment in which we conduct our business However this expectation could change depending upon number of factors

including those described under Item Business and Item lA Risk Factors

U.S GAAP Net Income Loss to EBITDA and Adjusted EBITDA Reconciliation

EBITDA is defined as earnings before interest taxes amortization depreciation and accretion of contract rights Adjusted EBITDA

is defined as EBITDA plus certain add-backs as agreed upon by our lenders as shown below Although EBITDA and Adjusted

EBITDA are not measures of performance calculated in accordance with generally accepted accounting principles we believe the

use of the non-GAAP financial measures EB ITDA and Adjusted EBITDA enhances an overall understanding of our past financial

performance and provides useful information to the investor because of its historical use by us as performance measure and

the use of EBITDA and Adjusted EBITDA by companies in the gaming sector as measure of performance However investors

should not consider these measures in isolation or as substitute for net income operating income or any other measure for

determining our operating performance that is calculated in accordance with GAAP In addition because EBITDA and Adjusted

EBLTDA are not calculated in accordance with GAAP the measures may not necessarily be comparable to similarlytitled measures

employed by other companies reconciliation of EBITDA and Adjusted EBITDA to the most comparable GAAP financial

measure net income loss follows
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U.S GAAP Net Income Loss to EBITDA Reconciliation

Years Ended September 30

In thousands

2010 2009 2008 2007 2006

Netincome1oss 29 4$ 1IIj4J
Add back

Amortization aaid depreciation 51593 $1O15 7t7 58t9 57227

Accretion of contract rights 6739 6250 4092 5576 4256

Itert expense1 nqt 1ô25 144
Income tax expense benefit 14393 13998 302 1179 2516

EB1TDA 47593 81$ 625L $985
Adjusted EBITDA add backs

Interest income 3554 474 4575 3024

Certain impairment charges831 5545 10692 5884

Certain litigation costsm 9000

Stock compensation 1649 1888 1468 1164 2687

Severance I3
Adjusted EBITDA 58341 64830 73539 67992 74696

Includes up to $17.0 million of non-cash asset impairment charges $10.0 million for quarterly periods subsequent to March 31 2009 and $7.0

million for the three quarterly periods prior to and including March 312009 These charges will be considered add backs for the Adjusted EBITDA

calculation in the quarter incurred and the three quarters thereafter

Includes legal costs and settlement fees incurred in the trailing four-quarter period ended June 30 2009 related to litigation with Diamond Game

Enterprises Inc These charges will be considered add backs for the Adjusted EBITDA calculation in the quarter incurred and the three quarters

thereafter

Adjusted EBITDA represents the calculation of EBITDA as defined in the amended Credit Agreement solely for the purpose of calculating certain

covenants within the Credit Agreement Commencing June 302010 the calculation of Adjusted EBITDA was modified as result of an amendment

to the Credit Agreement Adjusted EBITDA is presented and reconciled to EBITDA and Net Income/Loss and Adjusted EBITDA continues to be

the basis for which compliance with number of covenants are determined including certain ratios
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ITEM 7A Quantitative and Qualitative DisciostrŁs about Market Risk

We are subject to market risks in the ordinary course of business primarily associated with interest rate fluctuations

Our Credit Agreement provides us with additional liquidity to meet our short-term financing needs as further described under

Part II Item Managements Disºussion and Analysis ofFinancial Condition and Results of Operations Liquidityand Capital

Resources and Part IV Item 15 Exhibits and Financial Statement Schedules Note Credit Agreement Long-Term Debt
Pursuant to our Credit Agreement we may currently borrow up to total of $90 million and our availability as of September 30
2010 is $45.0 million subject to covenant restrictions

In connection with the development agreements we enter into with some of our Native American tribal customers as well as

certain other customers we advance funds to the customer for the construction and development of gaming facilities some of

which are required to be repaid As result of our adjustable interest rate notes payable and fixed interest rate notes receivable

described above we are subject to market risk with respect to interest rate fluctuations Any material increase in prevailing interest

rates could cause us to incur significantly higher interest expense

We account for currency translation from our Mexico operations in accordance with ASC Topic 830 Foreign Currency

Matters formerly SFAS No 52 Foreign Currency Translation Balance sheet accounts are translated at the exchange rate in

effect at each balance sheet date Income statement accounts are translated at the average rate of exchange prevailing during the

period Translation adjustments resulting from this process are charged or credited to other comprehensive income We do not

currently manage this exposure with derivative financial instruments

ITEM Financial Statements and Supplementary Data

The financial statements and supplemental data required by this item are inclnded in PART IV Item 15

ITEM Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

ITEM 9A Controls and Procedures

Evaluation of Disclosure Control and Procedures As of the end of the period covered by this report an evaluation was carried

out under the supervision and with the participation of our management including our Chief Executive Officer and our Chief

Financial Officer ofthe effectiveness ofthe design and operation of managements disclosure controls and procedures as defined in

rules 13a-l5e and 15d-15e under the Securities Exchange Act of 1934 to ensure information required to be disclosed in our

filings under the Securities Exchange Act of 1934 is recorded processed summarized and reported within the time periods

specified in the SEC rules and forms and ii accumulated and communicated to our management including our Chief Executive

Officer and our Chief Financial Officer as appropriate to allow timely decisions regarding required disclosure Management

recognizes that any controls and procedures no matter how well designed and operated can only provide reasonable assurance

of achieving desired control objectives and management is necessarily required to apply its judgment when evaluating the cost-

benefit relationship of potential controls and procedures Based upon the evaluation the Chief Executive Officer and our Chief

Financial Officer concluded that the design and operation of these disclosure controls and procedures were effective as of

September 30 2010

There were no significant changes in our internal controls or in other factors that could significantly affect these controls subsequent

to the date of their evaluation including any corrective actions with regard to significant deficiencies and material weaknesses

Managements Report on Internal Control over Financial Reporting Our management is responsible for establishing and

maintaining adequate internal control over financial reporting as defined in Rules 3a- 151 and Sd- 151 under the Securities

Exchange Act of 1934 Our internal control over financial reporting is designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external reporting purposes in accordance with

generally accepted accounting principles

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also

projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because

of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate

Our management including our Chief Executive Officer and our Chief Financial Officer assessed the effectiveness of our internal

41

LT-00804886



control over financial reporting as of September 30 2Q10 In making thisasessrnent magei çnt used the criteria set forth by

the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control Integrated Framework Based

on our assessment and those criteria we believe that we maintained effective internal control over financial reporting as of

September 30 2010

Our independent registered public accounting firmBDO USA LLP has issued an attestation report dated December 10 2010 on

our internal control over financial reporting That report is included on page 46

Changes in Internal Control over Financial Reporting There were no changes in our internal control over financial reporting

as defined in Rule 13a-15t of the Exchange Act during the quarter ended September 30 2010 that have materially affected

or are reasonably likely to materially affect our internal control over financial reporting

ITEM 9B Other Information

None
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PART III

ITEM 10 Directors Executive Officers and Corporate Governance

The information required by this item regarding our directors and corporate governance mattersis included under the captions

Corporate Governance Matters and Proposal OneElection of Directors in the Companys Proxy Statement for its 2011

Annual Meeting of Shareholders to be filed with the SEC within 120 days after the end of the fiscal year ended September 30
2010 the Proxy Statement and is incorporated herein by reference The information required by this item regarding delinquent

filers pursuant to Item 405 of Regulation S-K is included under the heading Section 16a Beneficial Ownership Reporting

Compliance in the Proxy Statement and is incorporated herein by reference

tEEM 11 Executive Compensation

The information required by this Item is incorporated by reference to the Proxy Statement under the heading Executive

Compensation and Corporate Governance Compensation Committee

ITEM 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by this Item is incorporated by reference to the Proxy Statement under the heading Security Ownership
of Certain Beneficial Owners and Management and Executive Compensation Equity Compensation Plan Information

ITEM 13 Certain Relationships and Related Transactions and Director Independence

The information required by this Item js incorporated by reference to the Proxy Statement under the heading Certain Relationships

and Related Transactions and Corporate Governance Determination of Independence

ITEM 14 Principal Accountant Fees and Services

The information required by this Item is incorporated by reference to the Proxy Statement under the heading Proposal Three

Ratification of Independent Registered Public Accounting Firm and Audit Committee Report
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PARTLY

ITEM 15 Exhibits and Financial Statement Schedules

The following documents are filed as part of this Annual Report on Form 10-K

Financial Statements

Reports of Independent Registered Public Accounting Firm

Consolidated Balance Sheets as of September 30 2010 and 2009 41

Consolidated Statements of Operations Years Ended September 302010 2009 and 2008 48

Consolidated Statements of Stockholders Equity and Comprehensive Income Loss

Years Ended September 30 20102009 and 2008

Consolidated Statements of Cash Flows Years Ended September 30 20102009 and 2008

Notes to Consolidated Financial Statements

Financial Statement Schedule

Schedule II Valuation and Qualifying Accounts 22

The Exhibits listed in the Exhibit Index which appears immediately following the signature

page and are incorporated herein by reference and are filed as part of this Annual Report on

Form 10-K
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders

Multimedia Games Inc

Austin Texas

We have audited the accompanying consolidated balance sheets of Multimedia Games Inc or the Company as of September 30

2010 and 2009 and the related consolidated statements of operations stockholders equity and comprehensive income loss and

cash flows for each of the tluee years in the period ended September 30 2010 We have also audited the schedule listed in the

accompanying index These financial statements and schedule are the responsibility of the Companys management Our

responsibility is to express an opinion on these financial statements and schedule based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United States

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements

and schedule are free of material misstatement An audit includes examining on test basis evidence supporting the amounts and

disclosures in the financial statements and schedule assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statements and schedule presentation We believe that our audits provide

reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the financial position

of Multimedia Games Inc at September 30 2010 and 2009 and the results of its operations and its cash flows for the each of the

three years in the period ended September 30 2010 in conformity with accounting principles generally accepted in the United

States of America

Also in our opinion the schedule presents fairly in all material respects the information set forth therein

As discussed in Note of the consolidated financial statements effective October 2008 the Company adopted the provisions

of ASC Topic 740 Income Taxes formerly FASB Interpretation No 48 or FIN 48 Accounting for Uncertainty in Income

Taxes an interpretation of SFAS No 109 Accounting for Income Taxes

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States

Multimedia Games Inc internal control over financial reporting as of September 302010 based on criteria established in Internal

ControlIntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission the COSO

criteria and our report dated December 10 2010 expressed an unqualified opinion thereon

Is BDO USA LLP

Houston Texas

December 102010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directurs and Stockholders

Multimedia Games Inc

Austin Texas

We have audited Multimedia Games Inc or the Companys internal control over financial reporting as of September 30 2010
based on criteria established in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations

of the Treadway Commission the COSO cnteria The Company management is responsible for maintaining effective internal

control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting mcluded in

the accompanying Item 9A Managements Report on Internal Control over Financial Reporting Our responsibility is to express

an opinion on the company internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United States

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control

over financial reporting was maintained in all material respects Our audit included obtaining an understanding of internal control

over financial reporting assessing the risk that material weakness exists and testing and evaluating the design and operating

effectiveness of internal control based on the assessed risk Our audit also included performing such other procedures as we
considered necessary in the circumstances We believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed 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 companys internal control over fmancial reporting includes those policies and procedures that pertain

to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the assets

of the company provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial

statements in accordance with generally accepted accounting principles and that receipts and expenditures of the company are

being made only in accordance with authorizations of management and directors of the company and provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the companys assets that

could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also

projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because

of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate

In our opinion Multimedia Games Inc maintained in all material respects effective internal control over financial reporting as

of September 30 2010 based on the COSO criteria

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States the

consolidated balance sheets of Multimedia Games Inc or the Company as of September 30 2010 and 2009 and the related

consolidated statements of operations stockholders equity and comprehensive income loss and cash flows and the schedule

listed in the accompanying index for each of the three years in the period ended September 30 2010 and our report dated

December 10 2010 expressed an unqualified opinion thereon

Is BDO USA LLP

Houston Texas

December 10 2010
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MULTIMEDIA GAMES INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

Operations Multimedia Games Inc and its subsidiaries the Company designs manufactures and supplies innovativestandalone

and networked gaming systems The Companys standalone player terminals server-based systems video lottery terminals

electronic scratch ticket systems electronic instant lottery systems back-office systems and bingo systems are used by Native

American and commercial casino operators as well as state lottery operators in North America and in certain international

markets The Company has long been leading provider of server-based gaming systems known as central determinant ind

downloadable systems These systems are used by the Companys Native American gaming operator
6ustomers in both Class II

and Class III settings by the Companys commercial casino customers by operators of charity and commercial bingo gaming

facilities and by lottery jurisdictions for operation of their video lottery systems

The Company derives the majority of its gaming revenues from participation or revenue share agreements Under the Companys

participation agreements the Company places player terminals and systems along with the Companys proprietary and other

licensed game content at customers facility in return for share of the revenues that these terminals and systems generate To

lesser extent the Company generates revenues from the sale of gaming units and systems though the Company is seeking to

expand the use of for-sale revenues as the Company expands into additional gaming jurisdictions and into other segments of the

gaming market The Company also generates revenues by providing the central determinant system for video lottery terminals

installed at racetracks in the State of New York and operated by the New York State Division of the Lottery The Company offers

content for its gaming systems that has been designed and developed by the Company as well as game themes the Company has

licensed from others The Company currently operates in one business segment

Consolidation Principles The Companys consolidated financial statements include the accounts of Multimedia Games Inc

and its wholly-owned subsidiaries MegaBingo Inc MGAM Systems Inc MegaBingo International LLC Multimedia Games

de Mexico de R.L de C.V and Servicios de Wild Basin de R.L de C.V Intercompany balances and transactions have

been eliminated

Accounting Estimates The preparation of consolidated financial statements in conformity with accounting principles generally

accepted in the United States of America requires management to make estimates and assumptions that affect the reported amounts

of assets and liabilities the disclosure of contingent assets and liabilities at the date of the financial statements and the reported

amounts ofrevenues and
expenses during the reporting period Examples include share-based compensation provisions for doubtful

accounts and contract losses estimated useful lives of property and equipment and intangible assets impairment of property and

equipment and intangible assets deferred income taxes and related valuations allowances and the provision for and disclosure of

litigation and loss contingencies Actual results may differ materially from these estimates in the future

Reclassification Reclassifications were made to the prior-period financial statements to conform to the current period

presentation Specifically the presentation of revenue was changed to more closely reflect the manner in which Company

management analyzes the performance of the business and charges for write-offs reserves impairments and settlements are

separately presented on the consolidated statement of operations In addition value added taxVATreceivable from the Mexican

government was reclassed from other assets non-current to separate line item on the face of the consolidated balance sheet These

reclassifications did not have an impact on the Companyspreviously reported results of operations or earnings loss per common

share amounts Additionally these reclassifications did not impact compliance with any applicable debt covenants in the

Companys credit agreement

Revenue Recognition In accordance with the provision of Accounting Standards Codification ASC Topic 605 Revenue

Recognition the Company recognizes revenue when all of the following have been satisfied

Persuasive evidence of an arrangement exists

Delivery has occurred

Price to the buyer is fixed or determinable and

Collectability is probable
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Revenue The Company derives revenue from the following sörces

Gaming Operations Participatio reveugenerate from the Companys games

placed under the OklÆhomÆtompact ative American Class II

products charity bingo and othºrbingc prodüdts lottery

systems and Class HF back office systems

Gaming Equipment and System Sales Direct sales fplayØrterminls licenses back officesystems and

other related e4uipment

Other Maintenance and service arrangements and other

The majority of the Companys gaming revenue is generated under lease participation arrangements when the Company provides

its customers with player terminals player terminal-content licenses and back-office equipment collectively referred to as gaming

equipment Under these arrangements the Company retains ownership ofthegaming equipment installed at customer facilities

and the Company receives revenue based on percentage of the net win per day generated by the gaming equipment Revenue

from lease participation arrangements are considered both realizable and earned at the end of each gaming day

Gaming Operations revenue generated by player terminals deployed at sites under development and placement fee agreements is

reduced by the accretion of contract rights from those development and placement fee agreements Contract rights are amounts

allocated to intangible assets for dedicated floor space resulting from development and placement fee agreements described under

Development and Placement Fee Agreements The related amortization expense or accretion of contract rights is netted against

its respective revenue category in the consolidated statements of operations

The Company also generates gaming revenues from back-office fees with certain customers Back-office fees cover the service

and maintenance costs for back-office servers installed in each gaming facility to run its gaming equipment as well as the cost of

related software updates Back-office fees are considered both realizable and earned at the end of each gaming day

Gaming equipment and system sales The Company sells gaming equipment and gaming systems under independent sales

contracts through normal credit terms or may grant extended credit terms under contracts secured by the related equipment with

interest recognized at market rates

For sales arrangements with multiple deliverables the Company applies the guidance from ASC Topic 985 Software and ASC

Topic 605 Revenue Recognition Deliverables are divided into separate units of accounting if each item has value to the

customer on stand-alone basis ii there is objective and reliable evidence of the fair value of the undelivered items and

iiidelivery of the undelivered item is considered probable and substantially in the Companys control

The majority of the Companys multiple element sales contracts are for some combination of gaming equipment player terminals

content system software license fees and maintenance For multiple element contracts considered single unit of accounting the

Company recognizes revenues based on the method appropriate for the last delivered item

The Company allocates revenue to each accounting unit based upon its fair value as determined by Vendor Specific Objective

Evidence or VSOE VSOE of fair value for all elements of an arrangement is based upon the normal pricing and discounting

practices for those products and services when sold individually or separately The Company recognizes revenue when the product

is physically delivered to customer controlled location or over the period in which the service is performed and defers revenue

for any undelivered elements

In those situations where each element is not essential to the function ofthe other the multiple deliverables are bifurcated

into accounting units based on their relative fair market value against the total contract value and revenue recognition on

those deliverables are recorded when all requirements of revenue recognition have been met

If any element is determined to be essential to the function of the other revenues are generally recognized over the term

of the services that are rendered

In those situations where VSOE does not exist for any undelivered elements of multiple element arrangement then the aggregate

value of the arrangement including the value of products and services delivered or performed is initially deferred until all hardware

and software is delivered and then the entire amount of the arrangement is recognized ratably over the period of the last deliverable

generally the remaining service period of the contract Depending upon the elements and the terms of the arrangement the Company

recognizes certain revenues under the residual method Under the residual method revenue is recognized when VSOE of fair

value exists for all of the undelivered elements in the arrangement but does not exist for one or more of the delivered elements
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in the arrangement Under the residual method the Company defers the fair value of undelivered elements and the remainder of

the arrangement fee is then allocated to the delivered elements and is recognized as revenue assuming the other revenue recognition

criteria are met

Costs and Billings on UncompletedContract- During fiscal 2009 and continuing during fiscal 2010 the Company entered into

fixed-price contract with customer pursuant to which it will deliver an electronic bingo system Revenues from this fixed-

price contract is being recognized on the completed-contract method in accordance with ASC Subtopic 605-35 Construction

Type and Production-Type Contracts During the year ended September 302010 the Company determined substantial completion

of the contract occurred for revenue recognition purposes as all deliverables under the contract were provided to the customer

with the exception of one year warranty and the customer had approved the deliverables or the specified time allotted for testing

had expired Therefore the Company began recognizing revenue ratably over the one year warranty period and thus recognized

revenue and costs of $2.0 million and $1.9 million respectively under the contract for the year ended September 30 2010

Contract costs include all direct material and labor costs and those indirect costs related to contract performance such as indirect

labor supplies and tools General and administrative costs are charged to expense as incurred Provisions for estimated losses on

uncompleted contracts are made in the period in which such losses are determined

Costs incurred in excess of amounts billed are classified as current assets under Deferred contract costs As of September 30

2009 costs incurred on uncompleted contracts totaled $3.7 million and billings on uncompleted contracts totaled $1.9 million

Cash and Cash Equivalents The Company considers all highly liquid investments i.e investments which when purchased

have original maturities of three months or less to be cash equivalents

AllowanceforDoubzfulAccounts The Company maintains an allowance for doubtful accounts related to its accounts receivable

and notes receivable that have been deemed to have risk of collectibility Management reviews its accounts receivable and notes

receivable on monthly basis to determine if any receivables will potentially be uncollectible Management analyzes historical

collection trends and changes in its customer payment patterns customer concentration and creditworthiness when evaluating

the adequacy of its allowance for doubtful accounts In its overall allowance for doubtful accounts the Company includes any
receivable balances where uncertainty exists as to whether the account balance has become uncollectible Based on the information

available management believes the allowance for doubtful accounts is adequate however actual write-offs might exceed the

recorded allowance

Inventory The Companys inventory consists primarily of completed player terminals related component parts and back-office

computer equipment expected to be sold over the next twelve months Inventories are stated at the lower of cost first in first out

or market

Development and Placement Fee Agreements The Company enters into development and placement fee agreements to provide

financing for new gaming facilities or for the expansion of existing facilities In return the facility dedicates percentage of its

floor space to placement ofthe Companys player terminals and the Company receives fixed percentage of those player terminals

hold per day over the term of the agreement which is generally for 83 months Certain of the agreements contain player terminal

performance standards that could allow the facility to reduce portion of the Companys guaranteed floor space In addition

certain development agreements allow the facilities to buy out floor space after advances that are subject to repayment have been

repaid The agreements typically provide for portion of the amounts retained by the gaming facility for their share of the operating

profits of the facility to be used to repay some or all of the advances recorded as notes receivable Placement fees and amounts

advanced in excess of those to be reimbursed by the customer for real property and land improvements are allocated to intangible

assets and are generally amortized over the term of the contract which is recorded as reduction of revenue generated from the

gaming facility In the past and in the future the Company may by mutual agreement and for consideration amend these contracts

to reduce its floor space at the facilities Any proceeds received for the reduction of floor space is first applied against the intangible

asset recovered for that particular development or placement fee agreement if any and the remaining net book value of the

intangible asset is prospectively amortized on straight-line method over the remaining estimated useful life
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At September30 2010 -and 2009 the -fol1owing net amounts -related to advances made -under development and placement fe

agreements were recorded in the follOwing balance sheet captions-

September 30

2010 2009

In thousandII
Notes-receivable net àfdiscbÜnt 35404 50288

The Company collected approximately $17.0 million and $20.3 million on development agreement notes receivable during years ended September

30 2010 and 2009 respectively

Notes receivable from development agreements are generated from reimbursable amounts advanced under development

agreements The Company has entered into development agreements with customers under which approximately $39.4 million

has been advanced and is outstanding at September 30 2010 and for which the Company imputes interest on these interest-free

loans discounting the balances to $35.4 million During 2010 and 2009 the Company recorded imputed interest of $3.2 million

and $4.3 million respectively relating to development agreements with an imputed interest rate range of 5.25% to 9.00%

Property and Equipment and Leased Gaming Equipment Property and equipment and leased gaming equipment are stated at

cost The cost of property and equipment and leased gaming equipment is depreciated over their estimated useful lives generally

using the straight-line method for financial reporting and regulatory acceptable methods for income tax reporting purposes Player

terminals and related components and equipment are included in the Companys rental pool The rental pool can be further delineated

as rental pool deployed which consists of assets deployed at customer sites under participation agreements and rental pool

undeployed which consists of assets with the Company that are available for customer use Rental pool undeployed consists

of both new units awaiting deployment to customer site and previously deployed units currently back with the Company to be

refurbished awaiting re-deployment Routine maintenance of property and equipment and leased gaming equipment is expensed

in the period incurred while major component upgrades are capitalized and depreciated over the estimated remaining useful life

of the component Sales and retirements of depreciable property are recorded by removing the related cost and accumulated

depreciation from the accounts Gains or losses on sales and retirements of property are reflected in the Companys results of

operations

Management reviews long-lived asset classes for impairment whenever events or changes in circumstances indicate that the

carrying amount of an asset may not be recoverable Recoverability of assets to be held and used is measured by comparison of

the carrying amount of an asset to its fair value which considers the future undiscounted cash flows expected to be generated by

the asset If such assets are considered to be impaired the impairment recognized is measured by the amount by which the carrying

amount of the assets exceeds their fair value which is estimated using discounted cash flow model Assets to be disposed of are

reported at the lower of the carrying amount or the fair value less costs of disposal During the years ended September 30 2010

2009 and 2008 the Company charged operations by recording reserves or writing off $539000 $1.4 million and $441000

respectively of property and equipment and leased gaming equipment See Note Property and Equipment and Leased Gaming

Equipment

OtherAssetsOtherassets consist ofrestricted cash long-termpre-paids and refundable deposits AtSeptember 302010 and 2009

the restricted cash balances were $737000 and $804000 respectively representing the fair value of investments held by the

Companys prize fulfillment firm related to outstanding MegaBingo jackpot prizes

Deferred Revenue Deferred revenue represents amounts from the sale of gaming equipment and systems that have been billed

or for which notes receivable have been executed but which transaction has not met the Companys revenue recognition criteria

The cost of the related gaming equipment and systems has been offset against deferred revenue Amounts are classified between

current and long-term liabilities based upon the expected period in which the revenue will be recognized

Other Long-Term Liabilities Other long-term liabilities at September 30 2010 and 2009 include the fair value of investments

held by the Companys prize-fulfillment firm related to outstanding MegaBingo jackpot-prize-winner annuities of $737000 and

$804000 respectively

Other Income Expense Other expense was $119000 and $210000 for the years ended September 30 2010 and 2009

respectively Other expense resulted from losses incurred on foreign currency transactions as result of the strengthening U.S
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dollar Other income for the year ended September 302008 waS $3.2 million Other income consisted of distributions from

partnership interest accounted for on the cost basis of $74000 in 2009 and $3.1 million in 2408

Research and Development Costs For the years ended September 30 20102009 and 2008 research and development costs were

$12.7 million $12.8 million and $15.6 million respectively

Fair Value of Financial Instruments The carrying value of financial instruments reported in the accompanying consolidated

balance sheets for cash accounts and notes receivable accounts payable and accrued
expenses payable and other liabilities

approximate-fair value due to the immediate or short-term nature or maturity of these financial instruments The carrying amount

for the Companys credit facility approximates fair value due to the fact that the underlying instrument includes provisions to

adjust interest rates to approximate fair value

Segment and Related Information Although the Company has number of operating divisions the Company reports as one

segment as these divisions meet the criteria for aggregation as permitted by ASC Topic 280 Segment Reporting ASC
280-10-50-11 Aggregation Criteria allows for the aggregation of operating segments if the segments have similar economic

characteristics and if the segments are similar in each of the following areas

The nature of the products and services

The nature of the production processes

The type or class of customer for their products and services

The methods used to distribute their products or provide their services

The nature of the regulatory environment if applicable

The Company is engaged in the business of designing manufacturing and distributing gaming machines video lottery terminals

and associated systems and equipment as well as the maintenance of these machines and equipment The Companys production

process is essentially the same for the entire Company and is performed via outsourced manufacturing partners as well as in house

manufacturing performed primarily at the Companys warehouse and assembly facility in Austin Texas The Companys customers

consist of entities in the business of operating gaming bingo or lottery facilities and include Native American Tribes charity

bingo operators and commercial entities licensed to conduct such business in their jurisdictions The distribution of our products

is consistent across the entire Company and is performed via an internal fleet of vehicles as well as third party transportation

companies The regulatory environment is similarin every jurisdiction in that gaming is regulated and the Companys games must

meet the regulatory requirements established In addition the economic characteristics of each customer arrangement are similar

in that the Company obtains revenue via revenue share arrangement or direct sale of product or service depending on the

customers need These sources of revenue are consistent with respect to both product line and geographic area

In addition discrete financial information such as costs and expenses operating income net income and EBITDA Earnings
before interest expense income taxes depreciation amortization and accretion of contract rights are not captured or analyzed

by product line or geographic area The Companys Chief Operating Decision Maker analyzes the Companys product

performance based on average daily play on game level basis which is consistent across all product lines and geographic

areas This average daily performance data along with customer needs are the key drivers for assessing how the Company
allocates resources and assesses operating performance of the Company

Costs of Computer Software Software development costs have been accounted for in accordance with ASC Topic 985
Software Under ASC Topic 985 capitalization of software development costs begins upon the establishment of technological

feasibility and prior to the availability of the product for general release to customers The Company capitalized software

development costs of approximately $3.3 million during 2010 $2.5 million during 2009 and $3.7 million during 2008 Software

development costs primarily consist of personnel costs and gaming lab testing fees The Company begins to amortize capitalized

costs when product is available for general release to customers Amortization expense is determined on product-by-product

basis at rate not less than straight-line basis over the products remaining estimated economic life but not to exceed five years
Amortization of software development costs was approximately $2.7 million in 2010 $3.8 million in 2009 and $3.3 million

in 2008 and is included in amortization and depreciation in the accompanying consolidated statements of operations

Income Taxes The Company accounts for income taxes using the asset and liability method and applies the provisions of ASC
Topic 740 Income Taxes Under ASC Topic 740 deferred tax liabilities or assets arise from differences between the tax basis

of liabilities or assets and their bases for financial reporting and are subject to tests of recoverability in the case of deferred tax

assets Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in

which those temporary differences are expected to be recovered or settled The effect on deferred tax assets and liabilities of

change in tax rates is recognized in income in the period that includes the enactment date valuation allowance is provided for

deferred tax assets to the extent realization is not judged to be more likely than not Additionally in accordance with ASC Topic
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740 the Company is required to determine wtetherit.is more likely than not alikelihood of more than 50 percent that tax

position will be sustained upon examination including resolution of ny related appea1sor litigation processes bsed on the

technical merits of the position in order to record any financial statement benefit If that stçp is satisfied then the Company must

measure the tax position to determine the amount of benefit to recognize in the financial statements The tax position is measured

at the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement

Treasury Stock The Company utilizes the cost method for accounting for its treasury stock acquisitions and dispositions

Earnings Loss per Common Share Earnings per common share is computed in accordance with ASC Topic 260 Earnings

Per Share

Stock Options Share-Based Compensation At September 30 2010 options to purchase approximately 4.3 million shares of

common stock with exercise prices ranging from $3.52 to $18.71 per share were outstanding The stock options were incorporated

into the computation of diluted earnings per share utilizing the treasury stock method

At September 30 2009 options to purchase approximately 6.8 million shares of common stock with exercise prices ranging

from $1.00 to $18.71 per share were outstanding but were not included in the computation of diluted earnings per share due to

their antidilutive effect of which 6.0 million were not included due to their respective share price and the balance due to the loss

generated during the current year

At September 30 2008 options to purchase approximately 2.9 million shares of common stock with exercise prices ranging

from $4.68 to $21.53 per share were outstanding The stock options were incorporated into the computation of diluted earnings

per share utilizing the treasury stock method

The Company adopted the provisions of ASC Topic 718 Compensation Stock Compensation Among other items ASC Topic

718 requires the Company to recognize in the financial statements the cost of employee services received in exchange for awards

of equity instruments based on the grant date fair value of those awards To measure the fair value of stock options granted to

employees the Company currently utilizes the Black-Scholes-Merton option-pricing model The Company applied the modified

prospective method under which compensation cost is recognized in the financial statements beginning with the October 2005

for all share-based payments granted after that date and for all unvested awards granted prior to the October 2005 Expense

is recognized over the required service period which is generally the vesting period of the options

The Black-Scholes-Merton model incorporates various assumptions including expected volatility expected life and risk-free

interest rates The expected volatility is based on the historical volatility of the Companys common stock over the most recent

period commensurate with the estimated expected life of the Companys stock options adjusted for the impact of unusual

fluctuations not reasonably expected to recur The expected life of an award is based on historical experience and on the terms

and conditions of the stock awards granted to employees

There were option grants to purchase 1.4 million 1.7 million and 2.7 million common shares during the years ended September 30

20102009 and 2008 respectively The assumptions used for the years ended September 302010 2009 and 2008 and the resulting

estimates of weighted-average fair value per
share of options granted during these periods are as follows

2010 2009 2008

Weighted expected life years 97 years 98 years

Risk-free interest rate 2.3 2.6% 1.5 2.9% 3.0% 4.1%

Expected volatility 59 53% 58 28% 50 23%

Expected dividend yields None None None

Weighted average fair value of options granted during the period $2 14 $1 81 $2 14

Expected annual forfeiture rate 5.3 1% 5.3 1% 5.3 1%

In accordance with ASC Topic 718 Compensation Stock Compensation Formerly SFAS No 123 Share-Based

Payments the share-based compensation has been recorded by the Company for the years ended September 30

2010 2009 and 2008 in the amounts of $1.6 million $1.9 million and $1.5 million respectively The total income tax benefit

recognized in the consolidated statement of operations for share-based compensation arrangements was $0 due to current year

valuation allowance for September 30 2010 and 2009 and $234000 for 2008

Foreign Currency Translation The Company accounts for currency translation in accordance with ASC Topic 830 Foreign
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to he Crcdt Agreeme

Thc Compan COU SI rairefldmcnts i-a igcs to red Agree ent na cordan wi SC470-5 40 21 Mo ifca rs

and cxci- iges of lire or evo ving bt arrangements Based thc cqu emen so ASC 0-50 40 21 he Compan

ssrote-of $381000 dur ng 2010 ated to unamorzed dcferre costs of th original Cred kg cement a-id subsequent

ierdm ts The ema ring eferred cos so app ox rm ly 798 000 additor to the approxiirately $284000 of cos cia ed

he fourth am nd ncr ill be amortized ftc remainir erm redi Agree ncr

red grecmcnt is collatcra ze ibstn ci ly all of the ompan ass is also con onne at coy iants as

incdir thag erent Ao Scptenbe 302010 heCompani- in iceniti- the oaicovcnanta cC editAgreemc

requi ccrta or epaymen nadc ti-c tern loan rum or etc si- proceeds of certa asset sa es and ideri at on

red rgs in ach case ti-c extcr no renv within certair sp tied mc p0 he pta ement acqu situ of

prope yt beus din abusneses

The cdi Agree icr orosides hec iparyn ticabi tytot naiccde opm nt ndp men ecag eemen ida qu si irs

aid wo ng capiti org oral corporate mrpoas arees under the evolvi ed commi ii at ned thc tern bar riatu

Ap ii 27 2012 and beat interest the Fur Fo tar ate plus thc applicab so cad ed to various levels of interest pric ng

turn ed ytoaidcbttoEBlIDA

of Sep iber ti-c 44 rrilhx tarding under the ter bar bo iterst it 5% Th term loan is prcse fled in

the Loi te ne tori in icC nsoUdated Balanc Shes Ilie cv ig in cc had $450 ioi dvai able as

Scptember 20 at one outstand ig

As hedueforeach theta alyca dirgaferS pteirbcr3 2010 epreseitingthcmaturtie otloig termdrbt sas Os

Long To

Debt

thai ards

2011

12

2013

2014

2015

total 44625
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10 Lees

hc Comp iy ease its corpo ate off ces ware iouses and certan of ice equpme it under noncarcelable oper tiC eases

add for he Cor pary ases rV1 equ pmen so ir its operat ons under capital case arrangeirents

hedu of flitur nn ii ii re ital ay nts roqu ed under noncancelab opera lea es is as ov

20

20

20

2015

he after

otn Waimum ease Payments

Oper tug

In thous nds

1583

060

12

107

189

6124

Re ita xpc se dur 20 009 ar 08 amounted to 52 mu ion 52 on aid $2 ii IC reseet vol

rite-of eser ire cm it an settle ia gcs for tIe end ember 10 and 2008 consisted

fo lowirg ci thousa ids

Ye ended September 30

twat or ard setti mer ests

Res aga 1t rd icc ts ieee sable Sec Not

Write-oil ci Ia ens aid ro tab bi ildi igs ir Alabam

atcrt tradem rk itangihl preps an cs mc sales

ard axes

Ses role andr lat di ctcots

Vv ite-off pert anc ccc ipment

ita sir of reser impa me It and settlemert clarges

2010 2009 2008

8220

2762

332

1i16 660 530

1199

5159

5010 19784 5689
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1nonc lane

he provision for incor ax expcr benclit conss ed of fol owing fo th yea ended Sap enibc 30 2010 and 2008

2010 2009 2008

In thousands

CuxriiL

18091 6211 4223

State 41

Forego 438 692 14

18 502 538 556

Dcfc red

18 185

tat 135

cig1
______________ ______________

107 19536 5263
Lncomcta xperse Icref 14393 13998 302

he cUe tive ir coma tax rate 11cr from thc ory fcdera inco ax rates as o1lo fo the years nded ptembe 30

20 009 d2008

2010 2009 2008

vederal an ic tax exoerse be cli at statutory rate 35 35 0/ 35

Sic in rse re ba f0/ 0/

oreign income ta cnse net federal enefit 00 47

Chang ii aba kn owane 87 2/o 81

Othe n4 0100 070o 461 ci

Pr icfit for or taxes 22 0o 45
________

444 0/

ha rat cat For abos Pt es the rnpct sex tax cx use tic ree largest of cI arc vc ilc to

aCer ry
c1 cars 2011 p09 rd 2008 aid rc udcsrcsea ci anddeveboo ient xc ed Sc on 19 narufactu ng

educ 101 -n 11 oft orr pan corn ax accourts

Th alua na anceuide rre taxascts isofScpt mhcr3020 Oand200 was$ 11onard 25 milli respcct

crease 03 mi on the at on al oanc mit ally stab shad durrng the ye ended Sen mb 302000

Diffe enc bet cc heel ue aid ic tax basis tIe upan asscts ard abilties at September 30 2010 and 009

ult defcrred tax ass ahihtes as Ic ox
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2010 2009

In thourr rds

Uefer cd tar asset current

1owance to doubtfu accounts 69

Irvtoiyescrve 719 10

tc uas iuL currci ddac b1 to ax pvrp sas 3345

Deferred rev we I727 2307

urr deferre ax me 842

Va tori allowance 842 695
Current xcd tax set net 138

Nor curren df red tax asset

pery and qu pmcr eased faming equ nert ard

it ngible awe due pri ipally ereciation

ariorti ation ffcrcnces 254 1956

Non qualified toed cot spe stior expense

et Opcrat rg oss Carry forwards and Cred ts
969 250

Noncunent efer ed tax asset net 909 07

uat on allowa cc 909 J0
Non urrent ered tax asset net 2969

Deferred tax as et 107

Septet be 30 2010 Co any had state net operating ss earryfr yards of app oxi nately $10 mill
11

td federal

ma nu tax cicdt carryfo ard of ipprox mately $471000 The stt act operating os Cs 11 begi to expire in

varying amourts 20 fl Ut zed

02009 and 20 te Compan recorded edu as of $568 00 $221000 ard 2000 respect ye of it hdera and

tICO TI ta iab Ity due to he ts of sto ompensatIon

On Nove ub 20O Ic esident sgned ito Ian ie Wo ke tr owner ii and Businc ss state cf 09 HR
3548 Thi legisla on inch od pros on is irost bu ir taxpaye

to scs to enef fror icreased rrybac

10 nct pew osses urrcd 2008 or 200 0- Coirpar fis al PC iods ended Scptember 30 2009 at 20 hc

iv ad th Ce tion to ca ryback Sep em Ct 30 10 tax os fo ye year period altoned by H.R 3548

201 Sc rpny ci id tat ecrtain antangb1e assets ncr bet ig depr ciated for roosc ovei Inset pcriod iar

ou by RS gu de in \s result the Corrpa ected nder certa automati procedures ira iethod ha ge

rc uced tIC ives oft te awe from years to the app opriat life get it to years or tax purpos re ti

ct ta tge hc Coirpany record cumulative cat
acij

vie or acprciat on ncri resu tea signi icar

tar oss to year erded Sep cmbc 30 20

lIe ectc ic fvc year ar back ide 35 co pled with th method change n-ca cu ing
dc re- atio on

ccrta itangib assets for tar purposes has rcsul ed Compar ig sig ficant port of Its defer ed ax wet id

icrefore gcne ating rcfund of federal taxes previousl pa of appro iriate iill on rrespo idingly i- valuation

ova cc prey cus trdcd 01 defer ed tax asse decreased by apgrorimately $10.3 Ii Sic wasp iv ri ssoc ated

ned he cc ato ri ho iarge las suIts ope at ors

ranagetien teawc nsidrc he kehhoo of ealzng Ic lit cn ftsassoctatedwththe ompa ysexls rgdeducti tic

mpo differe ces and iriyfc yards As resu tot hi ialysis ard based or the ent year tax os md eumi iv

ss in he prio thr fis years management de ermined that not more ke than no that tIe future assoc ated v4 it

of the iv pai
is ng dcd tible npora iffer necs and carryforia ds in he U.S ard /cxico is ill be tea ixed

resul the rpary te ul vauat muon tceaguts all oft sremaiarngdeferredtar assets iCoripaiymantain

vali on at cv anc mel va ge bc yes nore kcly Ia at all or ortion of deterred te ass to be

eaUz CIa in uation at on ace low er to rod inc uded he tax prov on the period of change

Manage ncr va uates etc ove abili of our Icr ed irconrc cx awe assessirg the need or vs uat on allowancc on

or erybas ifthcCo mpanydetermrnes Ia itisrto ci kcly frnrotthatourdeterr dtaxasscts vi Ibe ecvie edthesaluation

altos anee 11 duccd

The omoany come taxes re fre lds re ved of $6 ion $1.4 ed aid $109 mit ion in 2010 2009 at

208 rcspect set
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fiscal 2010 ompary conduced operations in Mexico uough ub rdary mated as isregarded ertit for ir om

tax purp ses cc rd aco or losse re tazed benefited as app oprate the Cow pwiy tax provsior present

Compary rianigenler dete ned that it is more Vkely than sot at Yexican operafons ca Inot ben fit frori past losses from

Mexican tax perspee we cordingty u1l valuation allowance has be recorded aba st the erred Ux asset relate to

ca perating hss The effcc on the total inco ye tax expense is deemed umat

The Coirpany adoptd he am is ons of ASC 40 10 25 effectve Oc oh 2007 AS 740l02 prescnbes cc gnitron

Vire iold and measuremwit If bute br th ir arcial statement ecogr ton and measu ement tax posit on ake expected

to be taken ir at ix re urn Bench from tax posifons iould be eeogri zed in the fna ical statements only when it is nore thaI

than rot that he tax position wi be sustained upon exarrination by ie appropria bxing author if at vo Id ia ful hr owledge

of all the rclevan nformat 01 tax uositios that meets th more ke ham lot cogni on thresho measured tfe Ia ges

amoun of benefit that is greater thar fifty percent kely of bar realized upoi alt rate se errant Tax posifons tha previously

ad to neet the more ikely than not recogn on reshold sho Id be recognized in the rst subsequer firancial rep rting pa rod

wh Ia threshol is ire Prevously recognized tax positions tla no long meet mo e4ikely4hamnot recogr tior

cal si ild be dereeogn zd the first subsequen ianca eporting pcrod whic that thresho is longer met ASC

40 25 ala pro des gudance on the co nit rg for am sc osure of ur ceognired tax be tefts in crest ard per altica Upon

adopt and mpleirentatio of ASC 74G 10 Company recogni7ed decrease of $295 000 to October 2007 balaree

earn rigs

follow ng is tabu am econilra io of he total amounts unrecognized tax benefits for Ic years ended September 30

201 2009 2008

Unrecognized tar beitefit October 334000 $311000 $295000

os increases tax posi ions in pror period 23000 16000

oss dcc eases tax poifons in prior perid

Gross rc ase ax positiors cu ant nod 43 000

157000

Lapse of statut of ita ic is

Unmecog ad tax bench SepIa ibe 30

rcluded balance of unrccog uzed ix ne its at Septer ber 302010 009 nd 2008 $320000 $334 000 and $311 000

respe tively of tax efits if cognized ould act the fe ye tax tIe

The Compary me og izes in crest ic ued me ated ulrecognlzed tar bere and penal cs as ico tie tax expe isa kela ad to

the unrecogn zed tax nd ioted above cC rpary had uli are nd pa ties of $38000 $39 000 and $16 000

foep zults bOOr an z/uF resptcuixy

ie lnterr al Rev rue Se vee has uded th cx mi iatro and anpea phase or ti-a ax year ended September 30 2005 he

Coirpany so under an nat on fo the tax years ded eptembar 30 200 2007 2005 aid 2009 The Coirp expects

con ude the ninàtio ase of th audit 2011

The Company is sub act to at in the US lud ig vario stateS ju isdict ons Mexico th ew excepfo tie

Co upany no Ion Subj ct to ma and sta examina is ax yea end ig pm or to Sep ember 31 200
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NC OSS Ol MON SHARF

Irro ne oss pc aimjr lair is Co mute in corda ath ASC lopi 260 Ear aing per
ha Prrsented hr

rc onc liatoiore ircun aviilableto or iror shar ides aid i-edi fc en csbctwcnw ightedaver geroiiron

iuttaidi whirl are used co nputing bisac ni gs oss ocr siar nd sicighted ave age commor ard potcrtaa

es outsta di ig wh rh are USI CO riput ng hinted cam ngc loss aare Diluted nounC are ii CIUdCd ii tIe

cor puta 101 ol dilti ed loss per sE arc years whe ii 05 correct as su amou oulct be aritici 10 IV

ii me oss availabi to common sic ckho rs

api- ye gi comm sh es out adi ag

ii orsa ds

_010

262

40 190

Ito thYear rded

Sep mber30

xcept hare and pcr hare amor

09 2008

4478 378

26 8873 26 291 968

tos

Wrigi ted averagc omrr on ad pot itial ian outstandi

as i- loss per shire

Di ed er si-are

589228
____

90462

27990418 26758 873 27201430

010 _____
009 16 00

çary al th ol ng op icrs ci-a sh rc ol orimon stork that wer not rcluded tIe we ghtcd ye agc

co mu ard poren al tardi tl aputat old utise ea ri pe she due to ti-c aitd utivc ctfects

Scptcrnber 30

Co in Stack tois

200

4P368

100 18

rio tC aal 30 10cr opti ic punhas .mp rrtely aril ii ard

stock i- exer i- ics irm $18.71 and .00 8.11 per rc respcct ic

Co tai of dilu iie los icr i-a to th tidil ii effect additic for eli ye

api-ia ately 95 300 iwsa sh ncic nat dci due tot oss geric ate in thc period

liii sIC CS orrmo

err ao dcd th

ptein er 31 209
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Stockholders Eu

Preferred $1 ii

Dur fiscal 1995 he Co npany apier ded articLes oft icorporatior to ro ide or tic issuance up 000000 slarc

Preferred Stock sue seric and th sucl ihts ard pre eren as yb approved by Board of irectors iua 95
the Board of Direr appr cd Sari Preferred ock iid is ulativc ot and co cr iblc Ii October 9C

Board of Di cc ors proved Sens un Parti ipating efcrred Sto vh ii lativc arC vtint \s Sep mter

2110 ard 209 wcre no share Serics Preferic Stoc Jun or cli pa int
Preferrcd Stock outs andin

Treaswy Ste

Dur rg sc 20 2009 and 2005 ic Core patsy rot eou asc ar cs is nmon oak

Drect rCn peasatw iPan

he Co ip iy
ai ta ai onp nsa the menbers of is Boa of Di etors fo the service as drectors nc1

ervag am tf de 5e \e er rn1pem inv rctt rs sill ccl

$3 500 per year exce hr Vce Ch irm of the Board each ofssiom receiv 575 000 per ear addi on
ear dr ctor rec tie $500 for each boa ecfnt atte id it persor

5250 for ca board cia it tcided by telep

$400 br cach con mttec mac mg atte in person am 00 for ac icon sittee meeting attende by elepf inc Fa mar iber

of the Audit re isittec is ill so receive addi ional SI i000 per ye vi it tie Audit Corn Thttee axce for hc

Chairirar oftFeAudtC tar slossi lieceis $50 peryear eness as ftieNotr vi jig an Coy rnascaCot rntLec

eac cv ar add tiona $7500 re year set or he ml aid Cove rear cc ttee except br the Chair rat

if he Non ma warn nec Cornn tue wl-o receives per ar mar ibers if rsafo Commit cc

each eccive ad ona $15 00 at year for serv ng on tie Co nper satire air it except th nan cf tie

moensation Comm ttee ho race var $25 000 pe year Jr gen real cad sit th cctor wl ye an oo 10 gran ar

ancual bass for 100 sh oConrnor St that l1 st ix rsosths from the ate of grar suf strict am sh

preve
thc sale su shares These restrictior re hc sale ic de tag shar lapse th respect to 25/s of shares

ansuill

Sb Oution lairs

Os Ma ci 2011 ipa ys to dars aç pros ed he Mu dia at ic Con olda th qui cc Ii in

or idated Euutty In re it Plar rpr ad sh res read vi re carla Co rplrly pi
ior ui

conpensatior p1 ns cud na he Con viry 200 teak Oat on Ia .21 ck Op or 1202 lock pt ii 003

Os tstda rectal Stock Optior lan and Ic 20 it ye ard Plar Tie nbc CO son shar avail

fut re suarcepurs otheCoss idate Fe
ty

In cit equalsti rital tumb if si sap edby Car pany

sI ehu1uav if ii char ar vi ass de cerl Ire -iry

corn ensation plans if at expire are eli or re easceled wit soul having bees se settled

as no rger gras any oak or auto ma ny qu ac ye lar and oar 11 be gantec ou

nsa idated Equ ty ncert ye Plan

Norauahled tcekptionsa rantedtoth anpa ysdi ctorsnd nor rd nceits toekc onsh tad

totheC pasy soft sandemp Opti sgrantedtc sflcersar Iernpl scesge sart verfou years xre

ye years liar the te ant he Co noany expects tt nor cc to is stock op ions cc em yee as if ey ar

as wcl as to en cup yeas as mccc vs ram time ti

The ompany issues cc as atisfy ito opt vi as cc as 53 lie am
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Septcn ber 30 20 erc stock option ai ab fo it order th follow ilans

App ved Options avaiab

for grant as of

in eholders Sep ember 30 20

onsolidated Equit lacer live tan Varch 2010 232

the year ended Septe ibcr 30 2010 the act ty elatng stork option issuar es ider ie stock opton pla to by

Weighed-
We gh ed- Ave ag

kverage Reriair ir Aggregate

Numb xe iso Contractua Intrinsic

of Price per Tem- Val

Op ions Share ir year
in mi lions

ek Optiors Outsta ng October 2008 508 14

Gras ted

205

Forfeited 964 29 75

Stock Optio Ott taudng icr 2009 835298

58810 408

Lx rci ed 401 745 2.52

Fo cited 140 968 43

ockOptio is Outstard ng Sep ember 30 2010 638 385 54

Stock Options Exercisable Septeti ber 30 2009 519540 09 71

Stick pticns Exe ci Ic Se err er 3u 201 3124391

For he yeers erded Sctcmber 30 201 2009 and 2008 otFe nfoTl perta ng to stock options vas fcllows

Wc hted- rag pe vise gsa it-date fair lue of ock

optic as granted 2.14 2.14

fo al irtrinsic al ie of er sed iii us 0.8

Fotal bran -date is va uc opti ns sted do rag the

aii hum

sum nary of tIe sta he ripa lys norveted on ions as of September 30 2010 and cia ies durr5 tle yea then ide

asfobon

Weighted
Number verage

of Grart-Date
Nonvested Optio is Opt ons Fair Value

Ncnvestcdt0ct be 2009 3316708 209

Grar 1358 800 408

Vested 607 746 2.62

407968 543

Non es ed ep crab 30 2010 659794 70

CasI ccci ed from ption cxc cis under all share based paymen arraneme Is for the years iced September 2009

ard 2008 vs mi on $1 million and $218000 For the yea ended Septeiibe 30 20 009 2008 the loop ry

recorded redu 5568 000 5221 000u $3280 espect ye yof its federal and state income tax habi ity vith an offse

redi li additi na raid-i apita re ultrg on the tax benefits stock options
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As of Septeirbc 30 201 was $62n of tota unree gm einpersafo cost elated to non ested sh ba ed

corrpensataoi nange grar nd nder the ans at cost expected to be re iz ye weightedas age period

04 years hs estimate is subjwt to ch age ba upon riety of future events ii ich nclude but are no km ted to haies

ii tir rfeiture cai ci af is and the issuane of on or

up ovee Bcnfi Pla

Co par 855 ab he mpio as sa rigs pia fursuant Section 401k of ti- Inte Revs we ide elan prov

or amp es it Fetax de cried deposit nto heplaiup otIs rax in of$22000 for 010 Ihe -omparvhashistorical

matei em1oy es lb hors ch onpny eontrilutio non 6000 $688 000 aid $694 000 he yri

ide ci her 30 20 200 id 08 pest vely

15 omititwurts aid Con rngennes

it gatio id Reb lalory Pro eed zg

ifs ripary su jest ibi ity of los con gene es ansi in busmes nd uch ortnkencles cou ed for

it -eeor anc AS op nfe ces in det un rig
oss ontngeneies rip ny coisid the it bi1

in as we as the abib to easo ably as irate Us amoun such or ha ty 55 iated loss is eco ded when it is

consid red obaf tU Uab Ii has bee neur sOar wUei the amour of los ca be rsasona lye na ed

InternationalGamco e-natio -iCameo orGameo cI mi geerta tsnL SPaentNo 5324 035orthe 05 Pa art

brought in aa rist the Cornpa or Ma 200 in is Os ii iurt tUe Sc rn Di trict of CaU rna lOgir that

Us Co npany seen ai detmunait syste as op ated by the Nen York St Lottery irfr ig the 035 late claims

ye ax ov ret Uip of the 035 Pate it fr Ga -is eehnolob es is or Oasis esious ossner he 035 Patent In

ebru ry 203 ifr co ass ed he 03W Patert to Intern iona Ga lechno ogy IC Ga co claims ha eived

heens back tort hr the Nay ate Lottery Ue awsuit aims teat as Comp im rig
flit cn at LiC

date on wlr jimeo assigr ed Ue 35 Patert to IC

etem aryh na ea ii crofchallenges oGarcosstai ge suef rinfringemertof ie035 Paten et her 207

sca itt at rite lo ii ry peal tie ed ral cult ressred district courts rder whe itt held tha rairco dd

ave eitnt Oh the 35 ten te ste tUe Co par Ut iveire pa eta owne

seembe 2007 airs nd er tt mendedand R-st te IF us ccc Ag cc ient isreby lOT granCd

to au oexel erghtstot 03Iatert sateofNeu Yorkandth rght sinforpis in rr eme to lii sat

Jan -v 008 amco fled its third ieided em-p airt ci ir ri gem nt he 03 Pate aga ns us Jan 28 208

IL Cirin ilc -ip rt 1eu-ng Tax ooioay a1so th me ed iTt Slijfll aoai is

Oas Cam at cc tai leers Gar so and pro Sc Gout mt -n to perforir neg iger sr presen tio hr aeU

et sp rifie pe forina is and -to -matro of so ra -t regard to Cot ys ghts index the Subl nsa gre ci

rtheO ae ta vs asfo ron-in ringeneita dir aldty fthe 35P tnt TUe epartiesfi ad- ofon dismssa

no 100 Of SU ima udgrint as to ths claims On gus 00 he Co ued at order denying ii otu dis

and grar ing part denyr ar Ue no info suirn aryj dg nen lh Court en eredju gment aga nst tUe Coin any or

t- ai rsf rf and pr iisev it rt tei lope and xcgligentms preseita ir 1-loweser he dtha Game

no iti udgm as -itier if Ia Cot ys claims fo ea of tract or rut cciii

pcrformatc cC rrpaiys nat scm tioi for pa-ti rmac udgmen as dw ed

1- ca rt ed it strue on ml in Os eas on \pr 2009 On August 28 200 re court he Is ionic

so if xc 55 cd pre at dead sos and sd the irs Trial on -re cc data for September 2010

OxFebuaiy23 201 ra iedanofinfo sunimaryju gruer
of rot inFngemartofths 035 Patenta dsmotuoiforsu rriar

judgri rt chall ug ig ti valichty 035 Patent Oar 5k ard 103 he Court lit al argi ne or ho

motions July tU alters w-re La an ider ubrnissio ugust 20 he Co ii is-as at grar ting

the cc mpany tao un yjidgment of no iii inge eat den ii tie ration su nma jude sort of insal dty

Folion hg the Courts rd na ned of eas as the our pan claims aga nst Cia ceo Ocr id ty each

so itract reformation and sp ifie norma ice

nO ober 12 tUe ompa ad Cameo part pat ii ntary ned atmo Or lob -r 2010 itS gr ad

71
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as ttl cit the cas icrern he ent re je to beds ussed iti vie id cc eoip nutual releases elTa ged

aid cad vary 11 bea ts owr attorneys fees ard costs he Cour has do ed set lerient doeumeita ion bee rpleted

aid ssd or or before December 13 01 If tFa does ju oceu he Cou wil hold telephonic status nfer

th dx Al dates crc vaceted by Court Order lated tober 210

abana Litg for ic Corr any along vi other jor mar ufac re nim din tue lays ts ic scribed be os

ill ud
rig

in edera court abama he lass suts were filed behalf of atrons either te Hall ring ente

Lownd aba na SiC vLard Shorter Alabar ard rclud seve claim re ated to the tuned illega ity

electronic nag ii ri tue onif as filed not ors is ass ie eourpla nts fo at iong other things Ia lure to sate

cia ii pon vI ich re old be granted

Li ci ide ot line County GrejLo ad Park ietal si action was file on eb uary 20 ri th ted

Ste et Midd Dist ct of laba na Fast rr Divisior in beha if oser 800 plai itiffs aga is the par

an Co ny reyhourd rk Inc toiyLa id orpora on iterr tior aarnrg ech gie Inc ad

no ossu In Rocket Car ir Systems No ming LC and Bally flung Ire lb p1 iintif were patro

to ar in actua mage compe isatory iages chic da ages and or unitive mages ased or Sa Code

G\ ti eee s/ Poe er ad Co rgar ..rs 18

UI cc 11 28 201 the Ccnipa iy filed io it si ss he ire upla suant to Rule 2b2
md if tie led.ral Rue of Proced ir baud in part on tIe gror rids tha plaint ffs ai ed to tea cairn air

th Compa upon
vI re ief gra ted All br efirg on noto las rnp eted he ourt expected ru

ue mo ion ho uea Ii ure he Company cor tinue to gorously RAnd its ma te yen the icwta ntics ti is

litigati
he ripen nsb 1akL any pr diet as to el it mate auto ri
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Pad Vliela Gaming Ce icr LL eta uila tior was Id agai Whie aIC ung Cente

no tore Ca itroa ne reedo au Vc ures ii he moo tC oss rd abama

20 ed an ided cit olain add the on mary IC Ia nc ipso nmn Sys ems Video

Cam ng Tee inologm Inc adu ae Jaci Inc arid ACS AC plantitfs who crc pa no is of SV mite sck aver

afganbIrg asses based an ode See 81l and hare requestd the the ar on eerily the ac on as Ia y0t
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ii nate au co

Ozetti Hrdt II ac on sac ed cr to 21 the rUed States riot in for the Middle Dis net

laba against tIe mm many and icr na tu ers of eq i1 rt mm dir Cl Ba Ca Felipse im rig

Sy is .C Sidoc Cat ec1 no pies mc ad Jar SCS II Noma rig
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ompanys operty 11 as other manufact rers The case va lcd the reu Court of os de unty or Apri 21 2009
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adjus nc for r-s dcp cc atior Ii suited ii is Ic it tax in tIe sear erded Sep nher 30 sd
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lowance fo It
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Begi hag Lad of
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Balarce Balance at
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eriod Ad itior Dducfors Period

Ir thou ar ds

YearErdedSnemb r30 2010 2O37 14 52
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Yea idnd Septeni en 2008
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Pursuant to thc requ rore ts of Sect on 15 the Sceurities Exc lange Act of 1934 reg strant has duly caused ths
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EXH BIT JNDFX

DESCRIFI ION
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te idinent to At1ki1ç of Mcotptatiou

urth nended Restated Bylaws

Cons dated Bqui yhiuhvcPIan

996 ck ceitiye Plar as Amend
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001 Str ck Option Plan

2002 Stocktp orPati

2003 de rector Stock Opt on Plan
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Current Report on orm

taut R9pOrt oti Fortu
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Qua terly Rep or or 10
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rrent Repo Form 8-K
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31

103

04

IC

10
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August 16 2008 between tic Company ci Un
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isrrr drt 1eet
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bet Cotrpai and Un Clinton
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ip me Agr ement cia as of July 28 2008
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EXHIBLI
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xley Art of 2002
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FXHIBIT 21

SUBSIDIARIES OF REGISTRANT

MegaB go Inc Dc ve corporation

MGAM Systems Inc D4aware corno afo

WegaBLngo Interna jolla LLC Delawaic urn abi coirpany

Mu media Games de xico de de xicar ertity

rvci de id Basin de dcC Mcxican entity
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EXHIBIT 23.1

Consen BDO USA LL

CONSENT OF INDEPENDLNT REGISTERED PUBLIC ACCOUNTING FIRM

BOARD 01 DIRECTORS ND STOCKHOLDERS

Pf1JLT1MEDIA GAMES INC

AUSTIN TEXAS

We he eb .onsent to he incorporati by referuice in the Registration Statement on Form ilc Nos 333 167017

3334 9242 333-23123 33 -5107 333-100611 333 100612 and333- 4345 rd Forr S-3 FileNos 333-167

33 28367 33 36319 333-64128 and 333 85382 of Multimed Games Jr of our rep rts dated December 2010 relating

to the corsolidated faa cial sta eme ts financ sta eirent chedule and the effcct veness of Multimedia Games Ii an erra

co trol over fnarcial reporting whcF appear it this annual eport or Form 10

/s/BDO USA IP

BDO USA LLP

Dec irbcr 10 2010
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RUI ES 13 14A OR 15D- 4i HE SECURI1 IFS XCHAr GE 01 1934
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CORPORATE HEADQUARTERS

1ut1rT eda Games In

206 Bas Rd South Bu ding

Austin Texas 787

512 3347500

wv wmul irrediagame con

REGISTRAR

Shareho ders th quest oris regarding stock anster requre nents

lost cc nficates iges of address shou contact our

transfer ag nt

American Stock ransfer Trust Co

59 Ilaiden ane

New Yor 4ew York u038

800 93T5449

ANNUAL MEETING

The Mufttm dia Games inual

iieetir of sFare ders wI bc on Tuesday

March 22 10 00 oc tri

the ColT pa iys Corp ra Off cc

206 Wild Basin Rd So Bin ig

Austir Texas 78746

INDEPENDENT REGIS ERED

PUBLIC ACCOUNTANTS

BDO USA LLP

33 Clay Street

Su te 4700

Houston Texas 71002

NVESTOR RELATIONS

COMMON STOCK

INFOR1ATION

Multi riedia Games ft cs commo sto

traded or the Nasdaq oba Market yr der

the syrrbo
MGAV As of 201

thcr wer SI shareholders of record and

27 16L833 shar of comnon stock outstanding

Fo addt onal info mat on about Multimedfta Games Inc ease

see our webs te at wwwm timed agarr es co Vu rredia Games

welco ies opinions observa is or expressions of concern on any

go er iance natter frorr its share olders To ubmi our ressage

please use he ectron fo available on our website or wr te to

Chair iiar of the Board at our corporate add ess
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