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CYBEROPTICS CORPORATION
5900 Golden Hills Drive
Minneapolis, MN 55416

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

May 19, 2014

To the Shareholders of
CYBEROPTICS CORPORATION:

          The Annual Meeting of Shareholders of CyberOptics Corporation will be held on Monday, May 19, 2014, at the offices of Dorsey &
Whitney LLP, 50 South Sixth Street, 15th Floor, Minneapolis, Minnesota at 3:00 p.m. for the following purposes:

1) To elect five directors to serve until the annual meeting in 2015;

2) To approve, on a nonbinding advisory basis, compensation to our executive officers;

3) To approve an amendment to our Stock Grant Plan for Non-Employee Directors to increase the reservation of common
stock by 30,000 shares;

4) To ratify the appointment of Grant Thornton LLP as independent registered public auditors; and

5) To consider such other matters as may properly come before the meeting or any adjournments thereof.
          Only holders of record of Common Stock at the close of business on April 7, 2014, will be entitled to receive notice of and to vote at the
meeting. Shareholders who do not expect to attend the meeting in person are urged to fill in, date, sign and promptly return the proxy in the
enclosed envelope, or, for registered shareholders, promptly return your proxy online at http://www.eproxy.com/cybe, as described more
completely on the enclosed proxy card. If you later desire to revoke your proxy, you may do so at any time before it is exercised.

By Order of the Board of Directors

Thomas Martin
Secretary

Minneapolis, Minnesota
April 11, 2014

Important notice
regarding the availability of proxy materials for the shareholder

meeting to be held on May 19, 2014.
Our proxy statement, the form of our proxy card, and annual

report on Form 10-K can be viewed online at
http://www.idelivercommunications.com/proxy/cybe
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CYBEROPTICS CORPORATION
5900 Golden Hills Drive
Minneapolis, MN 55416

PROXY STATEMENT
Annual Meeting of Shareholders to be held

on May 19, 2014

          We have prepared this proxy statement on behalf of our Board of Directors for use in soliciting proxies for our Annual Meeting of
Shareholders to be held Monday, May 19, 2014. The annual meeting will be held on the 15th floor of the offices of Dorsey & Whitney LLP, 50
South Sixth Street, Minneapolis, Minnesota at 3:00 p.m. We will bear the cost of soliciting proxies, including the cost of preparing and mailing
the Notice of Annual Meeting of Shareholders and this Proxy Statement. We have not retained a proxy solicitation agent or any other consulting
firm to assist us with the proxy process. Instead, our officers or other regular employees may solicit proxies in person, by mail, telephone or
facsimile, but will not receive any special compensation for these services.

          The only matters that our Board of Directors knows will be presented at the annual meeting are (i) the election of directors, (ii) approval,
on a nonbinding advisory basis, of compensation to our executive officers, (iii) approval of an amendment to our Stock Grant Plan for
Non-Employee Directors to authorize us to issue up to an additional 30,000 shares under that plan and (iv) the ratification of the appointment of
Grant Thornton LLP as our independent registered public accounting firm. The Board of Directors recommends that you vote in favor of the
election of each Director who has been nominated, in favor of our executive compensation, in favor of the increased reservation under
the stock grant plan, and in favor of the ratification of Grant Thornton LLP as our independent registered public accounting firm. If
you return a signed proxy form and any other matter properly comes before the meeting, the persons named in the proxy form will have
authority to vote your shares on the additional matter in accordance with their judgment.

VOTING RIGHTS AND PROCEDURES

          If you return a proxy card, we will vote your shares in the manner that you have directed in the card. If you complete the proxy card but do
not direct us how to vote, your shares will be voted for the election of the nominees for director named in this proxy statement, for approval of
the executive compensation described in this proxy statement, for the increased reservation under the stock grant plan, for the ratification of
appointment of Grant Thornton LLP as our independent registered public accounting firm, and in the manner the proxies decide on any other
matter properly brought before the meeting. If you �withhold vote for� one or more directors or �abstain from� the vote on executive compensation,
on the stock grant plan or on ratification of the auditors, we will consider your shares present and entitled to vote for purposes of determining the
presence of a quorum at the meeting and as unvoted, although present and entitled to vote, for purposes of the item for which you have
abstained. If a broker submits a proxy that indicates the broker does not have discretionary authority to vote shares, those shares will be counted
as shares that are present and entitled to vote for purposes of determining the presence of a quorum at the meeting, but will not be considered as
present and entitled to vote on the matter for which the broker lacks discretionary authority.

          You may revoke your proxy at any time before the meeting by delivering to our corporate secretary a written notice of termination of the
proxies� authority, or a signed proxy bearing a later date.

- 2 -

Edgar Filing: CYBEROPTICS CORP - Form DEF 14A

4



          You must be a holder of record of our Common Stock at the close of business on April 7, 2014, to receive notice of and to vote at the
meeting. On April 7, 2014, we had 6,512,238 shares of common stock outstanding. Each outstanding share is entitled to one vote on all matters
presented at the meeting.

          Enclosed with this Proxy Statement is a copy of our Annual Report on Form 10-K for the year ended December 31, 2013. We are mailing
this Proxy Statement and proxy card on or about April 11, 2014.

PROPOSAL 1�ELECTION OF DIRECTORS

          Our Nominating Committee has nominated five persons for election at the Annual Meeting: Alex B. Cimochowski, Craig D. Gates,
Subodh Kulkarni, Irene M. Qualters and Michael M. Selzer, Jr. Each nominee has served as one of our directors for more than one year.
Kathleen P. Iverson, our Chair and Chief Executive Officer during 2013, retired from all positions on January 31, 2014 and is not standing for
re-election. The following information is furnished with respect to each nominee as of February 15, 2014.

          Alex B. Cimochowski, age 74, has been a director of CyberOptics since its formation in 1984. Mr. Cimochowski, received a BS in
Engineering Physics from Penn State and a MS from the Massachusetts Institute of Technology, and started his career as an engineer with IBM
Corporation. From 1964 until 1983, he held various management positions with Control Data Corporation, then the largest producer of
supercomputers in the world, including Group Vice President. He founded Edge Computer Corporation in 1983, a venture capital backed
company that developed a complete computer workstation, that was for a time during the early stages of the desktop computer industry the
fastest workstation available. He was President of Edge until 1988. From 1988 until 1995, he was Chief Executive Officer of Delphax Systems,
a manufacturer of high speed electronic printing solutions. From 1996 until his retirement in 2009, Mr. Cimochowski was President and owner
of Four Peaks Technologies, Inc., a printing company. Mr. Cimochowski brings to our Board not only historical perspective of the operations of
CyberOptics, but detailed knowledge of the computer development process, assembly process and markets, and substantial experience with the
management and finance of both emerging and established companies.

          Craig D. Gates, age 55, has been a director of the Company since February 2012. Mr. Gates has been a director since July 2009 and
President and CEO since April 2009 of Key Tronic Corporation, a publicly held electronic manufacturing services company. He was Executive
Vice President of Marketing, Engineering and Sales of Key Tronic from July 1997 to April 2009; Vice President and General Manager of New
Business Development of Key Tronic from October 1995 to July 1997; and Vice President of Engineering of Key Tronic from October 1994 to
October 1995. From 1982 to October 1994, Mr. Gates held various engineering and management positions with the Microswitch Division of
Honeywell Inc., lastly as Director of Operations, Electronics. Mr. Gates has a Bachelor of Science Degree in Mechanical Engineering and a
Masters in Business Administration from the University of Illinois, Urbana. Mr. Gates brings to our Board considerable experience as the CEO
of a growing public company in an electronics market served by the Company, as well as valuable technical and management experience in
engineering and development.

          Subodh Kulkarni, age 49, has been a director of CyberOptics since 2009 has been our President and Chief Executive Officer since
February 2014, was our Executive Chairman from September 2013 to February 2014 and was lead director from December 2012 until election
as Executive Chairman. He was Chief Executive Officer from January 2013 to February 2014 of Prism Computational Sciences, a developer of
software tools for scientific and commercial applications in simulation of hot gases and plasma used in many applications, including the
semiconductor industry. He was Chief Technology Officer and Senior Vice President, OEM/Emerging Business, of Imation Corp from 2009
until 2012; Vice President, Global Commercial Business, R&D and Manufacturing of Imation from 2007 through 2009;
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Vice President, R&D and Manufacturing of Imation from 2006 through 2007; Vice President of R&D of Imation from March 2006 until October
2006; and Executive Director of R&D of Imation from 2004 until March 2006. Prior to 2004, Dr. Kulkarni held various research management
positions with 3M Corporation, and prior to that, with IBM. Dr. Kulkarni received his B.S. in chemical engineering (first in his class) from
IIT�Bombay, India, and went on to obtain a master�s degree and a PhD in chemical engineering from the Massachusetts Institute of Technology,
with thesis work on disilane surface decomposition�used in the manufacture of semiconductors. He has won a number of awards for
commercializing technologies he and others have developed in the electronics industry. Dr. Kulkarni brings to our Board significant expertise in
management of technology-focused entities, in commercialization of technologies in the electronics, computer and semiconductor industries, and
in the markets for our products.

          Irene M. Qualters, age 64, has been a director of CyberOptics since 1999. Since December 2009, she has been employed at the National
Science Foundation where she is currently the Division Director for Advanced Cyberinfrastructure. From 2008 until 2009, she was Senior Vice
President�Products of Silicon Graphics, Inc., a manufacturer of high-performance computing solutions. From 2005 until 2008, Ms. Qualters was
Vice President, Software Engineering of Ageia Technologies, Inc., a developer of gaming physics technology. From 1999 until 2005, she was
Vice President, Research Information Services at Merck & Company, a global pharmaceuticals company. From 1995 until 1999, she held
various executive positions with Cray Research, a developer of super computers, lastly as President of Cray Research and Senior Vice President
of Silicon Graphics, Inc., then its holding company. Ms. Qualters received her Bachelor�s degree from Duquesne University, and a Masters in
Computer Science from the University of Detroit. Ms. Qualters has significant technical and senior management experience in both start-up and
public companies. She brings particular expertise regarding the computer industry, where she engaged in both software and semiconductor
development.

          Michael M. Selzer, Jr., age 61, has been a director of CyberOptics since 1999 and Chairman of the Board since February 2014. Mr.
Selzer has been the President of the South Dakota School of Mines and Technology Foundation since 2011. From 2009 until 2011, he served as
a consultant to medical products companies. He was a founder of ConcepTx Medical, Inc., a developmental-stage medical device company, and
served as the Chief Executive Officer and a Director of ConcepTx, from 2007 until 2009. He was President, Chief Executive Officer and
Director of Optobionics Corp., a technology startup that attempted to apply semiconductors to human optical disorders, from 2003 until 2007.
He was Chief Executive Officer of Urologix, Inc., a publicly held, medical device manufacturer from 1999 to 2003 and was Vice President and
General Manager�Neurostimulation Business of Medtronic, Inc. from 1994 until December 1998. Mr. Selzer received his B.S. in electrical
engineering from South Dakota School of Mines and his MBA from Arizona State University. Mr. Selzer brings to the Board expertise in
semiconductor and circuit board fabrication, as well as considerable experience and expertise in public company management and sales, and
emerging company finance, operations and management.

          All nominees that are elected will serve until the next annual meeting or until their earlier death, resignation, removal or disqualification.
We intend to vote the proxies in favor of the nominees named above as directors, unless you otherwise direct us in the proxy card. If a nominee
for director becomes unavailable for any reason, the proxies will be voted in accordance with the best judgment of the named representatives.
We have no reason to believe that any candidate will be unavailable.

          Directors are elected by a plurality of votes cast. The five nominees receiving the highest number of votes will be elected. The
Board of Directors recommends a vote FOR each nominee.
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INFORMATION ABOUT OUR BOARD OF DIRECTORS AND ITS COMMITTEES,
AND OTHER CORPORATE GOVERNANCE MATTERS

Our Board and Board Leadership

          Composition and Independence. Under the Minnesota Business Corporation Act, and our Articles of Incorporation and Bylaws, our
business and affairs are managed under the direction of our Board of Directors. Our officers are responsible for day to day management of
operations. Our Board currently consists of five members, all of whom are standing for reelection at the annual meeting.

          We require that a majority of the members of our Board of Directors be �independent� within the meaning of the requirements of the Nasdaq
Stock Market listing standards. Based on information contained in questionnaires completed by each nominee for director and otherwise
available to us, and based on inquiry of each of our directors, our Board of Directors has concluded that each of Mr. Cimochowski, Mr. Gates,
Ms. Qualters and Mr. Selzer, constituting a majority of our Board, is independent not only within the meaning of the Nasdaq Marketplace Rules,
but within the meaning of the heightened standards applicable to members of an audit committee contained in Rule 10A-3(b)(1) under the
Securities Exchange Act of 1934 and Rule5605(c)(2)(A) of the Nasdaq Marketplace Rules. In considering the independence of our directors, our
Board inquired and was advised that, to the knowledge of these individuals, neither they nor any member of their immediate family had engaged
in any transaction with us except in their capacities as directors.

          Meetings and Attendance. Our Board strives to maintain sound corporate governance, consistent with the scope of our operations and the
integrity of our personnel. Accordingly, attendance by our Board members at all meetings has been a continuing goal and we devote
considerable effort to scheduling meetings so that all directors may attend and may review financial information regarding our quarterly and
annual results prior to public release. During the year ended December 31, 2013, we had six meetings of the Board. Each director attended at
least 75% of the meetings of the Board and the committees on which such director served. Our directors met in separate, executive session
without management five times during 2013.

          We require that all Board members use their best efforts to attend our annual shareholder meeting. All of our directors attended the annual
meeting held on May 17, 2013.

Our Chairman. Since September 2013, we have separated the roles of Chief Executive Officer and Chairman. Dr. Kulkarni served as
executive chairman until he assumed the role of Chief Executive Officer after the retirement of Kathleen Iverson at the end of January 2014, and
Michael M. Selzer, Jr., an independent board member currently serves as our Chairman of the Board.

Responsibility for Risk Management. Our Board considers the identification and management of risk a responsibility of the Board as a
whole. Nevertheless our Audit Committee has specifically undertaken to identify and direct management in the control of financial risk, and in
its role in reviewing the periodic reports we file with the Securities and Exchange Commission, continues to focus on articulating known risks
and identifying them for the Board. The audit committee considers and acts on transactions that may involve a conflict of interest between
CyberOptics and our management, the Board and employees and members of their immediate family, and administers our Code of Ethics.

          Our Compensation Committee is responsible for ensuring that the executive compensation plans and stock benefit plans that it establishes
and oversees do not encourage our officers and employees to undertake unnecessary risks. The Compensation Committee has concluded that,
given the size of grants made under and the time based vesting of grants under our Stock Incentive Plan as well as the multiple
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metrics required for incentive compensation under our Management Incentive Plan, our compensation policies are not likely to present risks that
would have a material adverse effect on CyberOptics.

          Our Nominating and Corporate Governance Committee considers risks presented by changing law and regulation and recommends
changes in governance and operations to comply. Our Nominating and Corporate Governance Committee has also prepared a management
succession plan, which it periodically revisits and revises to address the risk of loss of an executive. Each of these committees reports its
recommendations on risk management to the Board as a whole.

Committees of Our Board

          Our Board has three committees: An Audit Committee, a Compensation Committee and a Nominating and Corporate Governance
Committee, each of which has a written charter. Copies of the charters for all three committees may be reviewed on our website at
www.cyberoptics.com.

Audit Committee. Our Audit Committee assists our Board in overseeing and monitoring our accounting and financial reporting
processes, audits of our financial statements, the independence and performance of our independent auditors and our compliance with legal and
regulatory requirements. The Audit Committee reviews all interested party transactions and oversees our Code of Business Conduct and Ethics.
The Audit Committee generally requires any transaction between CyberOptics and a director or officer, the immediate family of a director or
officer, or any entity that a director or officer controls to be reported to our Ethics Officer. The Ethics Officer, in turn, is obligated to report the
transaction to the Committee. Although it has not adopted written standards of approval, the Audit Committee generally considers these
transactions consistent with its fiduciary obligations and approves transactions only if they are fair and reasonable, in the best interests of the
corporation, and on terms no less favorable than could be obtained from an unaffiliated third party.

                    The Audit Committee has sole authority to appoint, determine funding for, retain and oversee our independent registered public
accounting firm and to pre-approve all audit services and permissible non-audit services. It is our policy to present to the entire Committee
proposals for all audit services and permissible non-audit services prior to engagement.

                    Our Audit Committee consists of Mr. Cimochowski (Chair), Mr. Gates, and Ms. Qualters. Each of Mr. Cimochowski, Mr. Gates,
and Ms. Qualters is an �independent director� within the meaning of Rule 10A-3(b)(1) under the Securities Exchange Act of 1934 and Nasdaq
listing standards applicable to audit committees. Our Board of Directors has identified Mr. Cimochowski as an �audit committee financial expert�
within the definition established by the Securities and Exchange Commission. The Audit Committee held six meetings during 2013. All
members of the Committee attended all (100%) of the meetings. The report of the Audit Committee is contained on page 15 of this proxy
statement.

Compensation Committee. Our Compensation Committee establishes the compensation of our executive officers, including our
Chief Executive Officer, administers our stock-based benefit plans, including our 1998 Stock Incentive Plan and our Employee Stock Purchase
Plan, and makes recommendations to our Board regarding director compensation. The Compensation Committee currently consists of Ms.
Qualters (Chair), Mr. Selzer and Mr. Cimochowski, each of whom is an independent director under Nasdaq listing standards, including the
listing standards applicable to compensation committee independence. During 2013, the Compensation Committee held three meetings. All
members of the Committee attended 100% of the meetings.

Nominating and Corporate Governance Committee. Our Nominating and Corporate Governance Committee identifies individuals
qualified to become Board members, recommends to the
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Board nominees to fill vacancies in membership of the Board as they occur, recommends a slate of nominees for election as Directors at the
annual meeting, and monitors our corporate governance function. The Nominating Committee currently consists of all of our independent
directors, including Mr. Cimochowski, Mr. Gates, Ms. Qualters and Mr. Selzer (Chair). During 2013, the Nominating and Corporate
Governance Committee held three meetings. All members of the Committee attended 100% of the meetings.

                    We require that each nominee for Director be an individual of the highest character and integrity, have substantial experience that is
of particular relevance to CyberOptics, have sufficient time available to devote to our affairs, and represent the best interests of all our
stakeholders, including our shareholders. Because of the business in which CyberOptics functions, a technical background, or a background in
marketing, sales, finance or related pursuits for technology companies, is favored. The Nominating and Corporate Governance Committee has
discretion as to the determination of which individuals will best fit these criteria. We believe that all of the current nominees to the Board
possess these characteristics. Although the Nominating and Corporate Governance Committee considers the diversity of Board members,
including diversity of experience, gender and ethnicity, when considering candidates, we have not adopted any diversity policies in the
nomination of candidates for director. We believe our current Board members reflect our commitment to diversity.

                    When seeking additions to, or replacements for, Board positions, we first poll members of the Nominating and Corporate
Governance Committee, and the Board as a whole, as to the specific characteristics that they perceive are most desirable for an additional
member of the Board, which normally includes characteristics that Board members believe may be partially absent among the current board.
Although we could employ a search firm in the future, we have historically been able to locate suitable candidates through the recommendations
of members of our Board and our professional advisors. After candidates are identified, a background check is completed and the resume of each
candidate is circulated among members of the Committee. If the Committee believes that it is advisable to proceed with a candidate, the
candidate is interviewed by several members of the Committee and the Board Chair, and the impressions generated from these interviews are
circulated to all members of the Committee and discussed at a Committee meeting. If the impressions are favorable and the Committee so
determines, the candidate is asked to stand for election.

                    Although most candidates have originated from recommendations of officers, Board members, or professional advisors, and all of
the nominees for the 2014 annual meeting are currently directors and are being re-nominated as such, the Nominating and Corporate Governance
Committee will consider suggestions from other stakeholders, including shareholders, for nominees for the 2015 annual meeting. A candidate
suggested by a shareholder would be considered using the same process as a candidate suggested by a Board member or other adviser. Any
shareholder who wishes to recommend that a specific individual (other than the shareholder and other than someone who would not be
independent under Nasdaq listing standards) be considered for nomination for the 2015 meeting should contact the Board with specific
information about the proposed nominee, including an appropriate resume, prior to February 18, 2015. Methods of communicating with our
Board are described on our website at www.cyberoptics.com. The Nominating and Corporate Governance Committee will consider these
recommendations, but has absolute discretion as to whether to recommend any individual for nomination. For the 2014 annual meeting, we did
not receive any nominations from shareholders.

Code of Conduct and Shareholder Communications with the Board

          Our Code of Business Conduct and Ethics, which is posted on our website at www.cyberoptics.com, is applicable to all of our officers,
directors and employees, including our senior financial officers.
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          We have also established procedures for communication by our shareholders with our directors. Shareholders may send communications
by mail to the attention of:

Ethics Officer
CyberOptics Corporation
5900 Golden Hills Drive

Golden Valley, MN 55416

          You may also send communications by e-mail to board@cyberoptics.com. Our Ethics Officer will review all communications received
and provide copies, or summaries, of those communications which are not frivolous or vexatious to the Chair of our Audit Committee for
consideration. These procedures may also be found at our website at www.cyberoptics.com.

Compensation of Our Independent Directors

          None of Mr. Cimochowski, Mr. Gates, Ms. Qualters or Mr. Selzer receives any compensation from us for services other than services in
their capacities as members of our Board of Directors or of a committee of our Board of Directors. For 2013, we paid our independent directors
an annual retainer of $25,000 plus directors� fees of $1,000 per meeting of the Board of Directors attended in person and $500 per meeting of the
Board of Directors attended by conference call. We also pay fees of $500 for each meeting of a committee attended that is not associated with a
Board meeting. Until 2008, each independent director automatically received an option under our Stock Option Plan for Non-Employee
Directors to purchase 4,500 shares on the date of each annual meeting. These options were fully exercisable from the date of grant at a price
equal to the fair market value of our common stock on that date. Effective with our 2008 Annual Meeting, these option grants were replaced
with the grant of 1,000 shares to each non-employee director at the annual meetings at which they are reelected. We do not provide any other
stock awards, non-equity incentive compensation, pension benefits or any other form of compensation to our directors who are not employees.

          Ms. Iverson, who was also an employee and not an independent director, did not receive any additional compensation for service as a
Board member. Dr. Kulkarni ceased being an independent director upon his appointment as Executive Chair in September 2013 and received no
additional fees for service as a director after that time.

          During 2013, we provided the following compensation to directors who were not also employees:

Director Compensation

Name
Fees Earned or
Paid in Cash ($)

Stock
Awards1($) Total ($)

Alex B. Cimochowski $33,000 $6,080 $39,080
Craig D. Gates $32,500 $6,080 $38,580
Subodh Kulkarni2 $29,000 $6,080 $35,080
Irene M. Qualters $32,500 $6,080 $38,580
Michael M. Selzer, Jr. $31,000 $6,080 $37,080

1. Stock awards represent the expense recorded in 2013 for 1,000 shares granted to each re-elected director based on the $6.08 closing price on
the date of our 2013 annual meeting. Options to purchase 18,000 shares for each of Mr. Cimochowski, Ms. Qualters, and Mr. Selzer were
outstanding at December 31, 2013.

2. Does not include compensation to Dr. Kulkarni after he was elected Executive Chair in September 2013, which is instead reflected in the
summary compensation table on page 12 of this proxy statement.
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PROPOSAL 2�ADVISORY APPROVAL OF EXECUTIVE COMPENSATION

          As described in more detail in the �Executive Compensation� section of this proxy statement, the compensation we pay our executive
officers generally reflects our results of operations. Our Board selects salary levels for executives adequate to compensate them relative to their
peers, annually creates an incentive program for all management employees that is based primarily upon our revenue, operating income and cash
results, and provides longer-term equity-based incentives designed to align executive officer compensation with long-term strategic operating
and financial goals. Our Board believes these compensation policies achieve the objective of aligning compensation with performance.
Consistent with requirements of the federal securities law, we are asking our shareholders, on an advisory basis, to approve the compensation of
our named executive officers by adopting the following resolution:

          RESOLVED, that the shareholders approve the compensation of executives as described in the Summary Compensation Table and
the other executive compensation tables and related discussion contained in the proxy statement dated April 11, 2014.

Our Board of Directors recommends a vote �FOR� this resolution. Your vote is advisory and will not be binding upon our Compensation
Committee. The Compensation Committee will take into account the outcome of the vote when considering future compensation arrangements.

PROPOSAL 3 � APPROVAL OF AMENDMENT TO STOCK GRANT PLAN FOR NON-EMPLOYEE DIRECTORS

          On February 21, 2014, our Board of Directors approved, subject to shareholder approval, a 30,000 share increase in the number of shares
of common stock reserved for issuance under our Stock Grant Plan for Non-Employee Directors. The Stock Grant Plan was created in February
2008 and provides for automatic grants of 1,000 shares of our common stock to each of our non-employee directors upon their re-election to the
board of directors. At February 21, 2014, there remained only 6,000 shares under the Stock Grant Plan, which would be adequate for grants of
share-based compensation to our directors at the 2014 meeting, but not for the 2015 meeting.

          The Stock Grant Plan is designed to provide a non-cash means of compensating our directors without creating a need for directors to sell a
disproportionate number of the shares acquired to cover tax liability, as is often the case with options when the market price is only marginally
above the exercise price. The Plan also is designed to further our objective of increasing the number of shares retained by directors.

          The Stock Grant Plan is available only to directors who are not employees and who are re-elected at an annual meeting. Our Board of
Directors may discontinue the Stock Grant Plan at any time, but the Plan may not be altered to change the timing, or increase the amount or
character of benefits under the Plan without shareholder approval.

          The grant of shares under the Stock Grant Plan will cause the director who receives the shares to recognize, for federal income tax
purposes, ordinary income equal to the fair market value per share of our common stock on the date of the annual meeting multiplied by the
1,000 shares received, and we will have a corresponding deduction.

The affirmative vote of the holders of a majority of the shares of the common stock represented at the annual meeting and entitled to vote
is necessary to approve the increased reservation under the Stock Grant Plan described above. Proxies will be voted in favor of such proposal
unless otherwise indicated.

The Board recommends that shareholders vote for the proposal to approve the Stock Grant Plan as described above.
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EXECUTIVE COMPENSATION

Executive Officers

          We describe in this section the executive compensation paid to our three current executive officers, Subodh Kulkarni, Jeffrey A. Bertelsen
and Daniel Good and to Kathleen P. Iverson, who was our Chief Executive Officer from 2003 until her retirement on January 31, 2014, and
Chair of our Board of Directors from 2009 until September 2013.

          Dr. Kulkarni, our Chief Executive Officer, serves on our Board of Directors and his background is described above under the caption
�Proposal 1�Election of Directors.�

          Jeffrey A. Bertelsen, 51, started as Vice President�Finance and Chief Financial Officer in 2005. On February 21, 2014, Mr. Bertelsen was
appointed Chief Operating Officer, and will also retain his positions as Vice President�Finance and Chief Financial Officer. Before joining
CyberOptics, Mr. Bertelsen was Vice President, Finance, Corporate Controller and Treasurer and Assistant Secretary of Computer Network
Technology Corporation (�CNT�), a provider of storage networking equipment and solutions. During his ten years at CNT, Mr. Bertelsen held
various positions starting as controller in 1995. Prior to joining CNT, Mr. Bertelsen was a CPA with KPMG LLP.

          Daniel Good, 53, started as Vice President of Corporate Development in May 2010, and became Vice President of R&D/Corporate
Development in February 2013. From November 2008 to May 2010, Mr. Good served as Vice President, Worldwide Marketing and Product
Management, for Storage Genetics, Inc. of Longmont, Colorado, a start-up company focused on innovative flash memory storage products. For
the 10 years prior to joining Storage Genetics, Mr. Good held various management positions with Seagate Technology, including Vice President,
Security Product Management, and Vice President, New Business Initiatives.

Compensation

We provide three principal forms of compensation to our executives: (1) an annual cash salary; (2) annual cash-incentive pay based on a
combination of financial performance goals and operating objectives; and (3) longer-term equity-based compensation in the form of stock
options and restricted stock units. Our Compensation Committee, consisting solely of independent directors, sets executive compensation. We
have not historically employed a compensation consultant and did not use a consultant in setting executive compensation for 2012 or 2013.
Although our Chief Executive Officer participates in formulating compensation for other employees, the Compensation Committee approves all
executive compensation, and in the case of the Chief Executive Officer, without the CEO�s participation.

          Dr. Kulkarni, who became our Executive Chairman in September 2013, did not participate in our executive compensation plan for 2013
but instead was paid $15,000 per month for his services during the last four months of 2013. When he was appointed Chief Executive Officer
effective February 1, 2014, Dr. Kulkarni�s salary was set at $300,000 per year, and he was granted options to purchase 80,000 shares of the
Company�s common stock, and restricted stock units with respect to 20,000 shares of common stock in accordance with the employment
agreement described below. Dr. Kulkarni will participate in the annual cash incentive plan for 2014.

- 10 -
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Salaries. For 2013, except for Mr. Bertelsen, because of the depressed market and financial results during the last quarter of 2012 that
continued into early 2013, we made no changes in the salaries or incentive compensation of our executive officers. In June 2013, the members of
the committee concluded that Mr. Bertelsen�s compensation was substantially below the level of similar executives and approved an increase of
3% in Mr. Bertelsen�s salary and bonus objective.

          Incentive Compensation. Our Compensation Committee established the annual cash incentive plan for fiscal 2013 in February 2013. The
plan provided that executives could earn a cash bonus at targeted performance equal to a percentage of the executive�s salary, which was 50% for
Ms. Iverson, 35% for Mr. Bertelsen and 25% for Mr. Good, and provided for a maximum bonus of 180% of that amount. The cash incentive
plan for 2013, like the plans in the previous two years, based 70% of the incentive pay upon financial performance relative to targeted
performance, and 30% on specific operating goals. The financial performance goals were based 28% on revenue, 21% on operating profit and
21% on ending cash balances, but required minimum annual revenue of $47,500, at least break-even operating profit, and an ending cash
balance of a minimum of $26,500. Because none of these objectives were achieved, none of the executive officers received incentive
compensation based upon financial performance. The operating goals consisted of a combination of new product release milestones,
development milestones, sales account milestones, administrative objectives relative to a strategic plan, and acquisition objectives. The
Compensation Committee determined that the sales account milestones had not been achieved, but the other milestones had been, resulting in a
bonus payout of 24% of the objective. Accordingly, Ms. Iverson receiving a bonus of $34,920, Mr. Bertelsen a bonus of $17,057, and Mr. Good
receiving a bonus of $12,420.

Long-Term Equity Incentive. We typically grant options and restricted stock units to continuing management employees as long-term
compensation in December of each year, with both RSUs and options vesting over a four-year period commencing one year from the date of
grant and options having a seven-year term. We granted RSUs and options to Mr. Bertelsen and options to Mr. Good at our December 2013
meeting. Because Ms. Iverson was retiring, she did not receive options or RSUs. Dr. Kulkarni received options and RSUs when he agreed to the
terms of his employment in January 2014.

Other Benefits. We do not maintain a pension plan and do not provide our executives non-qualified deferred compensation, but instead
encourage retirement savings through our 401K Retirement Savings Plan. We have historically matched 50% of employee, including executive,
contributions to the 401K plan, up to contributions by the employee equal to 6% of annual compensation.

Employment/Severance Agreements. We have an employment agreement with Dr. Kulkarni and have severance pay agreements with Mr.
Bertelsen and Mr. Good. Ms. Iverson, who also had a severance pay agreement, executed a separation agreement in December 2013 in
connection with her retirement that replaced her severance pay agreement. Under her separation agreement, we paid Ms. Iverson a lump sum
payment equal to one times her annual salary effective upon her retirement, and we extended the exercisability of three options with respect to
an aggregate of 41,666 shares for an additional four months.

          Under the severance pay agreements with Mr. Bertelsen and Mr. Good we would be obligated to pay the executive one times his annual
compensation averaged over the three years preceding termination, and vest the restricted stock units and options he held, if his employment
were terminated by CyberOptics without cause or by the executive with good reason after a change of control. For purposes of these agreements
�cause� is defined as the willful misconduct, or failure to perform services, by the executive, and �good reason� is defined as the failure of the
successor to assign the executive comparable responsibilities, a relocation by more than 50 miles, or a reduction in compensation. A �change of
control� is defined as a public announcement that any person or persons acting in concert have acquired 40% of our voting stock; a change of
control required to be reported under proxy rules; a change in a
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majority of our directors, other than by succession; shareholder approval of a merger, consolidation or sale of substantially all our assets; or a
decision of our directors that a change of control has occurred.

          Dr. Kulkarni�s employment agreement provides for an annual salary of $300,000, for participation in our annual incentive compensation
plan at 50% of salary at targeted performance, for the grant of options to purchase 80,000 shares, and RSUs with respect to 20,000 shares, for
severance of one times salary if terminated prior to a change of control without cause, and for severance of twice salary if terminated within one
year after a change of control by the company without cause or by Dr. Kulkarni for good reason. For such purposes, �cause,� �good reason� and
�change of control� are defined in the same manner as in the severance pay agreements described above. Under his employment agreement, Dr.
Kulkarni has also agreed to assign intellectual property he develops while an employee and to refrain from competing with the Company, or
from soliciting employees, for a period of one year after his employment terminates.

Summary Compensation Table

          The following table summarizes, for 2013 and 2012, the total compensation that we paid or accrued for our executive officers. The stock
awards and option awards reflected in the table represent the grant date value of the awards in the year in which they are granted. No
discretionary bonuses were paid in the years presented.

Year Salary
Stock

Awards1
Option

Awards1

Non-Equity
Incentive

Plan
Compensation2

All Other
Compensation3 Total

Subodh Kulkarni 4 2013 $ 50,538 $ � $ � $ � $ � $ 50,538
Executive Chair

Kathleen P. Iverson 2013 291,300 � � 34,920 8,245 334,465
Chief Executive Officer 2012 291,300 98,338 240,533 26,190 8,050 664,411
& President

Jeffrey A. Bertelsen 2013 200,135 14,823 39,604 17,057 6,377 277,996
Chief Financial Officer 2012 196,730 49,169 120,267 12,420 6,103 384,689

Daniel Good 2013 207,000 � 35,466 12,420 6,730 261,616
VP of R&D/Corporate 2012 207,000 32,842 80,531 9,315 7,500 337,188
Development

1. Represents the grant date fair market value as determined using the Black-Scholes valuation model for stock options, and based upon the
market value of our common stock for restricted stock units. See note 6 to our consolidated financial statements included as Item 8 to our
Annual Report on Form 10-K for a description of the calculation of grant date fair market value.

2. Payment for performance under our incentive plan.

3. Consists of company contributions to a 401K plan, and for Ms. Iverson tax preparation services.

4. Does not include compensation paid to Dr. Kulkarni as an independent director prior to his election as executive chair, which is instead
reflected in the Director Compensation table on page 8 of this proxy statement. Dr. Kulkarni was not required to provide services full time
as Executive Chairman.
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Outstanding Equity Awards at Fiscal Year-End

          The following table lists the options and restricted stock units held by each of the named executive officers at December 31, 2013. All of
the options become exercisable, to the extent not already vested, in annual increments of one-quarter of the number of shares to which they are
subject and most expire seven years from the date of grant.

Option Awards
Restricted Stock Unit

Awards

Name

Number of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Unexercised
Options (#)

Unexercisable

Option
Exercise

Price
($)

Option
Expiration

Date

Number
of

Shares or
Units

of Stock
Held
That

Have Not
Vested

(#)

Market
Value of
Shares or

Units
of Stock

That
Have Not
Vested1

($)
Dr. Kulkarni 0 0 � � 0 �

Ms. Iverson 13,350 12.34 5/1/14
46,200 4.99 5/1/14
10,000 6.29 8/31/14
12,501 4,166 8 8.71 5/1/14
11,667 35,000 7 7.30 8/31/14
8,333 25,000 8 7.48 8/31/14

6942 4,435
5,8333 37,273
4,1674 26,627

Mr. Bertelsen 6,700 12.34 12/7/14
26,400 4.99 12/5/15
15,000 4.80 5/18/16
7,500 2,500 2 8.71 12/10/17
5,834 17,499 3 7.30 1/6/19
4,167 12,500 4 7.48 12/14/19

16,750 5 5.39 12/6/20 54,07840,619
Casino operations 11,420 11,839

189,030 153,765
Costs and expenses:
Cost of gaming equipment and
systems (1) 54,663 56,147
Cost of gaming operations 18,059 17,542
Direct cost of casino operations 4,712 4,462
Selling, general and administrative 52,271 49,420
Research and development costs 13,309 12,556
Depreciation and amortization 4,854 5,351

147,868 145,478
Operating income 41,162 8,287

Other income (expense):
Interest income 977 911
Interest expense (7,237) (7,921)
Other, net 877 383

Income before income taxes and
minority interest 35,779 1,660
Income tax expense (13,109) (671)
Minority interest (1,388) (1,214)

Net income (loss) $ 21,282 $ (225)
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Basic and diluted earnings (loss) per
share:
Basic earnings (loss) per share $ 0.39 $ (0.00)
Diluted earnings (loss) per share $ 0.37 $ (0.00)

Weighted average shares
outstanding:
Basic 54,043 52,901
Diluted 57,416 52,901

(1) Cost of gaming equipment and systems exclude amortization related to certain intangibles, including core technology and license rights,
which are included in depreciation and amortization.

See accompanying notes to unaudited condensed consolidated financial statements.
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BALLY TECHNOLOGIES, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended
September 30,

2007 2006
(as restated,
see Note 2)

(in 000s)
Cash flows from operating activities:
Net income (loss) $ 21,282 $ (225)
Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:
Depreciation and amortization 14,115 15,153
Share-based compensation 3,734 3,752
Tax benefit of stock option exercises 30 �
Excess tax benefit of stock option exercises (2,057) �
Excess tax liability of stock option exercises 191 �
Deferred income taxes (33) 673
Provision for doubtful accounts (316) 230
Inventory and other asset write-downs 2,058 4,446
Other 1,141 3,218
Changes in operating assets and liabilities:
Accounts and notes receivable 13,103 2,074
Inventories (36,459) (25,116)
Other current assets (1,053) (3,122)
Accounts payable 111 (3,234)
Accrued liabilities and jackpot liabilities 9,967 (645)
Deferred revenue (16) (1,647)
Net cash provided by (used in) operating activities 25,798 (4,443)

Cash flows from investing activities:
Capital expenditures (3,891) (5,669)
Restricted cash and investments (267) (1,033)
Additions to other long-term assets (754) (841)
Net cash used in investing activities (4,912) (7,543)

Cash flows from financing activities:
Proceeds from revolving credit facility � 5,000
Payments on revolving credit facility � (5,000)
Reduction of long-term debt (17,125) (1,927)
Proceeds from sale lease-back arrangements � 9,209
Excess tax benefit of stock option exercises 2,057 �
Excess tax liability of stock option exercises (191) �
Proceeds from exercise of stock options 4,774 2,327
Net cash (used in) provided by financing activities (10,485) 9,609

Effect of exchange rate changes on cash 351 20

Cash and cash equivalents:
Increase (decrease) for period 10,752 (2,357)
Balance, beginning of period 40,842 16,425
Balance, end of period $ 51,594 $ 14,068
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See accompanying notes to unaudited condensed consolidated financial statements.
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BALLY TECHNOLOGIES, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED SUPPLEMENTAL CASH FLOW INFORMATION

The following supplemental information is related to the unaudited condensed consolidated statements of cash flows:

Three Months Ended
September 30,

2007 2006
(in 000s)

Cash paid for interest $ 6,961 $ 6,748
Cash paid for income taxes 10,969 700

Non-cash investing and financing transactions:
Transfer of leased gaming equipment to inventory (1) $ 3,059 $ 1,465
Transfer of inventory to leased gaming equipment (1) 20,325 14,793
Capital expenditure accruals 613 �
Assets acquired through sale lease-back transactions � 5,442
Non-cash aspects of sale lease-back transactions � 1,372
Consolidation of variable interest entities 213 1,086

(1) The Company has one process to procure raw materials for the assembly of both inventory and leased gaming equipment. The materials
requisition planning process considers the number of devices the Company expects to build for sale and for use in its gaming operations division
during a particular period, but it does not separately earmark purchases for leased gaming equipment. Without such an earmarking process, the
Company is unable to determine whether the cash expended to construct leased gaming equipment during a particular period came from
inventory on hand at the beginning of the period or was constructed from inventory procured during the period of deployment, thus requiring the
expenditure of cash. As a result of the inability to separately identify the cash flows associated with the construction of leased gaming
equipment, the Company has included all additions to leased gaming equipment as a change in inventory under cash provided by (used in)
operating activities in the unaudited condensed consolidated statement of cash flows. In addition, cash generated from the sale of used gaming
equipment classified as leased gaming equipment is also included in cash provided by (used in) operating activities in the unaudited condensed
consolidated statement of cash flows.
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BALLY TECHNOLOGIES, INC.

FORM 10-Q

Notes to Unaudited Condensed Consolidated Financial Statements

1.             BASIS OF PRESENTATION

Principles of presentation and consolidation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting
principles and pursuant to the rules and regulations of the Securites and Exchange Commission (�SEC�) and reflect all adjustments, consisting of
normal recurring adjustments, which management believes are necessary to fairly present the financial position, results of operations and cash
flows of Bally Technologies, Inc. (�Bally� or the �Company�), a Nevada corporation, and its subsidiaries for the respective periods presented.
Certain information and note disclosures normally included in annual financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted pursuant to those rules and regulations. The results of operations for an interim period are
not necessarily indicative of the results that may be expected for any other interim period or the year as a whole. The accompanying unaudited
condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and notes thereto in the
Company�s Annual Report on Form 10-K for the fiscal year ended June 30, 2007, as filed with the SEC on November 2, 2007.

Bally is a diversified, worldwide gaming company that designs, manufactures, distributes and operates gaming machines and computerized
monitoring systems for gaming machines and owns and operates one casino.

The Company is the general partner of Rainbow Casino Vicksburg Partnership (�RCVP�), which operates the Rainbow Casino in Vicksburg,
Mississippi. The limited partner of RCVP is entitled to receive 10% of the net available cash flows of RCVP after debt service and other items,
as defined in the limited partnership agreement, which increases to 20% of the net available cash flows based on the incremental amount of
revenues in excess of $35.0 million, payable quarterly through December 31, 2010. The Company holds the remaining economic interest in the
partnership. The Company consolidates RCVP and records an adjustment to reflect the portion of the earnings of RCVP attributable to the
minority shareholders.

The Company also consolidates certain Atlantic City progressive trusts (the �Trusts�) in accordance with Financial Accounting Standards Board
(�FASB�) Interpretation (�FIN�) 46R, Consolidation of Variable Interest Entities, which addresses consolidation by a business enterprise of variable
interest entities (�VIE�s�).  The Trusts are consolidated based on the premise they do not have sufficient equity investment at risk to permit the
Trusts to finance their activities without additional subordinated financial support from the Company. As of September 30, 2007 and June 30,
2007, the Company consolidated $6.6 million and $6.3 million, respectively, in total assets and liabilities, primarily consisting of restricted cash
accounts and restricted investments (included in other assets in the unaudited condensed consolidated balance sheets) and related jackpot
liabilities. The following revenues and costs were also consolidated:

Three Months Ended
September 30,

2007 2006
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(in 000s)
Gaming operations revenue $ 1,681 $ 2,346
Cost of gaming operations 548 1,484

All intercompany accounts and transactions have been eliminated in consolidation.

Reclassifications

Certain reclassifications have been made to the prior period financial statements to conform to the current period presentation to separately
present gaming operations revenue and cost of gaming operations in the unaudited condensed consolidated statements of operations.  Gaming
operations revenues and cost of gaming operations had previously been included in gaming equipment and systems revenue and cost of gaming
equipment and systems.
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Inventories

Inventories are stated at the lower of cost, determined on a first in, first out basis, or market. Cost elements included in work-in-process and
finished goods include raw materials, freight, direct labor and manufacturing overhead. Inventories consist of the following:

September 30,
2007

June 30,
2007

(in 000s)
Raw materials $ 63,280 $ 58,473
Work-in-process 790 639
Finished goods 34,719 22,039
Total $ 98,789 $ 81,151

The Company recorded inventory write-downs totaling approximately $2.1 million and $4.4 million for the three months ended September 30,
2007 and 2006, respectively. These charges are classified in cost of gaming equipment and systems in the unaudited condensed consolidated
statements of operations.

Property, plant and equipment and leased gaming equipment

Property, plant and equipment is stated at cost and depreciated over the estimated useful lives or lease term, if less, using the straight line method
as follows: buildings and improvements, 28 to 40 years; gaming equipment, 4 to 7 years; furniture, fixtures and equipment, 3 to 7 years; and
leasehold improvements, 5 to 10 years. Leased gaming equipment is stated at cost and depreciated over the estimated useful lives ranging from 2
to 3½ years.  Equipment under capital leases is recorded at the lower of the present value of the minimum lease payments or the fair value of the
assets.

Deferred Revenue and Deferred Cost of Revenue

Deferred revenue arises from the timing differences between the shipment or installation of gaming equipment and systems products and the
satisfaction of all revenue recognition criteria consistent with our revenue recognition policy.  Deferred cost of revenue consists of the direct
costs associated with the manufacture of gaming equipment and systems products for which revenue has been deferred.  Deferred revenue and
deferred cost of revenue that are expected to be realized within one year are classified as current liabilities and current assets, respectively.  In
certain cases, deferred cost of revenue is recorded in advance of deferred revenue due to the shipment and receipt of the product to the customer
in advance of billing.

Recently Issued Accounting Pronouncements

In December 2007, the FASB issued Statement of Financial Accounting Standards (�SFAS�) No. 141 (Revised 2007), Business Combinations.
SFAS No. 141R will significantly change the accounting for business combinations. Under SFAS No.141R, an acquiring entity is required to
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recognize all the assets acquired and liabilities assumed in a transaction at the acquisition-date fair value with limited exceptions.   SFAS
No.141R also includes a substantial number of new disclosure requirements. SFAS No.141R applies prospectively to business combinations for
which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2008, and
accordingly, the Company expects to adopt SFAS No. 141R beginning in fiscal 2010. The Company expects that SFAS No. 141R will have an
impact on accounting for business combinations once adopted, but the effect is dependent upon acquisitions at that time.
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In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements - An Amendment of ARB
No. 51. SFAS No.160 establishes new accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary. Specifically, this statement requires the recognition of a noncontrolling interest (minority interest) as equity in
the consolidated financial statements and separate from the parent�s equity. The amount of net income attributable to the noncontrolling interest
will be included in consolidated net income on the face of the income statement. SFAS No.160 clarifies that changes in a parent�s ownership
interest in a subsidiary that do not result in deconsolidation are equity transactions if the parent retains its controlling financial interest. In
addition, this statement requires that a parent recognize a gain or loss in net income when a subsidiary is deconsolidated. Such gain or loss will
be measured using the fair value of the noncontrolling equity investment on the deconsolidation date. SFAS No.160 also includes expanded
disclosure requirements regarding the interests of the parent and its noncontrolling interest.  SFAS No.160 is effective for fiscal years, and
interim periods within those fiscal years, beginning on or after December 15, 2008, and accordingly, the Company expects to adopt SFAS
No.160 beginning in fiscal 2010. The Company is currently in the process of evaluating the impact SFAS No. 160 will have on its consolidated
results of operations, financial position and cash flows.

In February 2007, the FASB issued Statement SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities. SFAS
No.159 provides companies with an option to report selected financial assets and liabilities at fair value. It also establishes presentation and
disclosure requirements to facilitate comparisons between companies using different measurement attributes for similar types of assets and
liabilities. The statement is effective for fiscal years beginning after November 15, 2007, and accordingly, the Company expects to adopt SFAS
No. 159 beginning in fiscal 2009. Earlier application is permitted provided the Company also applies the provisions of SFAS No. 157, Fair
Value Measurements, which is discussed below. The Company is currently in the process of evaluating the impact SFAS No. 159 will have on
its consolidated results of operations, financial position and cash flows.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, establishes a framework for measuring
fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. SFAS No. 157 does not require
any new fair value measurements, rather it applies to existing accounting pronouncements that require or permit fair value measurements. SFAS
No. 157 is effective for fiscal years beginning after November 15, 2007, and accordingly, the Company expects to adopt SFAS No. 157
beginning in fiscal 2009. The Company is currently in the process of evaluating the impact SFAS No. 157 will have on its consolidated results of
operations, financial position and cash flows.

2.             RESTATEMENT OF PREVIOUSLY ISSUED FINANCIAL STATEMENTS

Subsequent to the issuance of the Company�s consolidated financial statements for the year ended June 30, 2006 and in connection with the
year-end closing process for fiscal 2007, the Company determined that certain adjustments were required to be made for corrections of errors in
its previously issued unaudited condensed consolidated financial statements for the three-month period ended September 30, 2006, among
others. These errors related to:

• Certain expenses that had been reported in prior periods as selling, general and administrative expenses, depreciation
and amortization expense and other expenses which should have been recorded either as cost of sales or as contra-revenue;

• Additions to leased gaming equipment previously reported as cash used in investing activities in its unaudited
condensed consolidated statements of cash flows for all periods prior to March 31, 2007 should have been presented as a change in inventory
under cash used in operating activities; and
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• Certain sales sourced from the United States directly to foreign customers were included in revenue and operating
income attributable to the United States and Canada geographic region and should have been classified as Europe or Other Foreign based on the
location of the customer. Specifically, revenue of $8.8 million and operating income of $2.4 million for the three months ended September 30,
2006, respectively, should not have been classified as being attributable to the United States and Canada geographic region. See Note 8,
Segments and Geographical Information.
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As a result of these and other immaterial errors, the unaudited condensed consolidated statements of operations and statements of cash flows for
the three-month period ended September 30, 2006, among others, have been restated from the amounts previously reported. The restatement had
no effect on the unaudited condensed consolidated balance sheets, or reported net income (loss) for any period.

The following is a summary of the effects of the restatement on the accompanying unaudited condensed consolidated financial statements:

Three Months Ended
September 30, 2006

As
previously
reported Reclassification (1) Adjustments

As
restated

(in 000s)
Statement of Operations
Revenue:
Gaming equipment and systems $ 141,963 $ (40,619) $ (37) $ 101,307
Gaming operations � 40,619 � 40,619
Casino operations 11,839 � � 11,839
Total revenue 153,802 � (37) 153,765

Cost of gaming equipment and systems (2) 72,887 (17,542) 802 56,147
Cost of gaming operations � 17,542 � 17,542
Direct cost of casino operations 4,462 � � 4,462
Selling, general and administrative expense 50,044 � (624) 49,420
Depreciation and amortization 5,433 � (82) 5,351
Operating income 8,420 � (133) 8,287
Other income, net 250 � 133 383
Loss from continuing operations before
income taxes and minority interest (225) � � (225)

(1) See Note 1.

(2) Cost of gaming equipment and systems exclude amortization related to certain intangibles, including core technology and license rights,
which are included in depreciation and amortization.

Three Months Ended
September 30, 2006

As previously
reported Adjustments As restated

(in 000s)
Statement of Cash Flows
Other adjustments to reconcile net loss to net cash provided
by (used in) operating activities $ 5,497 $ (2,279) $ 3,218
Change in inventories (8,531) (16,585) (25,116)
Cash flows provided by (used in) operating activities 14,421 (18,864) (4,443)

Capital expenditures (3,968) (1,701) (5,669)
Additions to leased gaming equipment (20,565) 20,565 �
Cash flows used in investing activities (26,407) 18,864 (7,543)
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3.             EARNINGS (LOSS) PER SHARE

The computation of basic and diluted earnings (loss) per share applicable to the Company�s common stock is as follows:

Three Months Ended
September 30,

2007
2006

(as restated)
(in 000s, except per share amounts)

Net income (loss) $ 21,282 $ (225)
After tax interest expense on convertible debt 86 �
Dilutive earnings (loss) $ 21,368 $ (225)

Weighted average common shares outstanding 54,043 52,901
Dilutive effect of:
Stock options, Restricted Stock Units (�RSU�) and restricted stock 3,083 �
Warrants 16 �
Convertible debt 274 �
Diluted shares outstanding 57,416 52,901

Basic earnings (loss) per share $ 0.39 $ (0.00)
Diluted earnings (loss) per share $ 0.37 $ (0.00)

Certain securities were excluded from the diluted per share calculation because their inclusion would be anti-dilutive. For the three-month period
ended September 30, 2007, all options and warrants outstanding with an exercise price that exceeds the fair market value of the underlying stock
have been excluded. For the three-month period ended September 30, 2006, all potentially dilutive securities were excluded from the diluted per
share calculation as their inclusion would have been anti-dilutive due to the net loss reported. Such securities consist of the following:

Three Months Ended
September 30,

2007 2006
(in 000s)

Stock options, RSU and restricted stock 3 9,366
Warrants � 100
Total 3 9,466

As of September 30, 2006, the Company also had certain related party debt outstanding which was convertible into common stock at the
Company�s discretion. See Note 7, Related Party Transactions.  The potential dilution from this convertible debt was not included in the diluted
loss per share computation for the three-month period ended September 30, 2006, due to the reported net loss for the period. Assuming the
conversion occurred on September 30, 2006, an additional 0.7 million shares, would have been outstanding as a result of the conversion. The
effect of the convertible debt has been included in the diluted per share calculation for three-month period ended September 30, 2007.
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4.             SHARE-BASED COMPENSATION

The Company accounts for its share-based compensation in accordance with the provisions of SFAS No. 123R, Share-Based Payment, which
established accounting for equity instruments exchanged for employee services. SFAS No. 123R requires employee stock options and rights to
purchase shares under stock participation plans to be accounted for under the fair value method.  Under the provisions of SFAS No. 123R,
share-based compensation cost is measured at the grant date, based on the calculated fair value of the award, and is recognized as an expense
over the employee�s requisite service period which is generally the vesting period of the equity grant.

The following table presents share-based compensation expense included in the Company�s unaudited condensed consolidated statements of
operations:

Three Months Ended
September 30,

2007 2006
(in 000s)

Selling, general and administrative $ 3,250 $ 3,346
Research and development 450 375
Cost of gaming equipment and systems and operations 34 31
Share-based compensation expense before tax 3,734 3,752
Income tax benefit 1,307 1,313
Net share-based compensation expense $ 2,427 $ 2,439

As of September 30, 2007, there was $20.2 million of total unrecognized compensation expense related to the unvested portion of stock options
which will be recognized over the subsequent 2.54 years.

The Company estimates the fair value of stock options using the Black-Scholes valuation model. Key input assumptions used to estimate the fair
value of stock options include the exercise price of the award, the expected option term, the expected volatility of the Company�s common stock
over the option�s expected term, the risk-free interest rate over the option�s expected term and the Company�s expected annual dividend yield. The
Company believes that the valuation technique and the approach utilized to develop the underlying assumptions are appropriate in calculating
the fair values of the Company�s stock options granted. Estimates of fair value are not intended to predict actual future events, or the value
ultimately realized by the recipients of equity awards.

The fair value of each option granted during the periods referenced below was estimated on the grant date using the Black-Scholes valuation
model with the following assumptions:

Three Months Ended
September 30,

2007 2006
Weighted average:
Expected option term (in years) 6.25 6.25
Expected volatility 50.35% 58.58%
Risk-free interest rate 4.87% 4.88%
Expected annual dividend yield � �
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Stock option activity as of and for the three months ended September 30, 2007 is summarized below:

Weighted Average

Shares
Exercise

Price

Remaining
Contractual

Term

Aggregate
Intrinsic

Value
(in 000s) (per share) (years) (in 000s)

Balance outstanding as of June 30, 2007 8,179 $ 15.87 6.88 $ 86,328
Granted 88 27.46
Exercised (320) 14.93
Forfeited or expired (35) 17.58
Balance outstanding as of September 30, 2007 7,912 $ 16.03 6.69 $ 153,448
Exercisable as of September 30, 2007 4,921 $ 16.57 5.78 $ 92,772

Restricted stock and RSU activity as of and for the three months ended September 30, 2007 is summarized below:

Weighted Average

Shares
Grant Date
Fair Value

(in 000s) (per share)
Balance outstanding as of June 30, 2007 761 $ 16.05
Granted 5 27.26
Forfeited or expired � �
Balance outstanding as of September 30, 2007 766 $ 16.13

Vested as of September 30, 2007 440 $ 15.28

5.             GOODWILL AND INTANGIBLE ASSETS

Finite lived intangible assets

Finite lived intangible assets are comprised of the following:

September 30,
2007

June 30,
2007

(in 000s)
Patents and gaming related products $ 16,050 $ 16,050
Less: accumulated amortization (6,460) (5,992)

9,590 10,058

Licenses and other $ 33,639 $ 32,894
Less: accumulated amortization (19,678) (18,551)

13,961 14,343

Total $ 23,551 $ 24,401
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Goodwill

The changes in the carrying amount of goodwill for the three-month period ended September 30, 2007, are as follows:

(in 000s)
Balance at June 30, 2007 $ 161,708
Foreign currency translation adjustment 349
Balance at September 30, 2007 $ 162,057

13

Edgar Filing: CYBEROPTICS CORP - Form DEF 14A

32



6.             LONG-TERM DEBT AND CAPITAL LEASES

Long-term debt and capital leases consist of the following:

September 30 June 30,
2007 2007

(in 000s)
Term loan facility $ 292,050 $ 307,882
Capital lease obligations 14,646 15,944
Related party debt (see Note 7) 9,981 9,981
Other, generally unsecured 53 47
Long-term debt and capital leases 316,730 333,854
Less current maturities 12,568 12,271
Long-term debt and capital leases, less current maturities $ 304,162 $ 321,583

The Company�s debt structure at September 30, 2007 consisted primarily of a term loan facility and a $75.0 million revolving credit facility,
which are limited by a current leverage ratio and debt owed to related parties. There were no amounts outstanding under the Company�s
revolving credit facility as of September 30, 2007.  The revolving line of credit is further restricted to the extent of outstanding letters of credit. 
Outstanding letters of credit at September 30, 2007 were $26.3 million which reduced availability under the revolving credit facility to
approximately $48.7 million.  The revolving credit facility commitment reduces annually until it comes due in September 2008.

The term loan requires principal reductions of approximately 1% per annum paid quarterly, with a balloon payment due in September 2009. As
of September 30, 2007, the term loan had an interest rate of 8.64%, based on LIBOR plus 3.25%.

The term loan and the revolving credit facility are collateralized by substantially all of the Company�s domestic property and are guaranteed by
each of the Company�s domestic subsidiaries, other than the entity that holds the Company�s interest in its Rainbow Casino operations, and are
secured by a pledge agreement. The bank loan agreement governing the term loan and the revolving credit facility (the �Loan Agreement�)
contains a number of maintenance and other covenants that, among other things, restrict the ability of the Company and certain of its subsidiaries
to dispose of assets, incur additional indebtedness or issue preferred stock, pay dividends or make other distributions, enter into certain
acquisitions, repurchase equity interests or subordinated indebtedness, issue or sell equity interests of the Company�s subsidiaries, engage in
mergers or acquisitions or certain transactions with subsidiaries and affiliates, and that otherwise restrict corporate activities. The Company was
in compliance with these covenants as of September 30, 2007.

As of September 30, 2007, the Company was also in compliance with its financial covenants consisting of a leverage ratio, a fixed charges
coverage ratio and a minimum of Earnings Before Interest, Taxes, Depreciation and Amortization (�EBITDA�) (as EBITDA is defined in the Loan
Agreement). The leverage ratio is computed as total average debt outstanding during the quarter divided by the trailing 12 months EBITDA,
excluding certain cash and non-cash charges. The Company�s leverage ratio as of September 30, 2007 was 1.82 times versus a maximum
allowable of 3.50 times.

Capital lease obligations represent amounts owed under lease or sale-lease back transactions primarily related to equipment used in the
Company�s Gaming Equipment and Systems segment. Based on different installation dates over a four month period, three separate payment
streams of thirty-six equal installments were created with an aggregate monthly payment of $655,000 at an average interest rate of 9.11%.
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The Company�s related party debt, which totaled approximately $10.0 million as of September 30, 2007, consists primarily of the debt owed to
the former principals of Sierra Design Group (�SDG�) and MindPlay LLC (�MindPlay�). See Note 7, Related Party Transactions, regarding related
party debt.
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7.             RELATED PARTY TRANSACTIONS

The Company completed the acquisition of all of the assets of SDG during fiscal 2005 and substantially all of the assets and liabilities of
MindPlay during fiscal 2004. In each acquisition, the consideration paid included subordinated debt issued to the former principals of each
business. Certain of the former principals are now employees of the Company, and therefore, such debt is considered to be owed to related
parties. The interest rates on the outstanding debt range from a variable rate of LIBOR plus 2% to a fixed rate of 6%. The following table
presents the outstanding related party debt and interest rates as of the periods referenced:

September 30, 2007 June 30, 2007
Interest

Rate
Outstanding

Debt
Interest

Rate
Outstanding

Debt
(in 000s)

SDG 7.33% $ 6,981 7.33% $ 6,981
MindPlay 6.00% 3,000 6.00% 3,000
Related party debt 9,981 9,981
Less current maturities 2,381 2,381
Related party debt, less current
maturities $ 7,600 $ 7,600

The notes payable to the former principals of SDG are payable in annual installments through 2009. At the Company�s discretion, the principal
and accrued interest thereon can be paid in cash, or can be converted into shares of the Company�s common stock using the average stock price
for the 20 business days prior to the delivery of such shares.

The initial purchase price for Mindplay included, among other things, the issuance of a $4.0 million note payable. As provided for in the
acquisition agreement, under certain circumstances, the Company may offset 50% of all damages (including reasonable attorneys� fees) up to the
entire amount due under the promissory note in connection with an indemnification claim against the former shareholders of MindPlay related to
the Company�s patent lawsuit with Shuffle Master, Inc. (�Shuffle Master�) and International Game Technology (�IGT�).  See Note 10, Commitments
and Contingencies.

The Company leases a warehouse and office facility from an entity owned by Mr. Robert Luciano, a former principal of SDG and the Company�s
Chief Technology Officer. Rental payments totaled $112,000 for both of the three-month periods ended September 30, 2007 and 2006.

8.             SEGMENTS AND GEOGRAPHICAL INFORMATION

The Company operates in two reportable segments: (i) Bally Gaming Equipment and Systems which designs, manufactures, assembles,
distributes and operates gaming machines and computerized monitoring and bonusing systems for gaming machines, and (ii) Casino Operations
which owns and operates a casino in Vicksburg, Mississippi. The accounting policies of these segments are consistent with the Company�s
policies for the unaudited condensed consolidated financial statements.

The table below presents information as to the Company�s revenues and operating income by segment:
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Three Months Ended
September 30,

2007 2006
(in 000s)

Revenues:
Gaming Equipment and Systems $ 177,610 $ 141,926
Casino Operations 11,420 11,839
Total revenues $ 189,030 $ 153,765

Inter-segment revenues:
Gaming Equipment and Systems $ 285 $ 82
Casino Operations � �
Total inter-segment revenues $ 285 $ 82

Operating income (loss):
Gaming Equipment and Systems $ 46,702 $ 10,901
Casino Operations 3,842 4,035
Corporate/other (9,382) (6,649)
Total operating income $ 41,162 $ 8,287
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The Company�s operations are based primarily in the United States and Canada with sales and distribution offices in Europe, China and South
America. The table below presents information as to the Company�s revenues and operating income by geographic region:

Three Months Ended
September 30,

2007 2006
(As restated,
See Note 2)

(in 000s)
Revenues:
United States and Canada $ 162,368 $ 136,416
Europe 10,292 6,577
Other foreign 16,370 10,772
Total revenues $ 189,030 $ 153,765

Operating income:
United States and Canada $ 34,308 $ 5,441
Europe 3,943 1,050
Other foreign 2,911 1,796
Total operating income $ 41,162 $ 8,287

9.             INCOME TAXES

The provision for income taxes is based on the current estimate of the annual effective tax rate and is adjusted as necessary for quarterly events.
The effective income tax rate was approximately 37% and 38% for the three months ended September 30, 2007 and 2006, respectively. The
change resulted primarily from an increase in pretax book income which reduces the effect of permanent differences.

The Company�s effective tax rate has historically not reflected and continues to not reflect a provision related to the undistributed earnings of
foreign affiliates. The Company does not record a deferred tax liability for those amounts because of specific plans for the reinvestment of
undistributed earnings.

In July 2006, the FASB issued FIN 48, Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109, which
creates a single model to address uncertainty in income tax positions and prescribes the minimum recognition threshold a tax position is required
to meet before being recognized in the financial statements. It also provides guidance on derecognition, measurement, classification, interest and
penalties, accounting in interim periods, disclosure and transition. FIN 48 was effective for fiscal years beginning after December 15, 2006, and
accordingly, the Company adopted FIN 48 beginning on July 1, 2007.

As a result of the implementation of FIN 48, the Company recorded $22.9 million of liabilities for unrecognized tax benefits of which $8.8
million were accounted for as an increase in accumulated deficit on July 1, 2007.  Of this amount, $14.9 million, if recognized, would impact the
effective tax rate.  The Company recognizes interest and penalties related to unrecognized tax benefits as tax expense.  As of July 1, 2007, the
Company had $1.2 and $0.4 million accrued for the payment of interest and penalties, respectively.  At September 30, 2007, there were no
material changes to the amounts recognized upon adoption.
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The Company files numerous consolidated and separate income tax returns in the United States federal jurisdiction and in many state and
foreign jurisdictions.  With few exceptions, the Company is no longer subject to United States federal income tax examinations for years before
1995 and is no longer subject to state and local, or foreign income tax examinations for years before 2000.

The Internal Revenue Service (�IRS�) commenced examination of the Company�s United States federal income tax returns for 2003, 2004 and
2005 in the fourth quarter of 2006.  To date, the IRS has proposed, and management has agreed to certain adjustments related to the returns that
have been recorded in the income tax provision.  During 2006, the German tax authorities commenced audits of certain German income tax
returns for years ranging from 2000 through 2003.  To date, there are no proposed adjustments that will have a material impact on the Company�s
financial position or results of operations. It is unlikely that the examinations will be completed in the next twelve months.

The Company does not anticipate that total unrecognized tax benefits will significantly change due to the settlement of audits and the expiration
of statute of limitations prior to September 30, 2008.
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10.          COMMITMENTS AND CONTINGENCIES

In June and July 2004, putative class actions were filed against the Company and its officers, Robert Miodunski, Robert Saxton, Mark Lerner
and Steven Des Champs, in the United States District Court for the District of Nevada. The nearly identical complaints alleged violations of the
Securities Exchange Act of 1934, as amended (the �Exchange Act�), stemming from revised earnings guidance, declines in the stock price and
sales of stock by insiders. The complaints sought damages in unspecified amounts. The Federal District Court granted the plaintiffs� unopposed
motions to consolidate the cases and to appoint a lead counsel and a lead plaintiff, and the plaintiffs filed a consolidated complaint, all as is
customary in such cases. The Company and the other defendants moved to dismiss the complaint. Thereafter, activity in the case was stopped
and the parties participated in a mediation process during which the parties agreed on the terms of a settlement. The parties negotiated and
executed settlement documents settling both the consolidated class action and companion derivative litigation. Under the settlement an aggregate
of $16.0 million in cash, plus certain interest, was paid to settle the securities class action as well as companion derivative litigation. The
Company accrued $1.25 million related to the settlement during the year ended June 30, 2006, which was paid in late February 2007. In addition
to certain governance actions the Company has agreed to undertake in connection with the settlement, the Company�s directors and officers
insurer contributed approximately $14.75 million to the settlement. The court approved the settlement on August 9, 2007, ending the case.

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

In August 2004, Shuffle Master sued the Company in the United States District Court for the District of Nevada, alleging infringement of
various patents in connection with the Company�s MindPlay product line and seeking injunctive relief and damages in an unspecified amount. In
June 2005, it was announced that IGT had acquired an interest in the patents at issue in the case, and thereafter, IGT joined the case as a
plaintiff. In December 2005, the District Court issued a ruling construing the claim terms of all the patents in the suit. A hearing on the parties�
dispositive motions is set for February 2008. Management believes the plaintiffs� lawsuit to be without merit, and the Company is vigorously
defending against the lawsuit.

On December 7, 2004, IGT filed a patent infringement lawsuit against the Company in the United States District Court for the District of
Nevada. The complaint asserts that the Company�s wheel-based games, such as Monte Carlo�, Lucky Wheel� and Cash For Life�, its games with a
reel in the top box, such as Bonus Frenzy�, and its iVIEW� products infringe on patents held by IGT, and seeks injunctive relief and damages in
unspecified amounts. The Company believes IGT�s claims are without merit and is vigorously defending itself against the lawsuit. As part of its
defense, the Company has asserted counterclaims against IGT, including claims that IGT�s patents are invalid, unenforceable and not
infringed, as well as several claims that IGT has engaged in anti-competitive conduct in violation of state and federal antitrust laws. By its
counterclaims, the Company is seeking damages and other relief from IGT. IGT�s motion to dismiss the Company�s antitrust claims was denied
in January 2006, and in March 2007, the court denied IGT�s motions for summary judgment with respect to the antitrust claims dealing with the
wheel game market. The court issued claims construction rulings in May 2007.  The parties filed assorted motions for summary judgment on
November 16, 2007; no hearing date has been set.  Trial is tentatively scheduled for May 2008.

In September 2006, the Company filed a patent infringement lawsuit against IGT in the United States District Court for the District of Nevada.
The complaint asserts that certain of IGT�s bonus wheel games infringe patents held by the Company, and seeks injunctive relief and damages.
IGT filed an answer generally denying the claims. The case is in the discovery phase and no trial date has been set.
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In May 2006, IGT filed a patent infringement lawsuit against the Company in the United States District Court for the District of Delaware. The
complaint asserts that the Company�s Bally Power Bonusing� products infringe patents held by IGT, and seeks injunctive relief and damages in
unspecified amounts. The court took IGT�s motion for a preliminary injunction off-calendar and set a November 2008 trial date. The Company
believes IGT�s claims are without merit and is vigorously defending itself against the lawsuit.

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

11.          SUBSEQUENT EVENTS

In November 2007, the Company repurchased 149,253 shares of common stock for $6.0 million from Mr. Robert Luciano, the Company�s Chief
Technology Officer.  The purchase price per share of common stock, $40.20, was determined by calculating the average per share closing price
of the Company�s common stock for the three business days before the closing date.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

We begin this Management�s Discussion and Analysis of Financial Condition and Results of Operations with a summary of the restatement as
well as an overview of our key operating business divisions as of September 30, 2007. This overview is followed by a detailed analysis of our
results of operations and our financial condition as of, and for, the three months ended September 30, 2007 and 2006. The financial information
set forth in the following Management�s Discussion and Analysis gives effect to the restatement as discussed in Note 2 to the unaudited
condensed consolidated financial statements, Restatement of Previously Issued Financial Statements.

Forward Looking Statements

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

Although we believe the expectations reflected in any forward looking statements are reasonable, readers are cautioned that forward looking
statements involve known and unknown risks and uncertainties, are not guarantees of future performance and that actual results, performance or
achievements may differ materially from any future results, performance or achievements expressed or implied by such forward looking
statements. These differences can arise as a result of the risks described in Item 1A, Risk Factors included in on the 2007 10-K, as well as other
factors such as the impact of competition, our ability to service debt, product development, foreign operations, dependence on key personnel, the
ability to integrate future acquisitions, regulation by gaming authorities, the outcome of pending litigation matters, gaming taxes, market risks
and the potential adverse effects to our financial condition, results of operations or prospects.

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

Restatement

Subsequent to the issuance of our consolidated financial statements for the year ended June 30, 2006 and in connection with the year-end closing
process for fiscal 2007, we determined that certain adjustments were required to be made for corrections of errors in our previously issued
consolidated financial statements for the years ended June 30, 2006 and 2005 and certain periods within such years. On October 29, 2007, after
consultation with management, our Board of Directors determined that a restatement of the unaudited condensed consolidated financial
statements for the affected periods was required. The restatement related primarily to:

Edgar Filing: CYBEROPTICS CORP - Form DEF 14A

42



• Certain expenses that had been reported in prior periods as selling, general and administrative expenses, depreciation
and amortization expense and other expenses which should have been recorded either as cost of sales or as contra-revenue;

• Additions to leased gaming equipment previously reported as cash used in investing activities in our unaudited
condensed consolidated statements of cash flows for all periods prior to March 31, 2007 should have been presented as a change in inventory
under cash used in operating activities; and

• Certain sales sourced from the United States directly to foreign customers were included in revenue and operating
income attributable to the United States and Canada geographic region and should have been classified as Europe or Other Foreign based on the
location of the customer. Specifically, revenue of $8.8 million and operating income of $2.4 million for the three months ended September 30,
2006 should not have been classified as being attributable to the United States and Canada geographic region. See Note 8 to the unaudited
condensed consolidated financial statements, Segments and Geographic Information.
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As a result of these and other immaterial errors, our unaudited condensed consolidated statements of operations and statements of cash flows for
the three-month period ended September 30, 2006, among other periods, have been restated from the amounts previously reported. The
restatement had no effect on the unaudited condensed consolidated balance sheets or reported net income (loss) for any period. See Note 2 to the
unaudited condensed consolidated financial statements, Restatement of Previously Issued Financial Statements.

The financial information set forth in the following Management�s Discussion and Analysis gives effect to the restatement.The following is a
summary of the effects of the restatement.

Three Months Ended
September 30, 2006

As
previously
reported Reclassification (1) Adjustments

As
restated

(in 000s)
Statement of Operations
Revenue:
Gaming equipment and systems $ 141,963 (40,619) $ (37) $ 101,307
Gaming operations � 40,619 � 40,619
Casino operations 11,839 � � 11,839
Total revenue 153,802 � (37) 153,765

Cost of gaming equipment and systems(2) 72,887 (17,542) 802 56,147
Cost of gaming operations � 17,542 � 17,542
Direct cost of casino operations 4,462 � � 4,462
Selling, general and administrative expense 50,044 � (624) 49,420
Depreciation and amortization 5,433 � (82) 5,351
Operating income 8,420 � (133) 8,287
Other income, net 250 � 133 383
Loss from continuing operations before income
taxes and minority interest (225) � � (225)

(1) See Note 1 to the unaudited condensed consolidated financial statements, Basis of Presentation.

(2) Cost of gaming equipment and systems excludes amortization related to certain intangibles, including core technology and license rights,
which are included in depreciation and amortization.

Three Months Ended September 30, 2006
As previously

reported Adjustments As restated
(in 000s)

Statement of Cash Flows
Other adjustments to reconcile net loss to net cash
provided by operating activities $ 5,497 $ (2,279) $ 3,218
Change in inventories (8,531) (16,585) (25,116)
Cash flows provided by (used in) operating
activities 14,421 (18,864) (4,443)

Capital expenditures (3,968) (1,701) (5,669)
Additions to leased gaming equipment (20,565) 20,565 �
Cash flows used in investing activities (26,407) 18,864 (7,543)
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Our Business

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

We derive our revenues from the following four sources:

•      Gaming Equipment -Sale of gaming devices;
•      Gaming Operations -Operation of wide-area progressive, lottery and centrally determined systems and the lease and rental

of gaming machines;
•      Systems -Sales of computerized monitoring systems and related recurring hardware and software maintenance

revenue; and
•      Casino Operations -Operation of the Rainbow Casino.

We design, manufacture, assemble, sell, maintain and operate a full range of technology-based gaming devices through our Gaming Equipment
division. These devices are not mass produced and are normally configured to specific requirements based on a customer�s particular order.
Gaming devices are differentiated from one another by a number of factors including, but not limited to, graphic design and theme, cabinet style,
pay table, game layout, betting denomination and minimum/maximum betting amount.

Each gaming device contains an operating system referred to as a game platform. The operating system manages the software needed to run the
device. Game platforms and the related computer systems are constantly updated and revised to keep pace with the ever-increasing complexity
of modern game play requirements. The change in game play requirements is driven by, among other things, changes in consumer demand,
capacity, security and regulation. In fiscal 2005, we completed the successful migration from our legacy platforms, including the V7000 and
EVO�, to the Linux-based ALPHA OS� platform. In fiscal 2006, we also extended the ALPHA OS platform to our mechanical reel spinning
devices. ALPHA OS is now the platform for each of our gaming device product offerings and, as a result, marketing of our legacy products has
generally been discontinued.

The ALPHA OS is designed to separate the gaming operating system from the game layer, which enables game development in a much shorter
time. ALPHA OS is also designed to incorporate bonusing, free spin, scatter and other advanced game features, while providing internal and
third-party developers with a secure, easy-to-use programming environment that incorporates an advanced set of development tools. Moreover,
ALPHA OS is designed to support server-based gaming initiatives, including download of game results, configuration and game content.
Additionally, our layered architecture and modular design allow for adaptability and simplified requirement changes. The operating system,
which is Linux-based, is compatible with the most common accounting, ticketing and bonusing systems and supports 50-plus bet lines, various
game bonusing, top boxes, multi-denomination, multi-game and multi-pay table game configurations. ALPHA OS also supports stand alone,
local and wide-area progressive products.

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

We also design, program, test, market and support casino enterprise systems for a wide range of customers of varying size and complexity
through our Systems division. These systems typically provide casino operators features such as active, real-time monitoring tools for gaming
devices, tools to collect and manage customer data, security to protect against theft and data loss, and marketing programs to enhance the
gaming experience. The use of system technology in gaming has grown in the past ten years from basic automation of manual activities to highly
integrated mission critical applications. We believe we are the only provider in the industry that offers a selection of technology platform options
to its customers. Our products operate on platforms such as Windows, AS/400 (iSeries) and UNIX which allow our customers to choose a
technology solution that meets their existing or future infrastructure requirements.
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The primary systems we sell our customers are products for slot floor management, casino management, cashless systems and iVIEW� gaming
machine displays. iVIEW is a small, horizontal liquid-crystal display screen and accompanying hardware and software that resides in the gaming
devices and serves as a communication tool to players sitting at the machine. iVIEW is also designed to work with our Bally Power Bonusing�
suite of products and other new technologies under development. We market our system product solutions under the broad categories of Bally
CMS® (Casino Management Systems), Bally SMS® (Slot Management Systems) and Bally TMS® (Table Management Systems).

We spent approximately 8% of revenue generated from our Bally Gaming Equipment and Systems segment for the three months ended
September 30, 2007 on research and development to accelerate the use of technology in our gaming products.

Our Rainbow Casino is one of four casinos currently operating in the Vicksburg, Mississippi market and comprises our Casino Operations
division. The facility includes a 33,000-square foot casino with 817 gaming devices and 10 table games, a 224-seat
buffet-style restaurant and a 20,000-square foot conference center. The Casino also includes the 89-room Rainbow
Hotel, which is owned and operated by a third party. Rainbow is marketed as a �locals� casino and draws mid-level
gaming customers principally from within a 75-mile radius of Vicksburg. Our promotions are focused primarily on
direct mail and special promotional events. A new casino project adjacent to the Rainbow Casino is under
construction and is scheduled to open in July 2008. There may be other new casinos constructed in the Vicksburg
market in the future as previously existing and new Gulf Coast properties continue to open in the aftermath of the
2005 hurricane season. These properties will provide additional competition to our business.

Results of Operations

Our results of operations include the accounts of Bally Technologies, Inc., and its subsidiaries. We report our revenue and income in two
reportable segments: the Bally Gaming Equipment and Systems segment, which includes our Gaming Equipment, Gaming Operations and
Systems divisions, and our Casino Operations segment. Revenue from our Bally Gaming and Systems segment represented approximately 94%
of our total revenues for the three months ended September 30, 2007.

Bally Gaming Equipment and Systems

The summary financial results and operating statistics for our Bally Gaming Equipment and Systems segment for the three months ended
September 30, 2007 and 2006 were as follows:

Three Months Ended September 30,
2007 % Rev 2006 % Rev

(dollars in millions)
Revenues:
Gaming Equipment $ 84.3 48% $ 62.3 44%
Gaming Operations 54.1 30% 40.6 29%
Systems 39.2 22% 39.0 27%
Total revenues $ 177.6 100% $ 141.9 100%
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Gross Margin:
Gaming Equipment (1) $ 38.9 46% $ 20.0 32%
Gaming Operations 36.0 67% 23.1 57%
Systems (1) 30.0 77% 25.1 64%
Total gross margin $ 104.9 59% $ 68.2 48%

Selling, general and administrative $ 41.0 23% $ 40.5 29%
Research and development costs 13.3 8% 12.6 9%
Depreciation and amortization 3.9 2% 4.2 3%
Operating income $ 46.7 26% $ 10.9 8%

(1) Gross Margin from Gaming Equipment and Systems excludes amortization related to certain intangibles including core technology and
license rights, which are included in depreciation and amortization.
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Three Months Ended
September 30,

2007 2006
Operating Statistics
New gaming devices sold 5,151 3,427
Original Equipment Manufacturer (�OEM�) units sold � 1,145
New unit Average Selling Price (�ASP�) $ 13,275 $ 12,011

Gaming monitoring units installed base 291,000 276,000
Casino management systems installed base 558 530
Systems managed cashless games 233,000 207,000

End of period installed base:
Wide-area progressive 936 1,015
Local-area progressive 423 570
Total linked progressive systems 1,359 1,585

Rental and daily-fee games 7,244 4,209
Lottery systems 8,004 4,889
Centrally determined systems 41,814 29,062

Three Months Ended September 30, 2007 Compared to Three Months Ended September 30, 2006

Total revenues for our Bally Gaming Equipment and Systems segment increased $35.7 million, or 25%, in the three months ended
September 30, 2007, when compared to the same period last year, as a result of the following:

Revenues and Gross Margin:

     Gaming Equipment. Gaming Equipment revenue increased by $22.0 million, or 35%, to approximately $84.3 million primarily as a result of:

• A 50% increase in new gaming device sales to 5,151 units in the three months ended September 30, 2007, when compared to 3,427
units in the same period last year, offset by a 100% decrease in lower margin OEM sales with sales of 1,145 units in the same period last year;
and

• An 11% increase in the ASP of new gaming devices, excluding OEM sales, as a result of incentive pricing and discounts offered to our
customers related to the roll-out of our Alpha OS platform products in the prior year.  In addition, ASP increased due to product mix and the
effect of foreign currency exchange rates on international pricing.

     Gaming Equipment Gross Margin. Gaming Equipment gross margin increased to 46% in the three months ended September 30, 2007 from
32%, in the same period last year, primarily as a result of the decrease in lower margin OEM sales and the increase in ASP, discussed above,
and:
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• A $1.8 million decrease in inventory charges in the three months ended September 30, 2007, when compared to the same period last
year. Inventory charges were higher in first quarter of fiscal 2007 as a result of the decision to move to a single platform in fiscal 2006 and the
related disposal of legacy products and inventory during the subsequent periods;

• A $2.5 million increase in higher margin conversion kit revenue in the three months ended September 30, 2007 when compared to
the same period last year; and

• Improved purchasing and manufacturing efficiencies due to increased volumes and lower manufacturing costs.
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     Gaming Operations. Gaming Operations revenue increased $13.5 million, or 33%, to approximately $54.1 million in the three months ended
September 30, 2007, when compared to the same period last year, primarily as a result of:

• An increase of $17.4 million, or 71%, in participation and rental revenue in the three months ended September 30, 2007, when
compared to the same period last year, primarily derived from:

• Our installed base of centrally determined games increased 44% from 29,062 units as of September 30, 2006 to 41,814 units as of
September 30, 2007 primarily due to games added in Washington, Florida, Oklahoma, Wisconsin and Mexico;

• Our installed base of rental and daily fee games, including Hot Shot Progressive� units, increased 72% from 4,209 units as of
September 30, 2006 to 7,244 units as of September 30, 2007. The net change was primarily due to the popularity of our new products; and

• Our installed based of lottery units increased 64% from 4,889 units as of September 30, 2006 to 8,004 units as of September 30,
2007. The increase was primarily due to additions of units deployed by the New York Lottery.

     Gaming Operations Gross Margin. Gross margin increased to 67% in the three months ended September 30, 2007 from 57%, in the same
period last year, primarily as a result of the increase in participation and rental revenue due to the popularity of our new products discussed
above, and a decrease in jackpot expense associated with wide-area progressives.

Revenue and gross margin from gaming operations in each of the four quarters of fiscal 2007 include certain daily fees that relate to a customer
contract which, effective in the first quarter of fiscal 2008, are now being deferred due to new contractual commitments to the customer.
Approximately $3.2 million in daily fees generated during the first quarter of fiscal 2008 were deferred pending delivery of the commitments.
Deferral of the daily fees associated with the contract will continue until the commitments have been delivered to the customer, which is not
expected for at least six months.

     Systems: Systems revenue increased $0.2 million, or 1%, to approximately $39.2 million in the three months ended September 30, 2007
when compared to the same period last year.  Systems maintenance revenue was $9.4 million, representing an increase of $1.8 million, or 24%,
in the three months ended September 30, 2007 when compared to $7.6 million in the same period last year.

     Systems Gross Margin. Systems gross margin increased to 77% in the three months ended September 30, 2007 from 64%, in the same period
last year, primarily as a result of an increase in the proportion of software and maintenance revenue as compared to hardware sales.  Hardware
sales have lower gross margins compared with software and maintenance revenue.  In the current quarter, several properties installed Bally
Bonusing and other software products whereas in the prior quarter there were several large iVIEW hardware installations.
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Selling, General and Administrative.   Selling, general and administrative expense increased $0.5 million, or 1%, in the three months ended
September 30, 2007, when compared to same period last year.

Research and Development Costs. Research and development costs increased 6% in the three months ended September 30, 2007, when
compared to the same period last year, as a result of our focus on technology assets and the competitive landscape that requires a continual
investment in future generations of gaming products and systems.

Our selling, general and administrative and research and development costs were favorably impacted by better control over costs and savings
from our India Development Centers.

Depreciation and Amortization. Depreciation and amortization expense decreased 9% in the three months ended September 30, 2007, when
compared to same period last year, primarily as a result of the acceleration of depreciation for certain assets beginning in fiscal 2006 and certain
of those and other assets becoming fully depreciated during fiscal 2007.
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Casino Operations

The summary of our financial results and operating statistics for our Casino Operations is as follows:

Three Months Ended September 30,
2007 % Rev 2006 % Rev

(dollars in millions)
Revenue $ 11.4 100% $ 11.8 100%

Selling, general and administrative $ 2.2 19% $ 2.5 21%
Depreciation and amortization $ 0.7 6% $ 0.8 7%
Operating income $ 3.8 33% $ 4.1 35%

Operating statistics:
Average number of gaming devices 817 886
Average number of table games 10 12

Three Months Ended September 30, 2007 Compared to Three Months Ended September 30, 2006

Casino Operations. Casino Operations revenue decreased 3% for the three months ended September 30, 2007 when compared to the same
period last year primarily due to an 8% reduction in the average number of gaming devices to 817 from 886 in the prior period.  The addition of
another ramp for an entrance to the new buffet restaurant, which opened in June 2007, resulted in relocating the pit and reducing it by two table
games and removing certain gaming devices from the floor.  In addition, the removal of certain low-revenue producing gaming devices
decreased some rental expenses and increased average win per day per gaming device.

Selling, General and Administrative. Selling, general and administrative expenses decreased by 13% for the three months ended September 30,
2007, when compared to the same period last year, primarily as a result of a reduction in advertising expenditures for billboards and the
elimination of certain promotional expenses.

Depreciation and Amortization. Depreciation and amortization expense decreased 17% for the three months ended September 30, 2007, when
compared to the same period last year, as a result of the decrease in the number of slot machines and reduced capital expenditures during the
period.
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Parent Company

The summary financial results of Bally Technologies, Inc., our parent entity, are set forth below. These results also include certain other income
and expenses that are otherwise not allocated to a specific business segment.

Three Months Ended September 30,
2007 2006

(dollars in millions)
General and administrative $ 9.1 $ 6.3
Depreciation and amortization 0.3 0.3
Total expense $ 9.4 $ 6.6

Other income (expense)
Interest income $ 1.0 $ 0.9
Interest expense (7.2) (7.9)
Other, net 0.9 0.3
Total other expense $ (5.3) $ (6.7)

Income tax expense $ (13.1) $ (0.7)
Minority interest $ (1.4) $ (1.2)

Three Months Ended September 30, 2007 Compared to Three Months Ended September 30, 2006

General and Administrative. General and administrative expense increased $2.8 million, or 43%, in the three months ended September 30, 2007,
when compared to the same period last year, primarily as a result of:

• An increase in accounting fees of $1.3 million in the three months ended September 30, 2007, when compared to the same period last
year, due to additional services as a result of the restatement of our previously issued financial statements; and

• An increase in payroll and related costs of $1.1 million in the three months ended September 30, 2007, when compared to the same
period last year, primarily due to increases in bonuses due to improvements in operating results during the current quarter.  In addition, there was
an increase in headcount, including additional finance resources, to address the Company�s internal control weaknesses.

Depreciation and amortization. Depreciation and amortization expense was comparable during the three months ended September 30, 2007 to
the same period last year.

Other Income (Expense). Other expense decreased $1.4 million, or 19%, in the three months ended September 30, 2007, when compared to the
same period last year, primarily as a result of a decrease in interest expense due to a reduction in outstanding debt to  $316.7 million in the
current quarter from $334.5 million in the prior quarter last year.
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Income tax expense.  Our effective income tax rate for the three months ended September 30, 2007 and 2006 was approximately 37% and 38%,
respectively.  At the end of each interim period, we make our best estimate of the effective tax rate expected to be applicable for the full fiscal
year and the impact of discrete items, if any, and adjust the quarterly rate, as necessary. During the quarter ended September 30, 2007 we
implemented FASB Interpretation (�FIN�)  48, Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109.

Minority Interest. Minority interest increased primarily due to earnings from the partnership interest in Rainbow Casino and certain variable
interest entities.  We consolidate the Rainbow Casino Vicksburg Partnership (�RCVP�) and record an adjustment to reflect the portion of RCVP�s
earnings attributable to minority shareholders.
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Financial Condition

Selected balance sheet accounts are as follows:

September 30, June 30, Increase (decrease)
2007 2007 Amount %

(in 000s)
Cash and cash equivalents $ 51,594 $ 40,842 $ 10,752 26%

Total long-term debt and capital leases $ 316,730 $ 333,854 $ (17,124) (5)%

Total current assets $ 451,962 $ 421,883 $ 30,079 7%
Total current liabilities $ 271,399 $ 256,938 $ 14,461 6%
Net working capital $ 180,563 $ 164,945 $ 15,618 9%

As of September 30, 2007 and June 30, 2007, we had $51.6 million and $40.8 million, respectively, in consolidated cash and cash equivalents
which included approximately $3.7 million, in both periods, of cash utilized in our Casino Operations segment that is held in vaults, cages or
change banks. Pursuant to various state gaming regulations, certain cash accounts are maintained to ensure availability of funds to pay wide-area
progressive jackpot awards. At September 30, 2007 and June 30, 2007, these accounts had an aggregate value of approximately $17.5 million
and $17.2 million, respectively, and are classified as restricted cash in our unaudited condensed consolidated balance sheets.  In addition, we
purchase U.S. Treasury Strip Securities for the benefit of jackpot winners who elect to receive winnings as annual or weekly installment
payments rather than one lump sum. These securities are included in restricted long-term investments in the accompanying unaudited condensed
consolidated balance sheets, and totaled $10.5 million as of September 30, 2007 and June 30, 2007.

Our net working capital increased $15.6 million for the three months ended September 30, 2007. Key factors related to the working capital
increase included a $17.6 million increase in inventory and an $8.2 million increase in deferred cost of revenue offset by an $11.2 million
increase in customer deposits and a $6.6 million increase in deferred revenue (see the unaudited condensed consolidated balance sheets).  Of the
$17.6 million increase in inventory, finished goods increased $12.7 million due primarily to the production of certain ordered items pending
shipment.

Our debt structure consists primarily of a term loan facility and a $75.0 million revolving credit facility, which is limited by a current leverage
ratio, and debt owed to related parties. There were no amounts outstanding under our revolving credit facility as of September 30, 2007.  The
revolving credit facility is further restricted to the extent of outstanding letters of credit.  Outstanding letters of credit at September 30, 2007
were $26.3 million which reduced availability under the revolving credit facility to approximately $48.7 million.  The term loan requires
principal reductions of approximately 1% per annum paid quarterly, with a balloon payment due in September 2009. The revolving credit
facility commitment reduces annually until it comes due in September 2008.

The bank loan agreement governing the term loan and the revolving credit facility (the �Loan Agreement�) contains a number of maintenance and
other significant covenants that, among other things, restrict our ability to dispose of assets, incur additional indebtedness or issue preferred
stock, pay dividends or make other distributions, enter into certain acquisitions, repurchase equity interests or subordinated indebtedness, issue
or sell equity interests of the our subsidiaries, engage in mergers or acquisitions or certain transactions with subsidiaries and affiliates, and that
otherwise restrict corporate activities.
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The financial covenants under the Loan Agreement consist of a leverage ratio, a fixed charges coverage ratio, and a minimum of Earnings
Before Interest, Taxes, Depreciation and Amortization (�EBITDA�) (as that term is defined in the Loan Agreement) ratio. The leverage ratio is
computed as total average debt outstanding during the quarter divided by the trailing 12 months EBITDA, excluding certain cash and non-cash
charges, and is further adjusted to remove EBITDA from discontinued operations at the time those operations are sold. Our leverage ratio as of
September 30, 2007 was 1.82 times versus the covenant maximum of 3.50 times.

Management believes that cash flows from current operating activities and the availability under the revolving credit facility will provide us with
sufficient capital resources and liquidity to operate our business for at least the next 12 months. At September 30, 2007, we had no material
future commitments for capital expenditures.
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Cash Flow Summary

Cash flows from operating activities are derived primarily from the sale of gaming equipment and systems, the operation of wide-area
progressive systems, daily fee and rental payments, and monthly cash receipts from maintenance agreements from our casino systems customers.
In addition, we generate cash through our casino operations. We utilize our cash to acquire materials for the manufacture of goods for resale or
lease, to pay payroll and selling, general and administrative expenses, to fund research and development activities, as well as to service our debt.

Cash flows from operating activities increased $30.2 million in the three months ended September 30, 2007 as compared to the same period last
year. The 2008 increase in cash flows provided by operating activities was primarily the result of the increase in net income during the period as
a result of the increase in revenue and the improvement in gross margin previously discussed.

Cash used for the purchase of inventory, which is included in cash flows from operating activities, was $36.5 million in the three months ended
September 30, 2007 as compared to $25.1 million in the same period last year. We only have one process to procure raw materials for the
assembly of both inventory and leased gaming equipment. The materials requisition planning process considers the number of devices we expect
to build for sale and for use in our gaming operations division during a particular period, but we do not separately earmark purchases for leased
gaming equipment. Without such an earmarking process, we are unable to determine whether the cash expended to construct leased gaming
equipment during a particular period came from inventory on hand at the beginning of the period or was constructed from inventory procured
during the period of deployment, thus requiring the expenditure of cash. As a result of our inability to separately identify the cash flows
associated with the construction of leased gaming equipment, we have included all additions to leased gaming equipment as a change in
inventory under cash used in operating activities. During the three months ended September 30, 2007 we transferred $20.3 million from
inventory to leased gaming equipment compared to $14.8 million in the same period last year.

Cash flows used in investing activities totaled $4.9 million in the three months ended September 30, 2007 as compared to $7.5 million in the
same period last year primarily as a result of:

• Capital expenditures of $3.9 million in the three months ended September 30, 2007 as compared to $5.7 million in the same period
last year; and

• Reductions in restricted cash and investments of $0.3 million in the three months ended September 30, 2007 as compared to $1.0
million in same period last year.

Cash used by financing activities totaled $10.5 million in the three months ended September 30, 2007 as compared to cash provided by financing
activities of $9.6 million in same period last year as a result of:

• Principal payments on capital leases and other long term debt of $17.1 million in the three months ended September 30, 2007 as
compared to $1.9 million in the same period last year.  We made an unscheduled $15.0 million payment under the term loan facility during the
current quarter;
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• Cash provided from exercise of stock options and warrants of $4.8 million in the three months ended September 30, 2007 as
compared to $2.3 million in the same period last year;

• Excess net tax benefit from the exercise of stock options of $1.8 million in the three months ended September 30, 2007; and

• Cash proceeds from the sale and lease-back of certain equipment for Yonkers Raceway of $9.2 million in the three months ended
September 30, 2006.
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Critical Accounting Policies

A description of our critical accounting policies can be found within Item 7, Management�s Discussion and Analysis of Financial Condition and
Results of Operations in the 2007 10-K. There were no material changes to those policies during the three months ended September 30, 2007.

Recently Issued Accounting Pronouncements

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

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

In February 2007, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 159, The
Fair Value Option for Financial Assets and Financial Liabilities. SFAS No.159 provides companies with an option to report selected financial
assets and liabilities at fair value. It also establishes presentation and disclosure requirements to facilitate comparisons between companies using
different measurement attributes for similar types of assets and liabilities. The statement is effective for fiscal years beginning after
November 15, 2007 and accordingly, we expect to adopt SFAS No. 159 beginning in fiscal 2009. Earlier application is permitted provided we
also apply the provisions of SFAS 157, Fair Value Measurements, which is discussed below.  We are currently in the process of evaluating the
impact SFAS No. 159 will have on our consolidated results of operations, financial position and cash flows.
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In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, establishes a framework for measuring
fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. SFAS No. 157 does not require
any new fair value measurements, rather it applies to existing accounting pronouncements that require or permit fair value measurements. SFAS
No. 157 is effective for fiscal years beginning after November 15, 2007, and accordingly, we expect to adopt SFAS No. 157 beginning in fiscal
2009.  We are currently evaluating the impact SFAS No. 157 will have on our consolidated results of operations, financial position and cash
flows.

ITEM 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk

As of September 30, 2007, we had total debt outstanding of approximately $316.7 million, consisting primarily of the $292.0 million
outstanding under a term loan under our senior credit facilities, $10.0 million in related party debt and $14.7 million in capital lease obligations.
The interest rate for the term loan is variable, based on LIBOR, and resets every six months. Approximately $7.0 million of related party debt is
variable and is based on LIBOR. If the LIBOR rates were to increase or decrease by 100 basis points, with all other factors remaining constant,
earnings would decrease or increase by approximately $3.2 million annually, on a pre-tax basis.

Foreign Currency Exchange Rate Risk

Our foreign subsidiaries generally use their domestic currency as their functional currency. A 10% fluctuation in the exchange rates of these
currencies against the U.S. dollar would result in a corresponding change in earnings reported in the consolidated group of approximately $0.4
million.
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ITEM 4.  CONTROLS AND PROCEDURES
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Disclosure Controls and Procedures

As required by Rule 13a-15(b) promulgated under the Exchange Act, our management, with the participation of our Chief Executive Officer and
Chief Financial Officer, evaluated the effectiveness of the design and operation of our disclosure controls and procedures, as defined in
Exchange Act Rule 13a-15(e), as of the end of the period covered by this Quarterly report on Form 10-Q. Based on this evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that, as of September 30, 2007, our disclosure controls and procedures were not
effective due to the existing material weaknesses in our internal control over financial reporting previously identified and discussed in the
2007 10-K and below under ��Internal Control Over Financial Reporting �Material Weakness in Internal Control Over Financial Reporting
Previously Reported.�

In view of the fact that the financial information presented in this Quarterly Report on Form 10-Q for the fiscal quarter ended September 30,
2007, was prepared in the absence of effective internal control over financial reporting, we have devoted a significant amount of time and
resources to the analysis of the financial statements contained in this report. In particular, we have reviewed the significant account balances and
transactions reflected in the financial statements contained in this report and otherwise analyzed the transactions underlying our financial
statements to verify the accuracy of the financial statements. Accordingly, management believes that the financial statements included in this
report fairly present, in all material respects, our financial condition, results of operations, and cash flows.

Nevertheless, there can be no assurance that either this review process or our existing disclosure controls and procedures will prevent or detect
all errors and all fraud, if any, or result in accurate and reliable disclosure. A control system can provide only reasonable and not absolute
assurance that the objectives of the control system are met. Because of the inherent limitations in all control systems, no evaluation of controls
can provide absolute assurance that all control issues and instances of fraud, if any, have been detected. Additionally, judgments in
decision-making can be faulty and breakdowns in controls can occur because of simple errors or mistakes that are not detected on a timely basis.

Internal Control Over Financial Reporting

Our management acknowledges its responsibility for establishing and maintaining adequate internal control over financial reporting that includes
effective accounting policies and procedures. Our continuing progress in establishing adequate internal control over financial reporting is
described below.

Certain Changes in Internal Control Over Financial Reporting during the Fiscal Quarter Ended September 30, 2007

While management has initiated certain remediation activities, there were no changes in our internal control over financial reporting that
occurred in the first quarter of fiscal 2008 that have materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting and the material weakness conditions previously disclosed in the 2007 Form 10-K continue to exist as of September 30, 2007.

Material Weakness in Internal Control Over Financial Reporting Previously Reported

The specific material weaknesses identified by management as of June 30, 2007 were as follows:
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Inadequate and ineffective control related to revenue recognition. The Company did not maintain appropriate internal controls related to the
recognition of revenue for the sale of games, systems and parts. The Company�s controls were not adequate to capture and analyze the terms and
conditions of all contracts and agreements, or to timely determine that collectibility was probable in order to ensure the proper recording of
revenue related to game and system sales. The internal controls include those related to the systematic tracking of contract terms and
amendments. Game and system sales are accounted for in accordance with American Institute of Certified Public Accountants Statement of
Position No. 97-2, Software Revenue Recognition, which includes complex revenue recognition criteria that were not always adequately
evaluated. The review process is manual and the resources dedicated to the process are not adequate to address all of the accounting
considerations on a timely basis given the increased volume of business.

For parts sales, the Company�s internal controls did not ensure that the terms of the shipments and sales were captured and accounted for in
accordance with the terms of the sale agreements, contracts, or shipping documents.
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These weaknesses were the result of a material deficiency in the design of internal controls over financial reporting and resulted in material
adjustments to the consolidated financial statements for the fiscal year ended June 30, 2007.

Ineffective control related to the existence and valuation of inventory. The Company did not maintain appropriate and or effective controls
related to the existence and valuation of inventory. As a result, the Company identified several deficiencies including: (i) adjustments to its raw
materials balance resulting from ineffective periodic counting procedures; (ii) parts issued to and restocked from work orders which were not
always properly recorded in raw materials or the related open work order bill of materials; (iii) differences between the general ledger and
perpetual inventory, which lacked the appropriate level of documentation for timely review and analysis; (iv) the inaccurate recording of parts
shipments to outer warehouses; (v) inadequate control over transaction processing; and (vi) lack of effective change management for
modifications made to the inventory system and processes.

This weakness was the result of a material deficiency in the operation of internal controls over financial reporting and resulted in material
adjustments to the consolidated financial statements for the fiscal year ended June 30, 2007.

Insufficient personnel resources to adequately perform analytical review procedures. The Company did not have sufficient qualified
personnel to adequately analyze revenue and expenditure activities for proper classification of amounts in the consolidated statements of
operations and statements of cash flows. This resulted in: (i) certain charges originally classified as selling, general and administrative expenses
being restated to reflect an increase to cost of sales or reduction of revenue; (ii) certain gaming operations transactions being reclassified
between investing and operating activities in the consolidated statements of cash flows; and (iii) certain revenue and operating income (loss)
amounts previously presented under the United States and Canada in the segment and geographic footnote disclosure being reclassified to
Europe or Other foreign regions. These adjustments resulted in the restatement of prior consolidated financial statements.

In addition, the lack of sufficient qualified personnel contributed to the other material weaknesses described above.
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Litigation

In June and July 2004, putative class actions were filed against the Company and its officers, Robert Miodunski, Robert Saxton, Mark Lerner
and Steven Des Champs, in the United States District Court for the District of Nevada. The nearly identical complaints alleged violations of the
Securities Exchange Act of 1934, as amended (the �Exchange Act�), stemming from revised earnings guidance, declines in the stock price and
sales of stock by insiders. The complaints sought damages in unspecified amounts. The Federal District Court granted the plaintiffs� unopposed
motions to consolidate the cases and to appoint a lead counsel and a lead plaintiff, and the plaintiffs filed a consolidated complaint, all as is
customary in such cases. The Company and the other defendants moved to dismiss the complaint. Thereafter, activity in the case was stopped
and the parties participated in a mediation process during which the parties agreed on the terms of a settlement. The parties negotiated and
executed settlement documents settling both the consolidated class action and companion derivative litigation. Under the settlement an aggregate
of $16.0 million in cash, plus certain interest, was paid to settle the securities class action as well as companion derivative litigation. The
Company accrued $1.25 million related to the settlement during the year ended June 30, 2006, which was paid in late February 2007. In addition
to certain governance actions the Company has agreed to undertake in connection with the settlement, the Company�s directors and officers
insurer contributed approximately $14.75 million to the settlement. The court approved the settlement on August 9, 2007, ending the case.

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

In August 2004, Shuffle Master sued the Company in the United States District Court for the District of Nevada, alleging infringement of
various patents in connection with the Company�s MindPlay product line and seeking injunctive relief and damages in an unspecified amount. In
June 2005, it was announced that IGT had acquired an interest in the patents at issue in the case, and thereafter, IGT joined the case as a
plaintiff. In December 2005, the District Court issued a ruling construing the claim terms of all the patents in the suit. A hearing on the parties�
dispositive motions is set for February 2008. Management believes the plaintiffs� lawsuit to be without merit, and the Company is vigorously
defending against the lawsuit.

On December 7, 2004, IGT filed a patent infringement lawsuit against the Company in the United States District Court for the District of
Nevada. The complaint asserts that the Company�s wheel-based games, such as Monte Carlo�, Lucky Wheel� and Cash For Life�, its games with a
reel in the top box, such as Bonus Frenzy�, and its iVIEW� products infringe on patents held by IGT, and seeks injunctive relief and damages in
unspecified amounts. The Company believes IGT�s claims are without merit and is vigorously defending itself against the lawsuit. As part of its
defense, the Company has asserted counterclaims against IGT, including claims that IGT�s patents are invalid, unenforceable and not
infringed, as well as several claims that IGT has engaged in anti-competitive conduct in violation of state and federal antitrust laws. By its
counterclaims, the Company is seeking damages and other relief from IGT. IGT�s motion to dismiss the Company�s antitrust claims was denied
in January 2006, and in March 2007, the court denied IGT�s motions for summary judgment with respect to the antitrust claims dealing with the
wheel game market. The court issued claims construction rulings in May 2007.  The parties filed assorted motions for summary judgment on
November 16, 2007; no hearing date has been set.  Trial is tentatively scheduled for May 2008.

In September 2006, the Company filed a patent infringement lawsuit against IGT in the United States District Court for the District of Nevada.
The complaint asserts that certain of IGT�s bonus wheel games infringe patents held by the Company, and seeks injunctive relief and damages.
IGT filed an answer generally denying the claims. The case is in the discovery phase and no trial date has been set.

In May 2006, IGT filed a patent infringement lawsuit against the Company in the United States District Court for the District of Delaware. The
complaint asserts that the Company�s Bally Power Bonusing� products infringe patents held by IGT, and seeks injunctive relief and damages in
unspecified amounts. The court took IGT�s motion for a preliminary injunction off-calendar and set a November 2008 trial date. The Company
believes IGT�s claims are without merit and is vigorously defending itself against the lawsuit.
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The Company is also a party to various lawsuits relating to routine matters incidental to our business. Management does not believe that the
outcome of such litigation, including the matters above, in the aggregate, will have a material adverse effect on our consolidated financial
position, results of operations or cash flows.
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ITEM 1A.               RISK FACTORS

The Company is subject to risks and uncertainties that could cause our actual results to differ materially from the expectations expressed in the
forward looking statements. Factors that could cause our actual results to differ from expectations are described under �Item 1A. Risk Factors� in
the 2007 10-K, to which there were no material changes during the period covered by this Quarterly Report on Form 10-Q.
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ITEM 6.  EXHIBITS

Exhibits Description

3.1 Amendment to Articles of Incorporation dated April 16, 2002.

31.1 Certification of Chief Executive Officer, pursuant to Rule 13a-14(a) of the
Securities Exchange Act of 1934, as amended.

31.2 Certification of Chief Financial Officer, pursuant to Rule 13a-14(a) of the
Securities Exchange Act of 1934, as amended.

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

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

Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

BALLY TECHNOLOGIES, INC. Date: December 21, 2007

By /s/Richard Haddrill
Richard Haddrill
President and Chief Executive Officer
(Principal Executive Officer)

By /s/Robert C. Caller
Robert C. Caller
Executive Vice President, Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)
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