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Part I. FINANCIAL INFORMATION

Item 1. CONSOLIDATED FINANCIAL STATEMENTS

DAVE & BUSTER’S, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)
(unaudited)

                 
  13 Weeks Ended   26 Weeks Ended  
  July 31,   August 1,   July 31,   August 1,  
  2005   2004   2005   2004  
      (As restated, Note 2)      (As restated, Note 2) 
 
Food and beverage revenues  $ 60,378  $ 47,030  $121,769  $ 96,051 
Amusements and other revenues   50,451   42,814   104,795   88,759 

Total revenues   110,829   89,844   226,564   184,810 
                 
Cost of food and beverage   14,826   11,585   30,017   23,774 
Cost of amusement and other   6,370   5,698   12,186   11,230 

Total cost of products   21,196   17,283   42,203   35,004 
Operating payroll and benefits   32,259   25,545   64,984   52,473 
Other store operating expenses   37,365   28,401   72,900   57,269 
General and administrative expense   7,204   5,800   14,896   12,099 
Depreciation and amortization   12,317   8,175   22,058   16,395 
Preopening expenses   804   136   882   136 

Total costs and expenses   111,145   85,340   217,923   173,376 
                 
Operating income (loss)   (316)   4,504   8,641   11,434 
Interest expense, net   1,661   1,102   3,434   2,580 
                 
Income (loss) before provision for income taxes   (1,977)   3,402   5,207   8,854 
Provision (benefit) for income taxes   (721)   1,200   1,901   3,052 
                 
Net income (loss)  $ (1,256)  $ 2,202  $ 3,306  $ 5,802 
                 
Net income (loss) per share — basic  $ (0.09)  $ 0.17  $ 0.25  $ 0.44 
                 
Net income per share — diluted  $ (0.09)  $ 0.16  $ 0.24  $ 0.40 
                 
Weighted average shares outstanding:                 

Basic   13,559   13,319   13,515   13,262 
Diluted   13,559   16,486   16,626   16,376 

See accompanying notes to consolidated financial statements.

3



Table of Contents

DAVE & BUSTER’S, INC.
CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts)
(unaudited)

         
  July 31,   January 30, 
  2005   2005  
 
Assets         
Current assets:         

Cash and cash equivalents  $ 6,786  $ 7,624 
Inventories   28,978   28,935 
Prepaid expenses   12,433   3,034 
Other current assets   2,531   2,612 

Total current assets   50,728   42,205 
Property and equipment, net   335,074   331,478 
Other assets and deferred charges   21,045   23,725 

Total assets  $406,847  $ 397,408 
         
Liabilities and Stockholders’ Equity         
Current liabilities:         

Current installments of long-term debt (Note 4)  $ 8,708  $ 7,792 
Accounts payable   21,586   12,146 
Accrued liabilities   18,796   18,119 
Income taxes payable   1,276   5,802 
Deferred income taxes   6,010   6,002 

Total current liabilities   56,376   49,861 
Deferred income taxes   5,032   4,959 
Deferred rent liability   63,928   63,113 
Other liabilities   4,216   2,179 
Long-term debt, less current installments (Note 4)   74,823   80,351 
Commitments and contingencies (Note 6)         
         
Stockholders’ equity:         

Preferred stock, 10,000,000 authorized; none issued   —   — 
Common stock, $0.01 par value, 50,000,000 authorized; 13,622,417 and 13,452,267 shares issued and

outstanding as of July 31, 2005 and January 30, 2005, respectively   136   135 
Paid-in capital   124,190   122,173 
Restricted stock awards   1,815   1,454 
Accumulated comprehensive income   67   225 
Retained earnings   78,110   74,804 

   204,318   198,791 
Less treasury stock, at cost, 175,000 shares   1,846   1,846 

Total stockholders’ equity   202,472   196,945 
Total liabilities and stockholders’ equity  $406,847  $ 397,408 

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
DAVE & BUSTER’S, INC.
(in thousands)
(unaudited)
                                 
                  Accumulated       
                  Other       
  Common Stock  Paid-in  Restricted  Comprehensive  Retained  Treasury   
  Shares  Amount  Capital  Stock  Income  Earnings  Stock  Total
 
Balance, January 30, 2005   13,452  $ 135  $122,173  $ 1,454  $ 225  $74,804  $(1,846)  $196,945 
Net earnings   —   —   —   —   —   3,306   —   3,306 
Unrealized foreign currency

translation gain (loss)   —   —   —   —   (158)   —   —   (158)
                                
Comprehensive income   —   —   —   —   —   —   —   3,148 
Stock option exercises   170   1   1,398   —   —   —   —   1,399 
Tax benefit related to stock option

exercises   —   —   619   —   —   —   —   619 
Amortization of restricted stock

awards   —   —   —   361   —   —   —   361 
Balance, July 31, 2005   13,622  $ 136  $124,190  $ 1,815  $ 67  $78,110  $(1,846)  $202,472 

See accompanying notes to consolidated financial statements.
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DAVE & BUSTER’S, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

         
  26 Weeks Ended  
  July 31,   August 1,  
  2005   2004  
      (As restated, Note 2) 
Cash flows from operating activities:         

Net income  $ 3,306  $ 5,802 
Adjustments to reconcile net income to net cash provided by operating activities:         
Depreciation and amortization   22,058   16,395 
Deferred income tax expense/(benefit)   81   (2,024)
Tax benefit related to stock option exercises   619   493 
Amortization of restricted stock awards   361   219 
Warrants related to convertible debt   128   128 
Other, net   (227)   (48)
Changes in operating assets and liabilities         

Inventories   (43)   (167)
Prepaid expenses   (9,399)   (1,582)
Other current assets   81   871 
Other assets and deferred charges   3,158   (1,066)
Accounts payable   5,823   507 
Accrued liabilities   677   929 
Income taxes payable   (4,527)   (2,007)
Deferred rent liability   815   (962)
Other liabilities   2,037   1,002 

Net cash provided by operating activities   24,948   18,490 
         
Cash flows from investing activities:         

Capital expenditures   (22,556)   (16,580)
Proceeds from sales of property and equipment   111   390 

Net cash used in investing activities   (22,445)   (16,190)
Cash flows from financing activities:         

Borrowings under long-term debt   6,500   3,250 
Repayments of long-term debt   (11,240)   (6,417)
Proceeds from exercises of stock options   1,399   2,007 

Net cash used in financing activities   (3,341)   (1,160)
         
Increase (decrease) in cash and cash equivalents   (838)   1,140 
Beginning cash and cash equivalents   7,624   3,897 
         
Ending cash and cash equivalents  $ 6,786  $ 5,037 
         
Supplemental disclosures of cash flow information:         

Cash paid for income taxes — net of refunds  $ 11,535  $ 6,565 
Cash paid for interest, net of amounts capitalized  $ 1,940  $ 2,097 

See accompanying notes to consolidated financial statements.
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DAVE & BUSTER’S, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2005
(dollars in thousands, except per share amounts)

(unaudited)

Note 1: Summary of Significant Accounting Policies

Basis of Presentation — Dave & Buster’s, Inc., a Missouri corporation, is a leading operator of large format, high-volume regional entertainment complexes.
The Company’s one industry segment is the ownership and operation of restaurant/entertainment complexes (a “Complex” or “Store”) under the names
“Dave & Buster’s” and “Jillian’s,” which are principally located in the United States and Canada. The unaudited consolidated financial statements include
the accounts of Dave & Buster’s, Inc. and all wholly-owned subsidiaries (the “Company”). All material intercompany accounts and transactions have been
eliminated in consolidation. No entities are currently consolidated due to control through operating agreements, financing agreements, or as the primary
beneficiary of a variable interest entity. In our opinion, all adjustments (consisting solely of normal recurring adjustments) necessary for a fair statement of
the results for the interim periods presented have been included.

Our quarterly financial data should be read in conjunction with our consolidated financial statements for the year ended January 30, 2005, (including the
notes thereto), set forth in Dave & Buster’s, Inc.’s Annual Report on Form 10-K filed with the Securities and Exchange Commission (“SEC”) on April 14,
2005. The results of operations for the thirteen-week period and for the twenty-six-week period ended July 31, 2005, are not necessarily indicative of the
results that may be achieved for the entire 52-week fiscal year ended January 29, 2006.

Reclassifications — Certain previously reported amounts have been reclassified to conform to the current presentation.

Use of Estimates — The preparation of financial statements in conformity with generally accepted accounting principles requires management to make
certain estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from those
estimates.

Cash and Cash Equivalents — The Company considers amounts receivable from credit card companies and all highly liquid temporary investments with
original maturities of three months or less to be cash equivalents.

Inventories —Food and beverage and merchandise inventories are reported at the lower of cost or market determined on a first-in, first-out method. Smallware
supplies inventories, consisting of china, glassware and kitchen utensils, are capitalized at the store opening date, or when the smallware inventory is
increased due to changes in our menu, and are reviewed periodically for valuation. Smallware replacements are expensed as incurred. Inventories consist of
the following:
         
  July 31,   January 30, 
  2005   2005  
Food and beverage  $ 2,259  $ 2,249 
Merchandise   2,287   2,467 
Smallware supplies   17,808   17,535 
Other   6,624   6,684 
  $ 28,978  $ 28,935 

Prepaid Expenses — Prepaid expenses consist of the following:
         
  July 31,   January 30, 
  2005   2005  
Income taxes  $ 5,805  $ — 
Marketing   3,107   — 
Insurance   1,515   1,278 
Other   2,006   1,756 
  $ 12,433  $ 3,034 

Prepaid income tax consists of the excess of statutorily required minimum tax payments for the fiscal year over the estimated liability based on year-to-date
operating results. Prepaid marketing expenses consist of payments made to vendors for advertising
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and promotional goods and services that have an expected benefit during the remainder of the fiscal year. Prepaid insurance represents the unamortized
portion of various policy costs that are charged to operations ratably over the life of the underlying policy.

Property and Equipment — Property and equipment are recorded at cost. Expenditures that substantially increase the useful lives of the property and
equipment are capitalized, whereas costs incurred to maintain the appearance and functionality of such assets are charged to repair and maintenance expense.
Interest and rent costs incurred during construction are capitalized and depreciated based on the estimated useful life of the underlying asset. Interest costs
capitalized during the construction of facilities in the thirteen weeks and the twenty-six weeks ended July 31,2005 and August 1, 2004 were $78, $189, $93
and $262, respectively. Rent costs capitalized during the construction of facilities in the thirteen weeks and the twenty-six weeks ended July 31, 2005 and
August 1, 2004 were $239, $125, $299 and $135, respectively. Property and equipment, excluding most games, are depreciated using the straight-line
method over the estimated useful life of the assets. Games are generally depreciated on the 150 percent declining-balance method over the estimated useful
life of the assets. Reviews are performed regularly to determine whether facts or circumstances exist that indicate the carrying values of our property and
equipment are impaired. We assess the recoverability of our property and equipment by comparing the projected future undiscounted net cash flows
associated with these assets to their respective carrying amounts. Impairment, if any, is based on the excess of the carrying amount over the estimated fair
market value of the assets.

Income Taxes — We use the liability method which recognizes the amount of current and deferred taxes payable or refundable at the date of the financial
statements as a result of all events that are recognized in the financial statements and as measured by the provisions of enacted tax laws.

Stock-Based Compensation — In June 2005, our stockholders approved the adoption of the Dave & Buster’s 2005 Long-Term Incentive Plan (“2005
Incentive Plan”). The 2005 Incentive Plan is similar in purpose to, and replaced, our previously adopted Dave & Buster’s 1995 Stock Incentive Plan and
Dave & Buster’s 1996 Stock Option Plan for Outside Directors. There will be no further awards or grants under those previously adopted plans, although
outstanding awards and grants under those plans will remain in effect pursuant to their terms. The 2005 Incentive Plan is a stock-based long-term incentive
plan, which provides for the granting of incentive stock options, non-qualified stock options, restricted stock awards, and stock appreciation rights to
officers, non-employee directors and employees of the Company. A maximum of 600,000 shares of our common stock are reserved for issuance under the
2005 Incentive Plan. Lapsed, forfeited or canceled options, stock appreciation rights, or restricted stock awards do not count against these limits and can be
regranted.

In July 2005, we granted 211,250 shares of restricted common stock to officers and directors. The restricted shares vest over a period from date of grant
through the end of fiscal year 2007 subject to the achievement of specified performance criteria established by the Compensation Committee of the Board of
Directors as described in the 2005 Incentive Plan.

We have elected to follow recognition and measurement principles of Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees (APB No. 25), in accounting for stock-based awards to our employees and directors. Under APB No. 25, if the exercise price of an employee’s
stock options equals or exceeds the market price of the underlying stock on the date of grant, no compensation expense is recognized.

In December 2004, the FASB issued SFAS No. 123R, Share-Based Payment. SFAS No. 123R is a revision of SFAS No. 123, Accounting for Stock Based
Compensation, and supersedes APB 25. Among other items, SFAS 123R eliminates the use of APB 25 and the intrinsic value method of accounting, and
requires companies to recognize in the financial statements the cost of employee services received in exchange for awards of equity instruments, based on the
grant date fair value of those awards. The effective date of SFAS 123R is the first fiscal year beginning after June 15, 2005, which is the Company’s 2006
fiscal year. The Company currently expects to adopt SFAS 123R using the “modified prospective” method. Under the modified prospective method,
compensation cost is recognized in the financial statements beginning with the effective date, based on the requirements of SFAS 123R for all share-based
payments granted after that date, and based on the requirements of SFAS 123 for all unvested awards granted prior to the effective date of SFAS 123R.
Financial information for periods prior to the date of adoption of SFAS 123R would not be restated. The Company currently utilizes a standard option pricing
model (i.e., Black-Scholes) to measure the fair value of stock options granted to employees. While SFAS 123R permits entities to continue to use such a
model, the standard also permits the use of a “lattice” model. The Company has not yet determined which model it will use to measure the fair value of
awards of equity instruments to employees upon the adoption of SFAS 123R.

The adoption of SFAS 123R may have a significant effect on the Company’s future results of operations. However, it will not have an impact on the
Company’s consolidated financial position. The impact of SFAS 123R on the Company’s results
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of operations cannot be predicted at this time, because it will depend on the number of equity awards granted in the future, as well as the model used to value
the awards.

Although SFAS No. 123, Accounting for Stock-Based Compensation, allows us to continue to follow APB No. 25 guidelines, we are required to disclose pro
forma net income (loss) and net income (loss) per share as if we had adopted the fair value based method prescribed by SFAS No. 123. The proforma impact of
applying SFAS No. 123 to a thirteen-week fiscal quarter is not necessarily representative of the proforma impact on the current and future fiscal years. Our pro
forma information is as follows:
                 
  13 Weeks Ended   26 Weeks Ended  
  July 31,   August 1,   July 31,   August 1,  
  2005   2004   2005   2004  
      (As restated, Note 2)      (As restated, Note 2) 
 
Net income (loss) as reported  $ (1,256)  $ 2,202  $ 3,306  $ 5,802 
Stock compensation expenses recorded under the intrinsic method, net of

income taxes   116   91   229   144 
Pro forma stock compensation expense recorded under the fair value

method, net of income taxes   (106)   (195)   (259)   (391)
                 
Pro forma net income (loss)  $ (1,246)  $ 2,098  $ 3,276  $ 5,555 
                 
Basic earnings (loss) per common share, as reported  $ (0.09)  $ 0.17  $ 0.25  $ 0.44 
Diluted earnings (loss) per common share, as reported  $ (0.09)  $ 0.16  $ 0.24  $ 0.40 
                 
Pro forma basic earnings (loss) per common share  $ (0.09)  $ 0.16  $ 0.24  $ 0.42 
Pro forma diluted earnings (loss) per common share  $ (0.09)  $ 0.15  $ 0.24  $ 0.38 

Foreign Currency Translation — The financial statements related to our operations of our Toronto complex are prepared in Canadian dollars. Income
statement amounts are translated at average exchange rates for each period, while the assets and liabilities are translated at period-end exchange rates.
Translation adjustments are included as a component of accumulated comprehensive income in stockholders’ equity.

Revenue Recognition — Food and beverage revenues are recorded at point of service. Amusement revenues consist primarily of deposits on power cards used
by customers to activate most of our midway games. These deposits are generally recognized at the time of sale rather than when utilized, as the estimated
amount of unused deposits which will be used for future game activations has historically not been material to our financial position or results of operations.

Foreign license revenues are deferred until the Company fulfills its obligations under license agreements, which is upon the opening of the complex or upon
resolution of any outstanding accounts receivable from the licensee. The license agreements provide for continuing royalty fees based on a percentage of
gross revenues, which are recognized when realization is assured. Revenue from international licensees for the thirteen-week periods and twenty-six week
periods ended July 31, 2005 and August 1, 2004 were $81, $106, $333 and $279, respectively.

Amusements Costs of Product — Certain of our midway games allow customers to earn coupons which may be redeemed for prizes, including electronic
equipment, sports memorabilia, stuffed animals, clothing and small novelty items. The cost of these prizes is included in the cost of amusement products and
is generally recorded when the coupons are redeemed, rather than as the coupons are earned, as the estimated amount of earned coupons which will be
redeemed in future periods has historically not been material to our financial position or results of operations.

Preopening Costs — All start-up and preopening costs are expensed as incurred. Rent incurred between the time construction is substantially completed and
the time the complex opens is included as preopening costs.

Lease Accounting — Rent is computed on a straight line basis over the lease term. The lease term commences on the date when the Company takes
possession and has the right to control the use of the leased premises. The lease term includes the initial non-cancelable lease term plus any periods covered
by renewal options that the Company considers reasonably assured of exercising. Construction allowances received from the lessor to reimburse the
Company for the cost of
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leasehold improvements are recorded as deferred lease liabilities and amortized as a reduction of rent of over the term of the lease. Rent incurred during the
construction of facilities is capitalized as a component of the cost of the facilities.

Comprehensive Income — Comprehensive income is defined as the change in equity of a business enterprise during a period from transactions and other
events and circumstances from non-owner sources. Total currency loss adjustments recorded for the thirteen-week periods and twenty-six week periods ended
July 31, 2005 and August 1, 2004 were $128, $2, $158 and $10, respectively.

Recent Accounting Pronouncements — In July 2005, the Financial Accounting Standards Board directed the FASB staff to issue a FASB Staff Position
(FSP) to address the accounting for rental costs associated with building and ground operating leases that are incurred during a construction period. The
Board concluded that such rental costs incurred during a construction period should be recognized as rental expense. The FSP would require a lessee to cease
capitalizing rental costs as of the effective date of the guidance. A proposed FSP was posted to the FASB web site on July 19, 2005 for a 30-day comment
period. The final FSP is expected to be issued in the third quarter of 2005 and would be effective for subsequent reporting periods.

In July 2005, the FASB published an Exposure Draft of a proposed Interpretation, Accounting for Uncertain Tax Positions. The Exposure Draft seeks to
reduce the significant diversity in practice associated with recognition and measurement in the accounting for income taxes. It would apply to all tax
positions accounted for in accordance with FASB Statement No. 109, Accounting for Income Taxes. The Exposure Draft requires that a tax position meet a
“probable recognition threshold” for the benefit of the uncertain tax position to be recognized in the financial statements. The Draft contains guidance with
respect to the measurement of the benefit that is recognized for an uncertain tax position, when that benefit should be derecognized, and other matters. The
Company is currently evaluating the effects, if any, that the requirements of this exposure draft, if adopted, will have.

Note 2. Restatement of Financial Statements

On February 7, 2005, the Chief Accountant of the SEC issued a letter to the American Institute of Certified Public Accountants, which clarified existing
generally accepted accounting principles applicable to leases. The Company has reviewed the principles covered in the letter with its Audit Committee,
specifically the accounting for construction allowances and rent holidays. As a result, management and our Audit Committee determined that previously
issued financial statements should be restated.

Historically, the Company has recognized straight line rent expense for leases beginning on the opening date of our entertainment complexes and other
facilities. This had the effect of excluding the construction period of these facilities from the calculation of the period over which rent is calculated. The
Company now includes the construction period in the calculations of straight-line rent. Rent incurred during the construction period is capitalized as a
component of the cost of the facilities and is amortized over a period equal to the lesser of the initial non-cancelable lease term plus any periods covered by
renewal options that the Company considers reasonably assured of exercising, or the useful life of the related assets. Rent incurred during the pre-opening
period is included in pre-opening costs.

Additionally, the Company has changed its classification of construction allowances in its consolidated balance sheets to include the allowances as a
component of deferred lease liabilities, which are being amortized as a reduction to rent expense over the terms of the respective leases. Historically,
construction allowances have been recorded as a reduction of property and equipment and the related amortization has been classified as a reduction to
depreciation and amortization expense. Furthermore, construction allowances are now presented as a component of cash flows from operating activities in the
consolidated statements of cash flows. The Company’s consolidated statements of cash flows have historically reflected construction allowances as a
reduction of capital expenditures within investing activities.

The cumulative effect of the restatement adjustments through the Company’s August 1, 2004 balance sheet was to increase property and equipment, net and
deferred lease liabilities by approximately $42,800 and $47,902, respectively, and to reduce deferred tax liabilities and stockholders’ equity by
approximately $1,957 and $3,145, respectively. Adjustments to rent expense, depreciation expense, net of the related tax effects, resulted in a decrease in net
income of $22 and no change to the calculated diluted earnings per share for the thirteen week period ended August 1, 2004 and $40 and no change to the
calculated earnings per share for the twenty-six weeks ended August 1, 2004.
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The following is a summary of the significant effects of the restatement on the consolidated statements of earnings and cash flows for the thirteen-week period
ended August 1, 2004 and for the twenty-six-week period ended August 1, 2004.
                         
  13 Weeks Ended August 1, 2004   26 Weeks Ended August 1, 2004  
  As           As        
  Previously          Previously        
  Reported   Adjustment  As Restated  Reported   Adjustment  As Restated 
 
Consolidated statement of operations:                         

Other store operating expenses  $ 29,123  $ (722)  $ 28,401  $ 58,715  $ (1,446)  $ 57,269 
Depreciation and amortization   7,417   758   8,175   14,883   1,512   16,395 

Total operating costs   85,304   36   85,340   173,310   66   173,376 
Income before income taxes   3,438   (36)   3,402   8,920   (66)   8,854 
Income taxes   1,214   (14)   1,200   3,078   (26)   3,052 
Net income   2,224   (22)   2,202   5,842   (40)   5,802 
Basic earnings per share  $ 0.17   —  $ 0.17  $ 0.44   —  $ 0.44 
Diluted earnings per share  $ 0.16   —  $ 0.16  $ 0.40   —  $ 0.40 

                         
Consolidated statement of cash flows:                         

Cash provided by operations   9,223   —   9,223   18,490   —   18,490 
Cash used in investing activities   (9,448)   —   (9,448)   (16,190)   —   (16,190)
Cash used in financing activities   (588)   —   (588)   (1,160)   —   (1,160)

Note 3: Acquisitions

Acquisition of Certain Assets of Jillian’s Entertainment Holdings Inc.— On November 1, 2004, we completed the acquisition of nine Jillian’s entertainment
complexes located in major metropolitan areas in the states of Arizona, Maryland, Minnesota, North Carolina, New York, Pennsylvania, Tennessee, and
Texas. The acquisition was completed pursuant to an asset purchase agreement for $45,747 in cash. In addition, we incurred $2,369 in costs related to the
transaction. The cash requirements of the acquisition were funded from borrowings under our amended senior bank credit facility.

The aggregate cost of the acquisition of $48,116 was allocated to the net assets acquired based on their estimated fair values as determined by an
independent appraisal. As a result, $31,103 was allocated to leasehold improvements, $9,343 to other property and equipment, $7,482 to the trade name and
related trademarks, and $188 to working capital items. The results of the operations of the acquired complexes have been included in our consolidated results
beginning on the date of acquisition. The historical results of operations of the acquired complexes were not significant compared to our historical
consolidated results of operations.

On August 28, 2005, a subsidiary of the Company closed the acquired Jillian’s entertainment complex located at the Mall of America in Bloomington,
Minnesota due to continuing operating losses attributable to the complex and unsuccessful efforts to renegotiate the terms of the related leases. As a result of
the closing, we recorded a pre-tax charge of approximately $2,500 in the second quarter of 2005. The charge consisted of additional depreciation,
amortization and impairment of the assets which were abandoned and whose carrying value was not recoverable as of July 31, 2005. The charge is included
in depreciation and amortization expense in the accompanying consolidated statements of operations.

In addition to the operating losses incurred by the complex between the end of the second quarter of 2005 and the closing date, we anticipate incurring
expenses of approximately $500 in the third quarter of fiscal 2005 related to severance and other costs required to complete the closure of the complex.
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Separately, in August 2005, we agreed to purchase the general partner interest in the Jillian’s complex located at the Discover Mills Mall in metropolitan
Atlanta. The purchase price for this interest, acquired pursuant to an auction held by the bankruptcy court, is $900. We will also receive a quarterly
management fee from the partnership. The transaction is expected to close in September 2005.

Note 4: Long-term Debt

Long-term debt consisted of the following (in thousands):
         
  July 31,   August 1,  
  2005   2004  
Revolving credit facility  $ 4,798  $ 9,022 
Term debt facility   49,500   12,500 
Convertible subordinated notes, net of discount   29,233   28,978 
   83,531   50,500 
Less current installments   8,708   3,333 
Long-term debt, less current installments  $ 74,823  $ 47,167 

On November 1, 2004, we closed on the second amendment to our restated senior bank credit facility. The amended facility includes a $60,000 revolving
credit facility and a $55,000 term debt facility. The revolving credit facility is secured by all assets of the Company and may be used for borrowings or letters
of credit. On July 31, 2005, borrowings under the revolving credit facility and term debt facility were $4,798 and $49,500, respectively. At July 31, 2005, we
had $6,420 in letters of credit outstanding, leaving approximately $49,080 available for additional borrowings or letters of credit. Borrowings under the
credit facility were utilized to fund the cash requirements of the Jillian’s transaction (Note 3), and the costs related to the amended facility. Borrowings on the
credit facility bear interest at a floating rate based upon the bank’s prime interest rate (6.25 percent at July 31, 2005) or, at our option, the applicable
EuroDollar rate (3.58 percent at July 31, 2005), plus a margin, in either case, based upon financial performance, as prescribed in the amended facility. The
interest rate on the credit facility at July 31, 2005 was 5.83 percent. The amended facility has certain financial covenants including a maximum leverage
ratio, a minimum fixed charge coverage ratio, a minimum consolidated tangible net worth ratio and maximum permitted capital expenditures. Any
outstanding borrowings under the revolving credit facility are due at maturity on November 1, 2009. Borrowings under the term debt facility are repayable in
20 consecutive quarterly payments starting at $1,800 and increasing each calendar year, with the final payment due on November 1, 2009.

On August 7, 2003, we closed a $30,000 private placement of 5.0 percent convertible subordinated notes due 2008 and warrants to purchase 574,691 shares
of our common stock at $13.46 per share. The investors may convert the notes into our common stock at any time prior to the scheduled maturity date of
August 7, 2008. The conversion price is $12.92 per share, which represents a 20 percent premium over the closing price of our common stock on August 5,
2003. If fully converted, the notes will convert into 2,321,981 shares of our common stock. After August 7, 2006, we have the right to redeem the notes and
we may also force the exercise of the warrants if our common stock trades above a specified price during a specific period of time. The convertible
subordinated notes have a maximum leverage ratio which is significantly less restrictive than the senior bank credit facility covenant. In the event we were to
pay a cash dividend to common stockholders, the convertible subordinated notes would be included in the distribution as if converted. The fair value of the
warrants of $1,276 was recorded as a discount on the notes and is being amortized over the term of the notes. As a result, the effective annual interest rate on
the notes is 7.5 percent. We used the net proceeds of the offering to reduce the outstanding balances of our term and revolving loans under our senior bank
credit facility and to fund the purchase of the Dave & Buster’s complex in Toronto.

The fair value of our convertible subordinated notes was approximately $43,839 at July 31,2005, based on its conversion value. The fair value of the
borrowings under the senior bank credit facility approximates their carrying value.

In 2001, we entered into an interest rate swap agreement that expires in 2007, to change a portion of our variable rate debt to fixed-rate debt. Pursuant to the
swap agreement, the interest rate on notional amounts aggregating $24,553 at July 31, 2005 is fixed at 5.44 percent. The agreement has not been designated
as a hedge and adjustments are recorded as interest expense to mark the instrument to its fair market value. As a result of the swap agreement, we recorded
additional interest expense of $140 and $418 in the second quarter of 2005 and 2004, respectively. The recorded additional interest expense was $329 for the
twenty-six weeks ended July 31, 2005 compared to $861 for the twenty-six weeks ended August 1, 2004.
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Note 5: Earnings (Loss) Per Share

The following table sets forth the computation of basic and diluted earnings (loss) per share:
                 
  13 Weeks Ended   26 Weeks Ended  
  July 31,   August 1,   July 31,   August 1,  
  2005   2004   2005   2004  
      (As restated, Note 2)      (As restated, Note 2) 
 
Numerator for basic earnings (loss) per common share — net income

(loss)  $ (1,256)  $ 2,202  $ 3,306  $ 5,802 
Impact of convertible debt interest and fees   —   330   623   660 
Amortization of convertible debt warrants   —   42   79   84 

Numerator for diluted earnings (loss) per common share  $ (1,256)  $ 2,574  $ 4,008  $ 6,546 
                 
Denominator for basic earnings (loss) per common share — weighted

average shares (in thousands)   13,559   13,319   13,515   13,262 
Dilutive securities:                 

Employee stock options/restricted stock   —   702   629   685 
Convertible debt   —   2,322   2,322   2,322 
Warrant shares   —   143   160   107 

Denominator for diluted earnings per common share — adjusted
weighted average shares (in thousands)   13,559   16,486   16,626   16,376 

                 
Basic earnings (loss) per common share  $ (0.09)  $ 0.17  $ 0.25  $ 0.44 
Diluted earnings (loss) per common share  $ (0.09)  $ 0.16  $ 0.24  $ 0.40 

The computation of diluted loss per share for the thirteen-week period ended July 31, 2005, excludes potential common stock of 1,219,964 shares from
employee stock options and restricted shares, 2,321,981 shares related to our convertible debt and 155,431 shares attributable to stock purchase warrants
because their impact is antidilutive in the period. In the thirteen-week period ended August 1, 2004, and the twenty-six week periods ended July 31, 2005
and August 1, 2004, options to purchase 593,923, 608,705 and 654,280 shares of common stock, respectively, were not included in the computation of
diluted net earnings per share because the exercise price was greater than the market price and the effect would have been antidilutive.

Note 6: Contingencies

The Company is subject to certain legal proceedings and claims that arise in the ordinary course of its business. In the opinion of management, the amount of
ultimate liability with respect to all actions will not materially affect the consolidated results of operations or financial condition of the Company.

The following table sets forth our operating lease commitments as of July 31, 2005, and includes obligations under operating leases for our unopened stores
in Buffalo, New York and Kansas City, Kansas that are scheduled to open later in fiscal 2005:
                             
  1 Year   2   3   4   5        
  or less   Years   Years   Years   Years   Thereafter   Total  
Operating leases under sale/leaseback

transactions  $ 3,063  $ 3,104  $ 3,146  $ 3,189  $ 3,232  $ 39,827  $ 55,561 
Other operating leases   33,771   32,483   32,047   32,098   32,400   296,338   459,137 

Total  $ 36,834  $ 35,587  $ 35,193  $ 35,287  $ 35,632  $ 336,165  $ 514,698 
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During the second quarter of 2005, the Company signed operating lease agreements for future sites located in Times Square in New York, New York and
Phoenix, Arizona, which we anticipate opening in fiscal 2006. The Company’s commitments under these agreements are contingent upon, among other
things, the landlord’s delivery to the Company of access to the premises for construction. Future obligations related to these two agreements are not included
in the table above.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (dollars in thousands).

General

Our fiscal year ends on the Sunday after the Saturday closest to January 31. The second fiscal quarter of 2005 and 2004 each consists of thirteen
weeks. The 2005 fiscal year, which ends on January 29, 2006, will consist of 52 weeks.

Restatement of Previously Issued Financial Statements

On February 7, 2005, the Chief Accountant of the SEC issued a letter to the American Institute of Certified public Accountants, which clarified
existing generally accepted accounting principles applicable to leases. The Company has reviewed the principles covered in the letter with its
Audit Committee, specifically the accounting for construction allowances and rent holidays. As a result, management and our Audit committee
determined that previously issued financial statements should be restated.

Historically, the Company has recognized straight line rent expense for leases beginning on the opening date of our entertainment complexes and
other facilities. This had the effect of excluding the construction period of these facilities from the calculation of the period over which is
calculated rent. The Company now includes the construction period in the calculations of straight-line rent. Rent incurred during the construction
period is capitalized as a component of the cost of the facilities and is amortized over a period equal to the lessor of the initial non-cancelable
lease term plus any periods covered by renewal options that the Company considers reasonably assured of exercising, or the useful life of the
related assets. Rent incurred during the preopening period is included in pre-opening costs.

Additionally, the Company has changed its classification of construction allowances in its consolidated balance sheets to include the allowances
as a component of deferred lease liabilities, which are being amortized as a reduction to rent expense over the terms of the respective leases.
Historically, construction allowances have been recorded as a reduction of property and equipment and the related amortization has been
classified as a reduction to depreciation and amortization expense. Furthermore, construction allowances are now presented as a component of
cash flows from operating activities in the consolidated statements of cash flows. The Company’s consolidated statements of cash flows have
historically reflected construction allowances as a reduction of capital expenditures within investing activities.

See Note 2 in Item 1 of this report for a summary of the effect of this change on the Company’s consolidated statements of income and cash flows
for the thirteen and twenty-six week periods ended August 1, 2004. The accompanying Management Discussion and Analysis gives effect to the
restatement of our consolidated financial statements for the second fiscal quarter of 2004 and the year-to-date period ended August 1, 2004.

Acquisitions

On November 1, 2004, we completed the acquisition of nine Jillian’s locations pursuant to an asset purchase agreement for cash and the
assumption of certain liabilities. The cash requirements of the acquisition were funded from our amended senior bank credit facility. The results of
the acquired complexes are included in our second quarter 2005 and year-to-date consolidated results.

In order to address lower than anticipated levels of post-acquisition revenues and operating results from our Jillian’s stores, we plan to convert
most of the Jillian’s locations to our core Dave & Buster’s brand. We believe this conversion will enhance and accelerate our efforts to improve the
results of operations of these stores from those achieved during the first nine months since completion of the Jillian’s acquisition. We intend to
begin converting the stores in September 2005, and anticipate converting as many as five stores before the end of the current fiscal year.

On August 28, 2005, a subsidiary of the Company closed the acquired Jillian’s entertainment complex located at the Mall of America in
Bloomington, Minnesota due to continuing operating loses attributable to this complex and unsuccessful efforts to renegotiate the terms of the
related leases. As a result of the closing, we recorded a pre-tax charge of approximately $2,500 in the second quarter of 2005. The charge consisted
of additional depreciation, amortization and impairment of the assets which were abandoned and whose carrying value was not recoverable as of
July 31, 2005. The charge is included in depreciation and amortization expense in the accompanying consolidated statements of operations.
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Overview

Our management monitors and analyzes a number of key performance measures and indicators in order to manage our business and evaluate our
financial and operating performance. Those indicators include:

Revenues — We derive revenues from food and beverage and amusement sales. We continually monitor the success of current food and beverage
items, the availability of new menu offerings, our menu price structure and our ability to adjust prices where competitively appropriate. In the
beverage component, we offer fully licensed facilities, which means that we have full beverage service throughout the complex. The amusement
portion of our business offers traditional games of skill, such as billiards and shuffleboard, and the Million Dollar Midway features high-energy
technology games and classic redemption games that dispense tickets, which may be redeemed for prizes. We continually review the game play on
existing amusements and the availability of new games in an effort to match amusements availability with customer preferences.

Special event business is a very important revenue component in that we believe a significant percentage of the guests attending a special event
are in a Dave & Buster’s for the first time. This is a very advantageous way to introduce the concept to new guests. Accordingly, we place
considerable emphasis on this area through our in-store sales teams.

Cost of products — Costs of products includes the cost of food, beverages and Winner’s Circle amusement items. Our cost of products is driven by
product mix and pricing movements from third party suppliers. We continually strive to gain efficiencies in both the acquisition and use of
products while maintaining high standards of product quality.

Operating payroll and benefits — Operating payroll and benefits consist of wages, employer taxes and benefits for our store personnel. We
continually review the opportunity for cost reductions principally through scheduling refinements.

Other store operating expenses — Other store operating expenses consist of store-related occupancy, restaurant expenses, utilities, repair and
maintenance and marketing costs.

Liquidity and cash flows — Our primary source of cash flow is from net income and availability under our revolving credit facility.

Quarterly fluctuations, seasonality, and inflation — As a result of the substantial revenues associated with each new complex, the timing of new
complex openings will result in significant fluctuations in quarterly results. We expect seasonality to be a factor in the operation or results of our
business in the future with anticipated lower third quarter revenues and higher fourth quarter revenues associated with the year-end holidays. We
expect that increasing energy costs will continue to exert pressure on both supplier pricing and consumer spending related to entertainment and
dining alternatives. The effects of any supplier price increases are expected to be partially offset by selected menu price increases where
competitively appropriate. We believe that low inflation rates in our market areas have contributed to stable food and labor costs in recent years.
However, there is no assurance that low inflation rates will continue, the cost of our product will remain stable or that the federal or state minimum
wage rate will not increase.
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Results of Operations

The following table sets forth selected data as a percentage of total revenues (unless otherwise noted) for the periods indicated. All information is derived
from the accompanying consolidated statements of operations.
                 
  13 Weeks Ended   26 Weeks Ended  
  July 31,   August 1,   July 31,   August 1,  
  2005   2004   2005   2004  
      (As restated, Note 2)      (As restated, Note 2) 
 
Food and beverage revenues   54.5%   52.3%  53.7%   52.0%
Amusement and other revenues   45.5%   47.7%  46.3%   48.0%
Total revenues   100.0%   100.0%  100.0%   100.0%
 
Cost of food and beverage (As a percentage of food and beverage

revenues)   24.6%   24.6%  24.7%   24.8%
Cost of amusement and other (As a percentage of amusement and

other revenues)   12.6%   13.3%  11.6%   12.7%
                 
Total cost of products   19.1%   19.2%  18.6%   18.9%
                 
Operating payroll and benefits   29.1%   28.4%  28.7%   28.4%
Other store operating expenses   33.7%   31.6%  32.2%   31.0%
General and administrative expenses   6.5%   6.5%  6.6%   6.5%
Depreciation and amortization   11.1%   9.1%  9.7%   8.9%
Preopening expenses   0.8%   0.2%  0.4%   0.1%
                 
Total costs and expenses   100.3%   95.0%  96.2%   93.8%
                 
Operating income (loss)   (0.3)%  5.0%  3.8%   6.2%
Interest expense, net   1.5%   1.2%  1.5%   1.4%
                 
Income (loss) before income taxes   (1.8)%  3.8%  2.3%   4.8%
Provision (benefit) for income taxes   (0.7)%  1.3%  0.8%   1.7%
                 
Net income (loss)   (1.1)%  2.5%  1.5%   3.1%
                 
The following table sets forth certain financial information and other data related to the operation of our entertainment complexes for the periods indicated.
                 
Food and beverage revenues  $ 60,378  $ 47,030  $121,769  $ 96,051 
Amusement and other revenues   50,451   42,814   104,795   88,759 
Total revenues  $110,829  $ 89,844  $226,564  $ 184,810 
Change in comparable store sales (1)   0.2%   0.5%  (0.8)%  1.1%
Stores open at end of period (2)   44   33   44   33 
Comparable stores open at end of period   33   31   33   31 
Effective tax rate   36.5%   35.3%  36.5%   34.5%

 

(1)  Comparable store sales (year-over-year comparison of complexes open at least 18 months as of the beginning of our fiscal year) are a key performance
indicator used within our industry and are indicative of acceptance of our initiatives as well as local economic and consumer trends.

 

(2)  The number of stores opened since second quarter 2004 includes Santa Anita, which opened in the third quarter of 2004, the acquisition of 9 Jillian’s
locations (including one location closed subsequent to July 31, 2005), and the opening of Omaha in the second quarter of 2005.
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Second Quarter 2005 Compared with Second Quarter 2004

Revenues

The 23.4 percent ($20,985) revenue increase was generated from the following components of our operations:
     
Acquired Jillian’s branded stores   18.9%
Dave & Buster’s branded stores opened in fiscal 2004 and 2005   4.3%
Comparable Dave & Buster’s branded stores   0.2%

Total increase   23.4%

Our revenue mix was 54.5 percent for food and beverage and 45.5 percent for amusements and other for the second quarter of 2005. This compares to
52.3 percent and 47.7 percent, respectively, for 2004. The shift in our revenue mix was influenced by two promotional efforts launched in the second quarter
of 2005. Our “Power Combo” promotion provides our guests with value offering that includes selected entrees and a game card at a fixed price. The “Power
Combo” promotion is valid during what have traditionally been slower periods of our business week. Our “Super Charge” promotion allows guests to
increase, purchased game play on certain Power Cards by twenty-five percent for a discounted amount. Both the “Power Combo” and “Super Charge”
promotions are designed to increase both brand awareness and increase the frequency and duration of customer visits.

Revenues at our comparable stores increased 0.2 percent for the second quarter of 2005 compared to the second quarter of 2004. Food sales at our comparable
stores increased by 7.2 percent over sales levels achieved in the second quarter of 2004. This increase in food sales was accomplished by the success of our
“Power Combo” promotion. Beverage sales at our comparable stores increased by 2.5 percent over the second quarter of 2004 as the Company experienced
continued success of promotional activity around the beverage component of our business. Comparable store amusements revenue in the second quarter of
2005 declined by $2,370 or 5.8 percent versus the second quarter of 2004, due in part to the discounted game play resulting from our promotional activities.

Special events revenues, which include food, beverage and amusements revenues associated with private parties, business gatherings and sponsored events
continue to be an important component of our business. Special event revenues, which for the full year of fiscal 2004 accounted for approximately 16 percent
of consolidated revenues, accounted for 14.0 percent of consolidated second quarter 2005 revenue, up from 13.5 percent in the comparable 2004 quarter.

Cost of Products

Cost of food and beverage products increased in absolute dollars approximately $3,200, however, remained flat as a percentage of revenues compared to the
results in the second quarter of 2004. The absolute dollar increase is primarily attributable (approximately $2,800) to store count increases since the second
quarter of 2004. Slight reductions in food and beverage costs as a percentage of food and beverage revenue achieved at our comparable Dave & Buster’s
stores were offset by higher food and beverage costs at our Jillian’s units.

The costs of amusements, as a percentage of amusements revenue, declined 70 basis points as a result of lower costs achieved by purchasing amusement
redemption items directly from Asia. The margin improvements achieved through these cost reductions were partially offset by the impact of the revenue mix
changes described above.

Operating Payroll and Benefits

Operating payroll and benefits were approximately 29.1 percent of revenue in the second quarter of 2005 and 28.4 percent in the second quarter of 2004. This
increase was primarily driven by increased management training costs as well as slightly higher variable labor costs at the Dave & Buster’s locations.
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Other Store Operating Expenses

Other store operating expenses increased 210 basis points to 33.7 percent for the second quarter of 2005 compared to 31.6 percent in the second quarter of
2004. Occupancy costs as a percent of total revenues increased 200 basis points as a result of Jillian’s higher rent and tax costs compared to their sales
volumes. Increases in comparable store marketing efforts and higher utility costs also contributed to the overall increase.

Depreciation and Amortization Expenses

The increase in depreciation and amortization expense is primarily associated with ongoing expense associated with the Jillian’s locations acquired in
November 2004 and the charge related to the August 28, 2005 closure of the Jillian’s entertainment complex located at the Mall of America in Bloomington,
Minnesota. A subsidiary of the Company closed the complex due to continuing operating losses attributable to the complex and unsuccessful efforts to
renegotiate the terms of the related leases. Although the Company intends to re-brand it’s remaining Jillian’s locations, the Company did not believe that the
capital expenditures necessary to re-brand the Mall of America store would be justified. As a result of the closing, we recorded a pre-tax charge of
approximately $2,500 in the second quarter of 2005. The charge consisted of additional depreciation, amortization and impairment of the assets which were
abandoned and whose carrying value was not recoverable as of July 31, 2005.

Preopening expense

The increase in preopening expense as a percentage of revenues is attributed to the opening of our Omaha location in the second quarter of 2005.

Interest Expense

The increase in interest expense as a percentage of revenues is attributed to the increased borrowings under our debt facility as a result of the Jillian’s
acquisition.

Provision for Income Taxes

The increase in the effective tax rate is primarily attributed to the reduction of available tax loss carry forwards and increases in the state tax component of
our provision primarily due to our acquisition of Jillian’s.

Year to Date 2005 Compared with Year to Date 2004

Revenues

The 22.6 percent ($41,754) revenue increase was generated from the following components of our operations:
     
Acquired Jillian’s branded stores   19.5%
Dave & Buster’s branded stores opened in fiscal 2004 and 2005   3.6%
Comparable Dave & Buster’s branded stores   (0.8)%
Other   0.3%

Total increase   22.6%

Our revenue mix was 53.7 percent for food and beverage and 46.3 percent for amusements and other for the twenty-six week period of 2005. This compares to
52.0 percent and 48.0 percent, respectively, for 2004. The shift in our revenue mix was influenced by the success of our “Power Combo” promotion and our
“Super Charge” promotion, partially offset by the operations of our Jillian’s branded stores, which traditionally have a larger percentage of revenue
attributable to amusements.

Revenues at our comparable stores decreased 0.8 percent for the twenty-six week period ended July 31, 2005 compared to same period for 2004. Food sales at
our comparable stores increased by 3.9 percent over sales levels achieved in the same period of 2004. This increase in food sales was accomplished primarily
by the success of our “Power Combo” promotion. Beverage sales at our comparable stores increased by 2.9 percent over the second
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quarter of 2004 as the Company experienced continued success of promotional activity around the beverage component of our business. Comparable store
amusements revenue in the 2005 declined by 5.3 percent versus the same period of 2004, due in part to the discounted game play resulting from our
promotional activities.

Special event revenues accounted for 13.8% of consolidated revenue for the twenty-six week period ended July 31, 2005, up from 13.1% in the comparable
2004 period.

Cost of Products

Cost of food and beverage products increased in absolute dollars approximately $6,200, however, remained relatively flat compared to the results in the
twenty-six week period ended August 1, 2004. The absolute dollar increase is primarily attributable (approximately $5,900) to store count increases since the
second quarter of 2004. Reductions in food and beverage costs as a percentage of food and beverage revenue achieved at our comparable Dave & Buster’s
stores were offset by higher food and beverage costs at our Jillian’s units. Higher food and beverage costs at our Jillian’s locations were due in part to costs
associated with the implementation of new menu items.

The costs of amusements, as a percentage of amusements revenue, declined 110 basis points as a result of lower costs achieved by purchasing amusement
redemption items directly from Asia. The margin improvements achieved through these cost reductions were partially offset by the impact of the revenue mix
changes described above.

Operating Payroll and Benefits

Operating payroll and benefits were approximately 28.7 percent of revenue for the twenty-six week period ending July 31, 2005 and 28.4 percent for the
twenty-six week period August 1, 2004. This increase was primarily driven by increased management training costs and severance costs as we strengthened
the store based management teams.

Other Store Operating Expenses

Other store operating expenses increased 120 basis points to 32.2 percent for year-to-date 2005 compared to 31.0 percent for the same period of 2004.
Occupancy costs as a percent of total revenues increased 190 basis points as a result of Jillian’s higher rent and tax costs compared to their sales volumes.
Increases in comparable store utility costs also contributed to the overall increase. The increased occupancy costs together with increases utility expenses and
Jillian’s integration costs in the first quarter of the year were partially offset by reduced marketing expenses as a percentage of sales for the first twenty-six
weeks of fiscal 2005 due to a shift in the timing of the Company’s marketing initiatives compared to 2004. We anticipate committing approximately
3.0 percent of our annual revenues to our marketing efforts.

Depreciation and Amortization Expenses

The increase in depreciation and amortization expense is primarily associated with ongoing expense associated with the Jillian’s locations acquired in
November 2004 and the charge related to the August 28, 2005 closure of the Jillian’s entertainment complex located at the Mall of America in Bloomington,
Minnesota. A subsidiary of the Company closed the complex due to continuing operating losses attributable to the complex and unsuccessful efforts to
renegotiate the terms of the related leases. As a result of the closing, we recorded a pre-tax charge of approximately $2,500 in the second quarter of 2005. The
charge consisted of additional depreciation, amortization and impairment of the assets which were abandoned and whose carrying value was not recoverable
as of July 31, 2005.

Preopening expense

The increase in preopening expense as a percentage of revenues is attributed to the opening of our Omaha location in the second quarter of 2005.
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Interest Expense

The increase in interest expense as a percentage of revenues is attributed to the increased borrowings under our debt facility as a result of the Jillian’s
acquisition. During fiscal year 2005 we have reduced our outstanding debt by approximately $4,600.

Provision for Income Taxes

The increase in the effective tax rate for the twenty-six weeks ended July 31, 2005 is primarily attributed to the reduction of available tax loss carry forwards
and increases in the state tax component of our provision primarily due to our acquisition of Jillian’s.

Liquidity and Capital Resources

Operating cash flows

Our primary source of liquidity is cash provided by operations. The increase in cash flows from our operations was partially offset by $11,500 in payments for
income taxes during the twenty-six week period ended July 31, 2005.

Investing cash flows

The investing activities for 2005 included over $6,200 in games, approximately $5,700 for new store development and construction (primarily construction
costs for the July 2005 new store opening in Omaha, Nebraska and future 2005 openings in Buffalo, New York and Kansas City, Kansas) and normal capital
expenditures at previously existing stores. The addition of three new entertainment complexes will represent the largest new store construction effort by the
Company since 2001.

Additionally, in August 2005, we agreed to purchase the general partner interest in the Jillian’s complex located at the Discover Mills Mall in metropolitan
Atlanta. The purchase price for this interest, acquired pursuant to an auction held by the bankruptcy court is $900. We will also receive a quarterly
management fee from the partnership. The transaction is expected to close in September 2005.

As part of our recently announced re-branding effort, the Company anticipates spending approximately $5,000 in capital expenditures during the second half
of fiscal 2005 to convert Jillian’s stores to the Dave & Buster’s brand. We currently anticipate completing the re-branding effort on five of the originally
purchased Jillian’s stores prior to the close of our 2005 fiscal year.

We plan on financing our future growth through operating cash flows, existing debt facilities and tenant improvement allowances from landlords. In 2006, we
anticipate opening 2-3 new entertainment complexes including one store located in Times Square in New York, New York and one store in Phoenix, Arizona.
Additionally, we will continue to invest in capital improvements at our existing locations and acquire new games for our guests.

Financing cash flows

The movement in net cash used in financing activities in 2005 compared to 2004 is primarily attributed to long-term debt payments of $11,240 in 2005
compared to $6,417 in 2004, offset by long-term debt borrowings of $6,500 in 2005 compared to $3,250 in 2004.

We believe that available cash and cash flow from operations, together with borrowings under the credit facility, will be sufficient to cover our working
capital, planned capital expenditures and debt service needs in the foreseeable future. Our ability to make scheduled payments of principal or interest on, or
to refinance, our indebtedness, or to fund planned capital expenditures, will depend on our future performance, which is subject to general economic
conditions, competitive environment and other factors. We may not generate sufficient cash flow from operations, realize anticipated revenue growth and
operating improvements or obtain future capital in a sufficient amount or on acceptable terms, to enable us to service our indebtedness or to fund our other
liquidity needs.
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Contractual Obligations and Commercial Commitments

The following tables set forth the Company’s contractual obligations and commercial commitments excluding interest) as of July 31, 2005 and reflects the
additional obligations under operating leases for our unopened stores in Buffalo, New York and Kansas City, Kansas which are currently scheduled to open
later in fiscal 2005.
                     
  1 Year   2-3   4-5   After 5     
  or less   Years   Years   Years   Total  
Long-term convertible debt  $ —  $ —  $ 30,000  $ —  $ 30,000 
Long-term debt   8,708   22,917   21,906   —   53,531 
                     
Operating leases under sale/leaseback transactions   3,063   6,250   6,421   39,827   55,561 
Other operating leases   33,771   64,530   64,498   296,338   459,137 
Other   106   618   705   158   1,587 
                     
Total  $ 45,648  $ 94,315  $123,530  $336,323  $599,816 

During the second quarter of 2005, the Company signed operating lease agreements for future sites located in Times Square in New York, New York and
Phoenix, Arizona, which we anticipate opening in fiscal 2006. The Company’s commitments under these agreements are contingent upon, among other
things, the landlord’s delivery to the Company of access to the premises for construction. Future obligations related to these two agreements are not included
in the table above.

The convertible debt, which matures in August 2008, may be redeemed by the Company at any time after August 7, 2006, upon no less than 30 days’ notice
to the note holders. In addition, at any time after August 7, 2006, if the closing price of the Company’s common stock exceeds 150% of the then effective
exercise price of the warrants issued to the holders of the convertible debt, for any 15 out of 20 consecutive trading days, the Company may elect to terminate
the warrants, and any unexercised warrants as of the date of termination will automatically be deemed exercised in full pursuant to a cashless exercise. As of
July 31, 2005, we have $6,420 in Letters of Credit commitments associated with our insurance policies.

Recent Accounting Pronouncements

In July 2005, the Financial Accounting Standards Board directed the FASB staff to issue a FASB Staff Position (FSP) to address the accounting for rental
costs associated with building and ground operating leases that are incurred during a construction period. The Board concluded that such rental costs
incurred during a construction period should be recognized as rental expense. The FSP would require a lessee to cease capitalizing rental costs as of the
effective date of the guidance. A proposed FSP was posted to the FASB web site on July 19, 2005 for a 30-day comment period. The final FSP is expected to
be issued in the third quarter of 2005 and would be effective for subsequent reporting periods. Rent costs capitalized during the construction of facilities in
the thirteen weeks and the twenty-six weeks ended July 31,2005 and August 1, 2004 were $239, $125, $299 and $135, respectively.

In July 2005, the FASB published an Exposure Draft of a proposed Interpretation, Accounting for Uncertain Tax Positions. The Exposure Draft seeks to
reduce the significant diversity in practice associated with recognition and measurement in the accounting for income taxes. It would apply to all tax
positions accounted for in accordance with FASB Statement No. 109, Accounting for Income Taxes. The Exposure Draft requires that a tax position meet a
“probable recognition threshold” for the benefit of the uncertain tax position to be recognized in the financial statements. The Draft contains guidance with
respect to the measurement of the benefit that is recognized for an uncertain tax position, when that benefit should be derecognized, and other matters. The
Company is currently evaluating the effects, if any, that the requirements of this exposure draft, if adopted, will have.
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“Safe Harbor” Statement Under the Private Securities Litigation Reform Act of 1995

Certain information contained in this 10-Q includes forward-looking statements. Forward-looking statements include statements regarding our
expectations, beliefs, intentions, plans, projections, objectives, goals, strategies, future events or performance and underlying assumptions and other
statements which are other than statements of historical facts. These statements may be identified, without limitations, by the use of forward looking
terminology such as “may,” “will,” “anticipates,” “expects,” “projects,” “believes,” “intends,” “should,” or comparable terms or the negative thereof. All
forward-looking statements included in this press release are based on information available to us on the date hereof. Such statements speak only as of
the date hereof. These statements involve risks and uncertainties that could cause actual results to differ materially from those described in the
statements. These risks and uncertainties include, but are not limited to, the following: our ability to open new high-volume restaurant/entertainment
complexes; our ability to raise and access sufficient capital in the future; changes in consumer preferences, general economic conditions or consumer
discretionary spending; the outbreak or continuation of war or other hostilities involving the United States; potential fluctuation in our quarterly
operating results due to seasonality and other factors; the continued service of key management personnel; our ability to attract, motivate and retain
qualified personnel; the impact of federal, state or local government regulations relating to our personnel or the sale of food or alcoholic beverages; the
impact of litigation; the effect of competition in our industry; additional costs associated with compliance with the Sarbanes-Oxley Act and related
regulations and requirements; and other risk factors described from time to time in our reports filed with the SEC.

Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

There has been no material change in the interest rate risk or foreign exchange rate risk discussed in Item 7A of the Company’s Annual Report on Form
10-K for the year ended January 30, 2005.

Item 4. CONTROLS AND PROCEDURES.

Our Chief Executive Officer, James W. Corley, and our Chief Financial Officer, William C. Hammett, Jr. have reviewed and evaluated the disclosure
controls and procedures that we have in place with respect to the accumulation and communication of information to management and the recording,
processing, summarizing and recording thereof for the purpose of preparing and filing this Quarterly Report on Form 10-Q. Such review was made as of
July 31, 2005. Based upon their review, these executive officers have concluded that we have an effective system of disclosure controls and procedures
and an effective means for timely communication of information required to be disclosed in this Report.

As of July 31, 2005, Mr. Corley and Mr. Hammett also evaluated whether there were any material changes in the Company’s internal control over
financial reporting that may have occurred during the Company’s fiscal quarter ended July 31, 2005. Management is responsible for establishing and
maintaining adequate internal control over financial reporting (as defined in rule 13a-15 (f) of the Exchange Act). during the assessment of internal
control over financial reporting performed in connection with the preparation of management’s annual report on internal control over financial reporting
contained in the company’s Annual Report on Form 10-K for the fiscal year ended January 30, 2005, management determined that the Company’s
controls over the selection and monitoring of appropriate assumptions and factors affecting lease accounting were insufficient, and, as a result, the
Company’s computation of depreciation, lease classification, straight-line rent expense and the related deferred rent liability had been incorrect.
Accordingly, the Company restated certain of its previously issued financial statements to reflect the correction in its lease accounting practices.
Management further concluded that this control deficiency represented a material weakness in the Company’s internal control over financial reporting as
of January 30, 2005. To remediate the material weakness in internal control over financial reporting, the Company instituted additional review
procedures over the selection and monitoring of appropriate assumptions and factors affecting lease accounting practices during the first quarter of 2005.
Other than as described above, there have been no significant changes in the Company’s internal controls or in other factors that could significantly
affect these controls during the fiscal quarter to which this report relates.
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Based on such evaluation, except as described above, such officers have determined that there were no changes in our internal control over financial
reporting during the quarterly period ended July 31, 2005 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
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PART II

OTHER INFORMATION

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

(a)-(b) At the Company’s Annual Meeting of Stockholders on June 8, 2004, the following persons were elected as directors for a term of three years:

          Class I

          David O. Corriveau, Mark A. Levy, Christopher C. Maguire

     The following directors continued their terms of office as directors of the Company after the Annual Meeting:
   

Class II  Class III
   

James W. Corley  Allen J. Bernstein
Peter A. Edison  Walter J. Humann
Patricia P. Priest  David B. Pittaway

          (c) The following matters were voted upon and approved at the Annual Meeting:

1. Proposed to elect the following class of Directors:
         
  For   Withheld  
David O. Carriveau   11,548,792   701,466 
Mark A. Levy   11,505,969   744,469 
Christopher C. Maguire   11,517,879   732,559 

2. Proposal to ratify the appointment of Ernst & young, LLP as auditors for the Company’s 2005 fiscal year:
         

 For Against  Withheld
         

 11,533,924  705,909   10,605 

3. Proposal to approve the Dave & Buster’s, Inc. 2005 Long-Term Incentive Plan and to reserve 600,000 shares of the Company’s common
stock for issuance under the plan:

         
 For Against  Withheld

         
 8,029,206  2,092,129   71,766 
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Item 6. EXHIBITS
       

(a)  Exhibits   
       
   12  Computation of Ratio of Earnings to Fixed Charges.
       
   31  Rule 13a-14(a)/15d-14(a) Certifications.
       
   32  Section 1350 Certifications.

26



Table of Contents

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.
     
 DAVE & BUSTERS, INC.

a Missouri corporation 
 

 

Date: September 9, 2005 By:  /s/ William C. Hammett, Jr.   
  William C. Hammett, Jr.,  

  Senior Vice President and
Chief Financial Officer  
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INDEX OF EXHIBITS
   
EXHIBIT   
NUMBER  DESCRIPTION
 
12  Dave & Buster’s, Inc. Computation of Ratio of Earnings to Fixed Charges
   
31  Rule 13a-14(a)/15d-14(a) Certifications.
   
32  Section 1350 Certifications.

 



 

Exhibit 12

DAVE & BUSTER’S, INC.
COMPUTATION OF RATIO OF EARNINGS

TO FIXED CHARGES
(dollars in thousands, except ratios)

     
  26 Weeks Ended 
  July 31,  
  2005  
 
Income before provision for income taxes  $ 5,207 
     
Add: Total fixed charges (per below)   9,477 
     
Less: Capitalized interest   93 
     
Total income before provision for income taxes, plus fixed charges, less capitalized interest  $ 14,591 
     
Ratio of earnings to fixed charges   1.54 
     
Fixed charges:     

Interest expense **   3,682 
     

Capitalized interest   93 
     

Estimate of interest included in rental expense ***   5,702 
     

Total fixed charges  $ 9,477 

 

**  Interest expense includes interest in association with debt and amortization of debt issuance costs.
 

***  Fixed charges include our estimate of interest included in rental payments (one-third of rent expense under operating leases).

 



 

Exhibit 31

CERTIFICATION

I, James W. Corley, Chief Executive Officer of Dave & Buster’s, Inc., certify that:

1. I have reviewed this quarterly report on Form 10-Q of Dave & Buster’s, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-14 and 15d-14) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this quarterly report is being prepared;

 

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
     
Date: September 9, 2005    /s/ James W. Corley
  James W. Corley,
  Chief Executive Officer

 



 

CERTIFICATION

I, William C. Hammett, Jr., Chief Financial Officer of Dave & Buster’s, Inc., certify that:

1. I have reviewed this quarterly report on Form 10-Q of Dave & Buster’s, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-14 and 15d-14) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this quarterly report is being prepared;

 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
   
Date: September 9, 2005  /s/ William C. Hammett, Jr.
 

 
William C. Hammett, Jr.,
Chief Financial Officer

 



 

Exhibit 32

SECTION 1350 CERTIFICATION

In connection with the Quarterly Report of Dave & Buster’s, Inc. (the “Company”) on Form 10-Q for the period ended July 31, 2005 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, James W. Corley, Chief Executive Officer of the Company, certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.
   
Date: September 9, 2005   
   
  /s/ James W. Corley
 

 
James W. Corley,
Chief Executive Officer

 



 

SECTION 1350 CERTIFICATION

In connection with the Quarterly Report of Dave & Buster’s, Inc. (the “Company”) on Form 10-Q for the period ended July 31, 2005 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, William C Hammett, Jr., Chief Financial Officer of the Company, certify, pursuant
to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.
   
Date: September 9, 2005   
   
  /s/ William C. Hammett, Jr.
 

 
William C. Hammett, Jr.,
Chief Financial Officer
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