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PartI. FINANCIAL INFORMATION
Item 1. CONSOLIDATED FINANCIAL STATEMENTS

DAVE & BUSTER’S, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

Food and beverage revenues
Amusements and other revenues

Total revenues

Cost of food and beverage
Cost of amusement and other

Total cost of products
Operating payroll and benefits
Other store operating expenses
General and administrative expense
Depreciation and amortization
Preopening expenses

Total costs and expenses

Operating income (loss)
Interest expense, net

Income (loss) before provision for income taxes
Provision (benefit) for income taxes

Net income (loss)
Net income (loss) per share — basic
Net income (loss) per share — diluted

Weighted average shares outstanding:
Basic
Diluted

See accompanying notes to consolidated financial statements.

(unaudited)
13 Weeks Ended 39 Weeks Ended
October 30, October 31, October 30, October 31,
2005 2005 2004

(As restated, Note 2) (As restated, Note 2)
$ 58,212 $ 45,395 $ 179,982 $ 141,446
47,433 38,648 152,227 127,407
105,645 84,043 332,209 268,853
14,321 11,290 44338 35,064
6,537 4,737 18,723 15,967
20,858 16,027 63,061 51,031
31,590 24,745 96,665 77,218
37,530 27,356 110,339 84,625
7,819 6,257 22,715 18,356
9,934 8,089 31,992 24,484
1,495 876 2,377 1,012
109,226 83,350 327,149 256,726
(3,581) 693 5,060 12,127
1,458 832 4,892 3412
(5,039) (139) 168 8,715
(1,839) (51) 62 3,001
$  (3,200) $ (88) $ 106 $ 5,714
$  (023) $ 0.00 $ 001 $ 0.43
$ (0.23) $ 0.00 $ 0.01 $ 0.41
13,657 13,381 13,562 13,302
13,657 13,381 14,249 14,046




Table of Contents

DAVE & BUSTER’S, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share amounts)

(unaudited)
October 30,
2005
Assets
Current assets:
Cash and cash equivalents $ 1,860
Inventories 31,094
Prepaid expenses 13,922
Other current assets 2,872
Total current assets 49,748
Property and equipment, net 345,105
Other assets and deferred charges 21,767
Total assets $ 416,620
Liabilities and Stockholders’ Equity
Current liabilities:
Current installments of long-term debt (Note 4) $ 9,167
Accounts payable 24,165
Accrued liabilities 20,164
Income taxes payable 1,350
Deferred income taxes 5,851
Total current liabilities 60,697
Deferred income taxes 5,032
Deferred rent liability 66,048
Other liabilities 3,212
Long-term debt, less current installments (Note 4) 81,194
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; 13,693,917 and 13,452,267 shares issued and
outstanding as of October 30, 2005 and January 30,2005, respectively 137
Paid-in capital 124,948
Restricted stock awards 1,998
Accumulated comprehensive income 290
Retained earnings 74,910
202,283
Less treasury stock, at cost, 175,000 shares 1,846
Total stockholders’ equity 200,437
Total liabilities and stockholders’ equity $ 416,620

See accompanying notes to consolidated financial statements.

January 30,

2005

$ 7,624
28,935
3,034

2,612

42,205
331,478
23,725

§ 397,408

$ 7792
12,146
18,119

5,802
6,002
49 861
4,959
63,113
2,179
80,351

135
122,173
1,454

225
74,804
198,791
1,846
196,945

$ 397,408
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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 0 O O 0 O 106 0 106
Unrealized foreign currency translation

gain (loss) 0 O O O 65 O O 65
Comprehensive income \ 0 O \ O ] O 171
Stock option exercises 242 2 1,998 O O O m] 2,000
Tax benefit related to stock option

exercises 0 0 777 0 0 0 0 777
Amortization of restricted stock awards 0 0 0 544 0 0 0 544
Balance, October 30,2005 13,694 $ 137 $124,948 $ 1,998 $ 290 $74,910 $(1,846) $200,437

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

(unaudited)

39 Weeks Ended

October 30,
2005
Cash flows from operating activities:
Net income $ 106
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 31,992
Deferred income tax expense/(benefit) (78)
Tax benefit related to stock option exercises 777
Amortization of restricted stock awards 544
Warrants related to convertible debt 192
Other, net 33
Changes in operating assets and liabilities
Inventories (2,160)
Prepaid expenses (10,888)
Other current assets (260)
Other assets and deferred charges 3,591
Accounts payable 7,632
Accrued liabilities 2,045
Income taxes payable (4,452)
Deferred rent liability 2,935
Other liabilities 1,033
Net cash provided by operating activities 33,042
Cash flows from investing activities:
Capital expenditures (41,870)
Business acquisition —
Proceeds from sales of property and equipment 198
Other investing activities (1,158)
Net cash used in investing activities (42,830)
Cash flows from financing activities:
Borrowings under long-term debt 22,000
Repayments of long-term debt (19,974)
Proceeds from exercises of stock options 1,998
Net cash provided by financing activities 4,024
Increase (decrease) in cash and cash equivalents (5,764)
Beginning cash and cash equivalents 7,624
Ending cash and cash equivalents $ 1,860
Supplemental disclosures of cash flow information:
Cash paid for income taxes — net of refunds $ 11,669
Cash paid for interest, net of amounts capitalized $ 3,126

See accompanying notes to consolidated financial

statements.

October 31,
2004

(As restated, Note 2)

$

$

5,714

24,484
(2,086)
525
386
191
141

(1,638)
(1,459)
1,303
1,548

354
2,648
(2,533)
(1,638)
3,677
31,617

(28,721)
(4,742)
519
86

(32,858)

7,250
(6,417)

2,104

2,937

1,696
3,897

5,593

6,992
3,063
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DAVE & BUSTER’S, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 30,2005
(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 thirty-nine-week period ended October 30, 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:

October 30, January 30,
2005 2005
Food and beverage $ 2416 $ 2,249
Merchandise 2,741 2,467
Smallware supplies 18,383 17,535
Other 7,554 6,684
$ 31,094 $ 28,935
Prepaid Expenses — Prepaid expenses consist of the following:
October 30, January 30,
2005 2005
Income taxes $ 7,719 $ O
Marketing 2,909 0
Insurance 875 1,278
Other 2,419 1,756
$ 13922 $ 3,034
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Prepaid income taxes consist of the excess of 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 and promotional goods and services that have an expected benefit during the
remainder of the fiscal year.

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 thirty-nine weeks ended October 30,2005 and October 31, 2004 were $247,
$494,$340 and $756, 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 Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (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

8




Table of Contents

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 partial fiscal year is not necessarily representative of the proforma impact on the entire current and future fiscal years. Our pro
forma information is as follows:

13 Weeks Ended 39 Weeks Ended
October 30, October 31, October 30, October 31,
2005 2004 2005 2004
(As restated, Note 2) (As restated, Note 2)
Net income (loss) as reported $ (3,200) $ (88) $ 106 $ 5,714
Stock compensation expenses recorded under the intrinsic
method, net of income taxes 116 109 345 253
Pro forma stock compensation expense recorded under the
fair value method, net of income taxes (213) (210) (472) (601)
Pro forma net income (loss) $ (3,297) $ (189) $ 21 $ 5,366
Basic eamings (loss) per common share, as reported $ (0.23) $ 0.00 $ 0.01 $ 043
Diluted earnings (loss) per common share, as reported $ 0.23) $ 0.00 $ 0.01 $ 041
Pro forma basic earnings (loss) per common share $ (0.24) $ (0.01) $ 0.00 $ 0.40
Pro forma diluted earnings (loss) per common share $ 0.24) $ 0.01) $ 0.00 $ 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. 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 thirty-nine week periods ended October 30,2005 and October 31,2004 were $254, $200, $587 and $479, respectively. Revenues for the
thirteen and thirty-nine week periods ended October 30, 2005 include $200 received for an area development fee.

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 eamed, 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 currently capitalized as a component of the cost of the facilities. Rent costs capitalized during the construction of facilities in the
thirteen weeks and the thirty-nine weeks ended October 30,2005 and October 31,2004 were $170, $48, $469 and $183, respectively. As disclosed under
“Recent Accounting Pronouncements” below, the Company will no longer be able to capitalize such rental costs, beginning with the first reporting period
after December 15,2005.

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 gain adjustments recorded for the thirteen-week periods and thirty-nine week periods
ended October 30,2005 and October 31,2004 were $223, $13, $65 and $2, respectively.

Recent Accounting Pronouncements — In October 2005, the FASB issued a FASB Staff Position (FSP), FAS 13-1, “Accounting for Rental Costs Incurred
during a Construction Period. The FSP addresses 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
requires a lessee to cease capitalizing rental costs as of the first reporting period beginning after December 15, 2005.

In the third quarter 2005, the FASB issued transition guidance related to SFAS 123R, Share-Based Payment. The FASB issued FSP, FAS 123R-2, “Practical
Accommodation for the Application of Grant Date As Defined in FASB Statement 123R,” in response to requests for guidance about the mutual
understanding concept in the definition of “grant date” as used in SFAS 123R. The FASB also issued FSP, FAS 123R-3, “Transition Election Related to
Accounting for the Tax Effects of Share-Based Payment Awards.” The FSP provides a practical transition election related to accounting for the tax effects of
share-based payment awards to employees. The Company does not expect FSP FAS 123R-2 of FSP FAS 123R-3 to have a material impact on its consolidated
financial statements.

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
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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 October 31, 2004 balance sheet was to increase property and equipment, net
and deferred lease liabilities by approximately $42,045 and $47,226, respectively, and to reduce deferred tax liabilities and stockholders’ equity by
approximately $1,987 and $3,194, respectively. Adjustments to rent expense, depreciation expense, net of the related tax effects, resulted in a decrease in net
income of $49 and a decrease 0f $0.01 to the calculated diluted earnings per share for the thirteen week period ended October 31,2004 and $89 and no
change to the calculated earnings per share for the thirty-nine weeks ended October 31, 2004.

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 October 31,2004 and for the thirty-nine-week period ended October 31,2004.

13 Weeks Ended October 31, 2004 39 Weeks Ended October 31, 2004
As As
Previously Previously
Reported Adjustment As Restated Reported Adjustment As Restated
Consolidated statement of

operations:
Other store operating expenses $ 28,074 $ (718) $ 27,356 $ 86,789 $ (2,164) $ 84,625
Depreciation and amortization 7,333 756 8,089 22216 2,268 24,484

Total operating costs 83,270 80 83,350 256,580 146 256,726
Income before income taxes (59) (80) (139) 8,861 (146) 8,715
Income taxes @21 30) (629) 3,057 (56) 3,001
Net income (38) (50) (88) 5,804 90) 5,714
Basic earnings per share $ 0.00 $ 0.00 $ 0.00 $ 044 $ (0.01) $ 043
Diluted earnings per share $ 0.00 $ 0.00 $ 0.00 $ 042 $ (0.01) $ 041

Consolidated statement of cash

flows:
Cash provided by operations 13,127 — 13,127 31,617 — 31,617
Cash used in investing activities (16,668) — (16,668) (32,858) — (32,858)
Cash used in financing

activities 4,097 — 4,097 2,937 — 2,937

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 pre-tax charges of approximately $2,500 in the second quarter and $500 in the third quarter of 2005. The $2,500 charge consisted of
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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. We incurred expenses of
approximately $500 in the third quarter of 2005 related to severance and other costs required to complete the closure of the complex. These costs are
included in operating payroll and benefits of approximately $400 and other store operating expenses of approximately $100. All of these costs were paid in
the third quarter of2005.

In October 2005, we acquired the general partner interest in a limited partnership, which owns a Jillian’s complex in the Discover Mills Mall near Atlanta,
Georgia for a total cost of approximately $1,158. The limited partners currently earn a preferred return on their remaining invested capital. After deducting
the preferred return, we currently have a 50.1% interest, and the limited partners a 49.9% interest, in the remaining income or losses of the partnership. Our
interest in the income of the partnership is not expected to be significant to our results of operations until the limited partner receives a full return of its
invested capital and preferred return. We also manage the complex under a management agreement for which we receive a fee of four percent of operating
revenues annually. We account for our general partner interest using the equity method due to the substantive participative rights of the limited partner in the
operations of the partnership.

Note 4: Long-term Debt

Long-term debt consisted of the following (in thousands):

October 30, October 31,
2005 2004
Revolving credit facility $ 13,397 $ 13,198
Term debt facility 47,667 12,500
Convertible subordinated notes, net of discount 29,297 29,041
90,361 54,739
Less current installments 9,167 3,333
Long-term debt, less current installments $ 81,194 $ 51,406

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 October 30, 2005, borrowings under the revolving credit facility and term debt facility were $13,397 and $47,667, respectively. At October 30,
2005, we had $6,420 in letters of credit outstanding, leaving approximately $40,580 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 (6.75 percent at October 30, 2005) or, at our option,
the applicable EuroDollar rate (4.12 percent at October 30, 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 October 30,2005 was 6.37 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.

12




Table of Contents

The fair value of our convertible subordinated notes was approximately $30,100 at October 30,2005, 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 $20,650 at October 30, 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 $91 and $394 in the third quarter of 2005 and 2004, respectively. The recorded additional interest expense was $420
for the thirty-nine weeks ended October 30,2005 compared to $1,255 for the thirty-nine weeks ended October 31, 2004.

Note 5: Earnings (Loss) Per Share

The following table sets forth the computation of basic and diluted earnings (loss) per share:

13 Weeks Ended 39 Weeks Ended
October 30, October 31, October 30, October 31,
2005 2004 2005 2004
(As restated, Note 2) (As restated, Note 2)

Numerator for basic earnings (loss) per common share — net
income (loss) $ (3,200) $ (88) $ 106 $ 5,714
Impact of convertible debt interest and fees — — — —
Amortization of convertible debt warrants —

Numerator for diluted earnings (loss) per common share $ (3,200) $ (88) $ 106 $ 5,714

Denominator for basic earnings (loss) per common share —

weighted average shares (in thousands) 13,657 13,381 13,562 13,302
Dilutive securities:
Employee stock options/restricted stock — — 561 632
Convertible debt — — —
Warrant shares — — 126 112
Denominator for diluted earnings per common share —
adjusted weighted average shares (in thousands) 13,657 13,381 14,249 14,046
Basic earnings (loss) per common share $ 0.23) $ 0.00 $ 0.01 $ 0.43
Diluted earnings (loss) per common share $ 0.23) $ 0.00 $ 0.01 $ 041
Antidilutive shares excluded from the computation of
diluted income (loss) per share (in thousands):
Employee stock options/restricted stock 458 599 — —
Convertible debt 2,322 2,322 2,322 2,322
Warrant shares 59 125 — —
Total 2,839 3,046 2,322 2,322
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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 October 30, 2005, and includes obligations under operating leases for our Kansas City,
Kansas location that opened later in November 2005:

1 Year 2 3 4 5
or less Years Years Years Years Thereafter Total
Operating leases under
sale/leaseback transactions $ 3,074 $ 3,114 $ 3,154 $ 3,197 $ 3244 $ 39,014 $ 54,797
Other operating leases 36,166 35,884 35,387 35,592 35,696 316,992 495,717
Total $ 39,240 $ 38,998 $ 38,541 $ 38,789 $ 38,940 $356,006 $550,514

During the second quarter of 2005, the Company signed an operating lease agreement for a future site located in Times Square in New York, New York, which
we anticipate opening in fiscal 2006. During the fourth quarter of 2005, the Board of Directors approved an operating lease agreement for a future site located
near Minneapolis, Minnesota, which we also anticipate opening in fiscal 2006. The Company’s commitments under the Minneapolis agreement are
contingent upon, among other things, the landlord’s delivery to the Company of access to the premises for construction. Future obligations related to this
agreement are not included in the table above.

Note 7: Subsequent Event

On December 8, 2005, we entered into an Agreement and Plan of Merger (“Merger Agreement”) with WS Midway Holdings, Inc. (“Holdings”) and WS
Midway Acquisition Sub, Inc. (“Merger Sub”), subsidiaries of Wellspring Capital Management LLC, a private equity firm. Subject to the terms and
conditions of the Merger Agreement, which has been approved by the boards of directors of all parties, Merger Sub will be merged with and into the
Company (the “Merger”). Upon effectiveness of the Merger, each outstanding share of our common stock, other than shares owned by the Company,
Holdings or their subsidiaries and other than dissenting shares, if any, will be converted into the right to receive $18.05 per share in cash.

The Merger Agreement also provides for customary covenants providing for the parties to use reasonable best efforts to take actions necessary for the closing
of'the Merger, including obtaining necessary regulatory approvals, and maintaining various employee benefits for our employees for specified periods of
time. Consummation of the Merger is subject to various customary conditions, including adoption of the Merger Agreement by our stockholders and the
receipt of certain regulatory approvals.

We have generally agreed not to solicit proposals relating to alternative business combination transactions, enter into discussions or negotiations
concerning, or provide con