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FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K (including the section regarding Management's Discussion and Analysis and
Results of Operation) contains forward-looking statements regarding our business, financial condition, results of
operations and prospects. Words such as "expects," "anticipates,” "intends," "plans," "believes," "seeks," "estimates"
and similar expressions or variations of such words are intended to identify forward-looking statements, but are not
deemed to represent an all-inclusive means of identifying forward-looking statements as denoted in this Annual
Report on Form 10-K. Additionally, statements concerning future matters are forward-looking statements.

nn non "nn

Although forward-looking statements in this Annual Report on Form 10-K reflect the good faith judgment of our
Management, such statements can only be based on facts and factors currently known by us. Consequently,
forward-looking statements are inherently subject to risks and uncertainties and actual results and outcomes may differ
materially from the results and outcomes discussed in or anticipated by the forward-looking statements. Factors that
could cause or contribute to such differences in results and outcomes include, without limitation, those specifically
addressed under the heading "Risks Factors" below, as well as those discussed elsewhere in this Annual Report on
Form 10-K. Readers are urged not to place undue reliance on these forward-looking statements, which speak only as
of the date of this Annual Report on Form 10-K. We file reports with the Securities and Exchange Commission
("SEC"). Our electronic filings with the United States Securities and Exchange Commission (including our Annual
Reports on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, and any amendments to
these reports) are available free of charge on the Securities and Exchange Commission’s website at
http://www.sec.gov. You can also read and copy any materials we file with the SEC at the SEC's Public Reference
Room at 100 F Street, NE, Washington, DC 20549. You can obtain additional information about the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330.

We undertake no obligation to revise or update any forward-looking statements in order to reflect any event or
circumstance that may arise after the date of this Annual Report on Form 10-K, except as required by law. Readers are
urged to carefully review and consider the various disclosures made throughout the entirety of this Annual Report,
which are designed to advise interested parties of the risks and factors that may affect our business, financial
condition, results of operations and prospects.

Part 1

Item 1. Description of Business.

General
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Genius Brands International, Inc. (“we”, “us”, “our” or the “Company”), f/k/a Pacific Entertainment Corporation, creates and
distributes music-based products which we believe are entertaining, educational and beneficial to the well-being of
infants and young children under our brands, including Baby Genius. We create, market and sell children’s videos,
music, books and other products in the United States by distribution at wholesale to retail stores, direct to consumers
through various “deal for a day” sites and through digital platforms using intellectual property developed and owned by
us. We license the use of our intellectual property, both domestically and internationally, to others to manufacture,
market and sell products based on our characters and brand, whereby we receive advances and royalties. The

Company also obtains rights to the content of other studios for distribution through our warehouse facility to our
customers, for which we either pay royalty fees or earn distribution fees. We have licensing agreements with other
companies under which we produce music-based products using their characters and brands and for which we pay a
royalty.

The Company commenced operations in January 2006, assuming all of the rights and obligations of its Chief
Executive Officer, Klaus Moeller, under an Asset Purchase Agreement between the Company and Genius Products,
Inc., in which we obtained all rights, copyrights, and trademarks to the brands “Baby Genius,” “Little Genius,” “Kid
Genius,” “123 Favorite Music” and “Wee Worship,” and all then existing productions under those titles. On October 17,
2011 and October 18, 2011, Genius Brands International, Inc., filed Articles of Merger with the Secretary of State of
the State of Nevada and with the Secretary of State of the State of California, respectively. As previously described on
the Company’s Schedule 14C Information Statement, filed with the Securities and Exchange Commission on
September 21, 2011, by filing the Articles of Merger, the Company (i) changed its domicile to Nevada from
California, and (ii) changed its name to Genius Brands International, Inc. from Pacific Entertainment Corporation (the
“Reincorporation”). Pursuant to the Articles of Merger, Pacific Entertainment Corporation, a California corporation,
merged into Genius Brands International, Inc., a Nevada corporation that, prior to the Reincorporation, was the wholly
owned subsidiary of Pacific Entertainment Corporation. Genius Brands International, the Nevada corporation, is the
surviving corporation. In connection with the Reincorporation, on October 12, 2011, the Company filed an Issuer
Company-Related Action Notification Form with the Financial Industry Regulatory Authority (“FINRA”) and on
November 29, 2011 our trading symbol changed from “PENT” to “GNUS”.
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In addition to the distribution of our products, we have developed and will continue to develop multiple revenue
streams which include worldwide licensing and merchandising opportunities for toys and other customer products that
have been inspired by our brands or which we feel we can market and sell through our distribution channels. The
Company is committed to providing the very best in children’s education and developmental entertainment, as well as
quality items based on our brand and licensed characters.

Following is a summary of our revenues, assets and net losses for our two most recent fiscal years ended December
31, 2012 and December 31, 2011:

2012 2011
Total Revenue $6,570,199 $6,023,010
Net Loss $(2,067,609 ) $(1,372,259)
Total Assets $2,816,021 $2,652,257

Total Liabilities $3,061,264  $3,772,890

Accumulated Deficit $(10,208,024) $(8,135,049)

Distribution

The Company believes that the distribution of products is changing from the traditional brick and mortar retail store to
an increasing emphasis on digital delivery whereby the owners of content will be able to reach customers directly
through a digital delivery platform. In 2013, we began creation of a digital delivery application and anticipate the
initial completion date in the second quarter of 2013. We also self-distribute products through direct relationships with
customers, both retail and wholesale, from our warehouse facility in Rogers, Minnesota.

Where we have licensed our brands for production of additional product lines, such as toys and other products, the
products are primarily distributed by the licensee through the licensee’s marketing channels, although we may have
opportunities for direct distribution through our website at www.babygenius.com.

We experience a risk of concentration of customers on our products because two of our customers represented in
excess of 10% of sales during our last fiscal year. In the event we were to lose these accounts, it could have an adverse
impact on our results of operations or financial condition to the extent we could not replace sales to other customers,
new or existing.
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To the extent we enter into license agreements that are exclusive as to particular products or territories or both, it
creates a risk of concentration because we will have only one licensor distributing their products in those territories
and will be substantially dependent upon their marketing efforts to increase sales. The loss of an exclusive licensee, or
the failure of an exclusive licensee to adequately market and sell products produced by them in those exclusive
territories, could adversely impact our revenue and, consequently, have an adverse impact on our results of operations
and financial condition. We currently have only one exclusive license agreement, which is with Jakks Pacific’s
Tollytots® (“Tollytots®”) division. See “Products” below. That license gives them the sole right to manufacture, market
and distribute certain products, including learning and developmental toys based on our brand and characters, on a
world-wide basis for a period of five years. To the extent it does not successfully sell the toys in each market, we will
experience less royalty income from the license of our brand for those products and will be unable to offset the
reduced royalties through licenses of such products to other parties or by directly manufacturing and distributing
competing products.

Products

Our products consist primarily of family and children’s videos, music, books and other entertainment products. The
products are manufactured and sold under brand names such as “Baby Genius”, “Little Genius”, “Kid Genius”, “Wee
Worship” and “123 Favorite Music”. The Company has created eleven videos, five hundred songs and twelve books
which are owned by us and we continue to add content to the library. Some Baby Genius products are bilingual in
English and Spanish versions. Our Baby Genius brand products are designed primarily for ages from 0 — 5 years and
our Little Genius products focus on children up to age 8 years.
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We also license our Baby Genius brand and characters for various product lines including toys, games and puzzles,
sippy cups, and early learning aids, as well as others, and receive advances and royalties based on sales of these
products.

On December 17, 2009, we signed an agreement with Battat Incorporated (“Battat”) whereby our brand was licensed to
Battat for development and introduction to retail stores of a line of 24 toys in August 2009. The license granted Battat
an exclusive license for the manufacture, marketing and distribution of a toy line based on the Baby Genius brand in
the United States and Canada, and non-exclusive rights of distribution in other parts of the world. When it became
clear that minimum sales requirements for 2011 would not be met, this license was terminated according to its terms

in December 2010. At that time, we extended the sell-off period to allow Battat the right to continue to distribute the
existing line of toys through late Spring 2011. The Company received the final royalty revenue from the Battat
agreement in the first quarter of 2011.

On January 11, 2011, the Company signed a five-year, world-wide license agreement with Tollytots® for a new toy
line to be distributed world-wide. As a result of the agreement, Tollytots® immediately began development on a
comprehensive line of musical and early learning toys, incorporating the music, characters and themes associated with
our Baby Genius series of videos and music CDs. As described above under “Distribution”, the toy line covers a broad
range of exclusive categories including learning and developmental toys, most plush toys, and musical toys which
Tollytots® has the sole right to manufacture, market and distribute on a world-wide basis. It also allows Tollytots® a
non-exclusive right to manufacture, market and distribute products in several non-exclusive categories, including
board games, puzzles, electronic learning aids and amusement plush toys, where we may already have other licenses
who produce similar products or may grant licenses for such products to new parties in addition to Tollytots®. We
have received recoupable advances and will receive quarterly royalty payments in excess of the advances, if
applicable, from sales of products developed under the agreement by Tollytots®. The Company will have rights to
sell product developed under the license agreement directly via its website subject to availability of inventory from
Tollytots®. The agreement provides for certain guaranteed minimum payments to the Company for each contract
year. The agreement is subject to early termination by the Company in specified territories in the event minimum
sales requirements in those territories have not been met in any contract year. Currently, Tollytots® has several toys
developed for the line, including musical and early learning toys, and the toys were available for retail sales beginning
in the third quarter of 2012.

We experienced a reduction in royalty revenue in 2011 and 2012 due to the gap between the cessation of sales by
Battat in Spring 2011 and the commencement of sales of the Tollytots® line in Fall 2012. The new toy line did not
produce additional royalty revenue subsequent to its launch at retail in the third quarter of 2012 in excess of the
guaranteed minimum payments and there is no guarantee that it will produce additional revenue in the future.

We will continue to explore the potential for derivative products under the Baby Genius brand to expand brand
awareness and sales. For instance, we have created custom products using the Baby Genius brand for several book
and music premiums, including Wendy’s, Taco Bell and Gerber. For example, through an agreement with a third party
licensee, we created small books based on our characters specifically for Wendy’s which were inserted as a gift in kids

10
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meals purchased at Wendy’s locations throughout 2012.

On September 20, 2010, the Company entered into a joint venture agreement with Dr. Shulamit Ritblatt to form Circle
of Education, LLC (“COE”), a California limited liability company, for the purpose of creation and distribution of a
curriculum to promote school readiness for children ages 2-5 years. The Company actively participated in a research
study into the use of music-based curriculum through a major university for three years based on certain unregistered
copyrights and trademarks, confidential information, designs, ideas, discoveries, inventions, processes, research
results and work product it had developed. In March 2012, the Company and Dr. Ritblatt agreed to terminate the joint
venture agreement. COE transferred equal right of ownership in the intellectual property developed as of the date of
termination (“IP”) to each of the Company and Dr. Ritblatt, and in exchange for the rights to the IP, Dr. Ritblatt
transferred her units of COE to the Company. Each party will have the right to continue development of the IP and
products based on the IP with no further obligation to the other party. Subject to certain limitations for specific
channels of distribution reserved for each party for a period of twelve months from the execution of the agreements,
both parties have non-exclusive and non-restrictive rights to the use, sublicense or sale of the IP and products created
based on the IP.

The Company has developed the Ready!Play!Learn!™ program based partially on the intellectual property discussed
above, which we anticipate will be available for distribution in the second quarter of 2013. The program includes a
curriculum book and music aimed at parents and caregivers of preschool aged children to assist them in preparing
their children for kindergarten.

11
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In 2013, the Company signed agreements to develop an application based on our content and characters. The initial
application includes digital video and music delivery, with games and puzzles based on our characters, which is
scheduled to be available in the second quarter of 2013. Future enhancements include a variety of tools, including
lesson plans, curriculum and songs designed to assist parents teach academic subjects and socialization skills to their
children ages 2-5 years in preparation for attending kindergarten.

We created a set of early learning cards “Numbers and Alphabet” using our characters which were made available in
2012 and are currently developing additional products for addition to our catalog in 2013.

The Company launched a line of DVDs including classic movies and television programs under the brand “Pacific
Entertainment Presents”. Initially consisting of seven titles, each focusing on a specific genre such as Horror, Western,
Sci-Fi, Action, Mystery, War, and Gangster, an additional six titles were added expanding the line with the Super
Hero’s collection as well as Family Favorites. In 2011 and 2012, we obtained the rights to distribute other studios’ films
on DVD, Blu-Ray, digital and broadcast formats under our brand were included in our product catalog starting in the
third quarter of 2011. The term of the agreements vary from three to five years.

We have third party licensing agreements under which we developed musical products under other brands. Through
an exclusive licensing agreement with the San Diego Zoological Society, we created a series of Baby Genius DVD’s
featuring footage from the San Diego Zoo and San Diego Wild Animal Park. We will continue to investigate
partnerships which may lead to valuable additions to our product lines.

Marketing

We market our products in a variety of ways, including through our website at www.babygenius.com.

We have developed a musical based system for early learning to help prepare children for socialization and education.
We presented a live concert, featuring Grammy winner Patti Austin, to promote the introduction of the program, in
addition to media appearances by Larry Balaban, our Chief Creative Officer.

During the introduction of the Baby Genius toy line in 2009, the Company conducted marketing programs that
included print and online advertising, marketing programs targeting mothers with children one to five years old, DVD
and CD inserts cross-promoting the product lines, on-air spots running on Comcast and Cox VOD, and a dedicated
national publicity campaign, including a television media tour hosted by Chief Creative Officer, Larry Balaban.

12
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We make 12-minute segments of our video products available “On-Demand” through Comcast and Cox
Communications. We neither pay nor receive royalties for the airing of these segments, which are geared toward
gaining exposure of our products.

In 2012, we signed an agreement with Clear Channel to broadcast segments of our video products through their
delivery system to pediatricians’ offices, airports and other locations. The agreement requires no payment and we
receive no revenue for the airing of the segments and is for marketing purposes.

From January through December 2012, Wendy’s® used books we created as premiums in their Under 3 Kids Meal©
throughout the United States and in some locations in Canada. The books were translated for the Canadian market into
French.

Throughout 2011 and 2012, we ran multiple sales campaigns of our video, music and book products on Groupon® to
increase our direct to consumer marketing and sales. We reached over 30 million impressions in 2011 through our
campaigns with Groupon and continue to run featured products in 2013.

We utilize multiple forms of media to market our brand for all products. We engage in print campaigns and our Chief
Creative Officer, Larry Balaban, has made a number of appearances on television in an effort to create and expand
consumer awareness of our products, including appearances on Good Morning America Now, the Today Show,
Health Corner, ABC Now, Money Matters, Fox Business, Comcast Babyboost, CN8 PHIL, Dr. Lisa and NBC 4

NY. Our print advertising has reached consumers through a number of English and Spanish publications in the
United States, including Today’s Family Magazine, The Parent Guide, Parents Magazine, Parenting Magazine, and
WomansDay.com, among others. Through distributors, promotional partners and direct marketing, we plan to
continue marketing our brand worldwide.

13
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Competition

Our Baby Genius brand competes with other brands in the 0 to 60 month age range that produce videos and music,
books and other branded, licensed products, including toys. Some of our main competitors are Baby Einstein, Brainy
Baby, So Smart, The Wiggles and Sesame Baby.

The main competition for our video, music and book products comes from the major studios, such as Disney and
Universal Studios that produce a large volume of children’s programming, including our main competition, the “Baby
Einstein” brand. The next level of competition is from other independent production companies, distributors and
content producers/owners. To be competitive, we must produce high quality creative productions and must develop
the reputation and contacts to meet with the principal players in this industry.

We believe that our Baby Genius brand is positioned in the market as a high quality, value brand. Each Baby Genius
DVD includes all tracks in both English and Spanish. Although many of our competitors have more resources than
we do, we have specifically designed our marketing campaign to reach consumers in the preschool entertainment and
education market even if our exposure is not as broad as some of our competitors.

We also introduced a toy line based on the Baby Genius brand. Our primary competitors for these products are
Playskool, Fisher Price, Little Tykes and Leapfrog. However, we will also face intense competition for retail shelf
space for these products and will compete with a variety of other toys offered by those retailers in addition to products
produced by our primary competitors in the video, music and book markets.

During 2010, the Company introduced a line of DVDs including classic movies and television programs, ‘“Pacific
Entertainment Presents”. The primary competition for this line of products is various studios that also have lines of
products considered in the public domain.

Customers and Licensees

Our customers consist of retail stores and distributors, whereby we sell at wholesale pricing for resale, and direct to
consumers through our website and “deal for a day” sites. Terms for our retail and distribution customers range from
thirty to ninety days from date of shipment. Our direct consumers pay upon order via credit cards. Licenses are
granted to companies that, based on our experience and investigation, we believe will offer quality products which
will be readily accepted by consumers and have a strong financial history. For fiscal year 2012, the revenue from two
customers comprised 43.8% and 17.7% of the Company’s total revenue. Those two accounts made up 0%, and 28.5%

14
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of the total accounts receivable balance at December 31, 2012, respectively. For fiscal year 2011, the revenue from
one customer comprised 28.5% of the Company’s total revenue. This account made up 1.1% of the total accounts
receivable balance at December 31, 2011. As indicated above under “Distribution,” there is significant financial risk
associated with a dependence upon a small number of customers or licensees. The Company periodically assesses the
financial strength of its customers and establishes allowances for any anticipated bad debt. At December 31, 2012 and
2011, no allowance for bad debt has been established for our customers as these amounts are believed to be fully
collectible.

Seasonality

Our business has reacted to seasonal influence, such as the holiday season. We generally anticipate increased sales in
the third and fourth quarters principally due to sales from the holiday season. Due to the seasonality of our sales, we
expect quarterly results to fluctuate. Our results of operations may also fluctuate significantly as a result of a variety
of other factors, including changing consumer tastes and the marketing efforts of our distributors.

Government Regulation

We are currently subject to regulations applicable to businesses generally, including numerous federal and state laws
that impose disclosure and other requirements upon the origination, servicing, enforcement and advertising of credit
accounts, and limitations on the maximum amount of finance charges that may be charged by a credit provider.
Although credit to our customers is provided by third parties without recourse to us based upon a customer’s failure to
pay, any restrictive change in the regulation of credit, including the imposition of, or changes in, interest rate ceilings,
could adversely affect the cost or availability of credit to our customers and, consequently, our results of operations or
financial condition.

15
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Licensed toy products are subject to regulation under the Consumer Product Safety Act and regulations issued
thereunder. These laws authorize the Consumer Product Safety Commission (the “CPSC”) to protect the public from
products which present a substantial risk of injury. The CPSC can require the manufacturer of defective products to
repurchase or recall such products. The CPSC may also impose fines or penalties on manufacturers or

retailers. Similar laws exist in some cities and other countries in which we plan to market our products. Although we
do not manufacture and may not directly distribute the toy products, a recall of any of the products may adversely
affect our business, financial condition, results of operations and prospects.

We also maintain websites, including our website located at www.babygenius.com, and are subject to laws and
regulations directly applicable to Internet communications and commerce, which is a currently developing area of the
law. The United States has enacted Internet laws on children’s privacy, copyrights and taxation. However, laws
governing the Internet remain largely unsettled. The growth of the market for Internet commerce may result in more
stringent consumer protection laws, both in the United States and abroad, that place additional burdens on companies
conducting business over the Internet. We cannot predict with certainty what impact such laws will have on our
business in the future. In order to comply with new or existing laws regulating Internet commerce, we may need to
modify the manner in which we conduct our website business, which may result in additional expense.

Because our products are manufactured by third parties and licensees, the Company is not significantly impacted by
federal, state and local environmental laws and does not have significant costs associated with compliance with such
laws and regulations.

Research and Development

The Company engages in the development of new products as part of its ongoing business. In accordance with FASB
Accounting Standards Codification regarding the topics of Intangible Assets (350) and Research and Development
(730), the costs of new product development and significant improvement to existing products are capitalized while
routine and periodic alterations to existing products are expensed as incurred. We capitalized as intangible assets and
capitalized product development in process $57,739 and $203,890 for the years ending December 31, 2012 and
December 31, 2011, respectively. The amount expensed for product development in the years ending December 31,
2012 and December 31, 2011 are $32,792 and $18,491, respectively, representing updates to existing products which
may include changes to artwork and/or content. The Company is responsible for the entire expenditure of any
research and development of new products, with the exception of licensed product development costs borne by the
licensee. Research and development costs are generally passed on to customers through pricing of our products.

Employees

16
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We currently have eleven full-time employees.

Insurance

We maintain commercial general liability and directors and officers insurance in levels deemed to be appropriate for
the size and complexity of the Company.

We currently maintain no insurance coverage against trademark and copyright infringement protection. Although
there have been no claims made against the Company, there is no assurance that the Company would have sufficient
insurance to cover such claims or that we would prevail against any future claim. Successful claims could have a
serious adverse effect upon our financial condition and our future viability.

The Company maintains worker’s compensation coverage as required by the laws of the states in which we have
employees.

Intellectual Property

We strive to obtain ownership rights in the content included in our products, and currently own five hundred
sing-a-long and instrumental (non-classical) songs included in those products. However, because there are songs
which are not available in the public domain and which we think make desirable additions to our products (for
instance, classical music), we license some songs included in our products from third party licensors such as the Harry
Fox Agency and NAXOS. Currently, we are licensing approximately 25 songs through these agencies under terms
generally available to the market. We pay royalties on licensed songs and, should any of the songs no longer be
available for licensing, we would need to make adjustments to our existing products to remove or replace them. Other
songs could be used and the cost of the change would be minimal.
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We own the trademarks “Baby Genius”, “Little Genius”, “Kid Genius”, and “Wee Worship”, as well as several other names
and trademarks on characters developed for our video releases and associated with our different brands. We will

obtain trademarks for any additional titles if we determine it to be in the best interest of the Company. We currently

hold fourteen registered trademarks in multiple classes in the United States. We hold additional trademarks in the

United States that are associated with our other brands and we also have a number of registered and pending

trademarks in Europe and other countries in which our products are sold.

We currently hold eleven motion picture and thirteen sound recording copyrights related to our video and music
products. However, we do not generally file for copyright protection for our productions, but rely on common law
principles and agreements with our vendors and content providers to secure our rights in the intellectual property
aspects of our products. We do not currently hold patents with respect to any of our products.

The Company actively participated in a research study into the use of music-based curriculum through a major
university and had developed certain unregistered copyrights and trademarks, confidential information, designs, ideas,
discoveries, inventions, processes, research results and work product based on the research results. The Company
obtained an initial voting and economic interest of seventy-five percent of the outstanding units of the newly formed
limited liability company, Circle of Education, LLC, in exchange for the contribution of all of these rights and any
other interests of the Company in the Circle of Education program. In March 2012, the Company and Dr. Shulamit
Ritblatt agreed to terminate the joint venture agreement for Circle of Education, LLC (“COE”). COE transferred equal
right of ownership in the intellectual property developed as of the date of termination (“IP”) to each of the Company and
Dr. Ritblatt, and in exchange for the rights to the IP, Dr. Ritblatt transferred her units of COE to the Company. Each
party has the right to continue development of the IP and products based on the IP with no further obligation to the
other party. Subject to certain limitations for specific channels of distribution reserved for each party for a period of
twelve months from the execution of the agreements, both parties have non-exclusive and non-restrictive rights to the
use, sublicense or sale of the IP and products created based on the IP. The trademarks associated registered by COE,
“Circle of Education” and “Preschool in Your Pocket”, were assigned to Dr. Ritblatt and the Company, respectively.

Item 1A. Risk Factors.

RISKS RELATING TO OUR BUSINESS

We have incurred net losses since inception.

We have a history of operating losses and have incurred significant net losses in each fiscal quarter since our
inception. For the years ended December 31, 2012 and 2011, we had net revenues of $6,570,199 and $6,023,010 and
incurred net losses of $2,067,609 and $1,372,259, respectively. These losses, among other things, have had and will
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continue to have an adverse effect on our results of operations, financial condition, stockholders’ equity, net current
assets and working capital.

We will need to generate significant additional revenue and/or cost reductions to achieve profitability. While
management believes that we may achieve profitability in the second part of 2013, there can be no assurance that we
will do so. Our ability to generate and sustain significant additional revenues or achieve profitability will depend upon
numerous factors outside of our control, including sales of our products and reduction of our debt obligations.

Our business, results of operations and financial condition are substantially dependent upon the efforts of our
distributors and a concentration of sales to a limited number of retail customers.

For fiscal year 2012, revenue from two customers comprised 43.8% and 17.7% of our total revenue. Those two
accounts made up 0%, and 28.5% of the total accounts receivable balance at December 31, 2012, respectively. For
fiscal year 2011, revenue from one customer comprised 28.5% of our total revenue. This account made up 1.1% of the
total accounts receivable balance at December 31, 2011. We continue to seek out opportunities with additional
retailers and for additional products to help diversify our product line and spread the risk. However, if one or more of
these retail customers stopped carrying our product lines or significantly decreased the volume they do carry, it would
have a material adverse effect on our business, results of operation and financial condition.
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In addition, we face credit exposure from our retail customers and may experience uncollectible receivables from
these customers should they face financial difficulties. With a high concentration of sales to relatively few customers,
we cannot assure you that our other retail customers will not experience financial difficulties leading to uncollectible
accounts receivable. Any combination of these customers filing for bankruptcy or significantly reducing their
purchases of our products would have an adverse effect on our financial condition, results of operations, and liquidity.

We distribute our products through direct sale relationships with some customers, but continue to experience a risk of
concentration with a few distributors. In an effort to diversify our risk of concentration and dependence on
distributors, we are in the process of negotiating direct sales relationships with other key customers and increasing our
direct to consumer sales. However, we anticipate that we will continue to utilize distributors for additional U.S. and
international sales, and may continue to experience some concentration of risk with these distributors.

Business interruptions could adversely affect our operations.

Our operations are vulnerable to outages and interruptions due to fire, floods, power loss, telecommunications failures
and similar events beyond our control, particularly in locations where our manufacturers and vendors are located.
Also, prices for electricity have in the past risen dramatically and may increase in the future. An increase in prices due
to any of these occurrences would increase our operating costs, which could in turn adversely affect our profitability.
We carry business interruption insurance for potential losses (excluding earthquake-related losses), but there can be no
assurance that such insurance would be sufficient to compensate us for losses that may occur or that such insurance
may continue to be available on affordable terms if available at all. Any losses or damages incurred by us could have a
material adverse effect on our business and results of operations.

Our business depends in large part on the success of our vendors and outsourcers, and our brands and
reputation may be harmed by the actions of third-parties that are outside our control. Additionally, any
material failure, inadequacy or interruption resulting from such vendors or outsourcings could harm our
ability to effectively operate our business.

We rely significantly on vendor and outsourcing relationships with third parties for manufacturing and other services.
Any shortcoming of a vendor or outsourcer, particularly an issue affecting the quality of the end product, may be
attributed by customers to us, thus damaging our reputation, brand value and potentially affecting our results of
operations. Problems with transitioning these services and systems or operating failures with these vendors and
outsourcers could also delay product sales, reduce efficiency of operations, and significant capital investments could
be required to remediate the problem.
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Significant increases in the price of commodities, transportation or labor, if not offset by declines in other input
costs, or a reduction or interruption in the delivery of raw materials, components and finished products from
our vendors could negatively impact our financial results.

Cost increases, whether resulting from rising costs of materials, compliance with existing or future regulatory
requirements, transportation, services and labor could impact the profit margins realized by us on the sale of our
products. Because of market conditions, timing of pricing decisions, and other factors, there can be no assurance that
we will be able to offset any of these increased costs by adjusting the prices of our products. Increases in prices of our
products could result in lower sales. Our ability to meet customer demand depends, in part, on our ability to obtain
timely and adequate delivery of products from our suppliers and internal manufacturing capacity. Although we work
closely with our vendors to avoid these types of shortages, there can be no assurance that we will not encounter these
problems in the future. A reduction or interruption in the delivery of finished products, whether resulting from more
stringent regulatory requirements, suppliers, disruptions in transportation, port delays, labor strikes, lockouts, or
otherwise, or a significant increase in the price of one or more supplies, such as fuel or resin (which is an oil-based
product), could negatively impact our financial results.

We may require additional financing.

We believe that, aside from officer salaries and payments which may become due on our debt obligations, we will be
able to meet our cash requirements for our normal operations over the next twelve (12) months through cash generated
by operations. We can offer no assurance that the Company will be able to produce sufficient revenue going forward
to meet those obligations.
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Because of our history of losses and negative cash flows, our ability to obtain adequate financing on satisfactory terms
may be limited. Our ability to raise financing through sales of equity securities depends on general market conditions
and the demand for our common stock. We may be unable to raise adequate capital through sales of equity securities,
and if our stock has a low market price at the time of such sales, our existing stockholders could experience substantial
dilution. If adequate financing is not available or unavailable on acceptable terms, we may find we are unable to fund
expansion, continue offering products and services, take advantage of acquisition opportunities, develop or enhance
services or products, or to respond to competitive pressures in the industry which may jeopardize our ability to
continue operations.

Changes in the United States, global or regional economic conditions could adversely affect the profitability of
our business.

A decrease in economic activity in the United States or in other regions of the world in which we do business could
adversely affect demand for our products, thus reducing our revenue and earnings. A decline in economic conditions
could reduce demand for and sales of products. In addition, an increase in price levels generally, or in price levels in a
particular sector such as the energy sector, could result in a shift in consumer demand away from the entertainment
and consumer products we offer, which could also adversely affect our revenues and, at the same time, increase our
costs.

We are at risk of claims over misinterpretation of our products.

We sell many of our products in both English and Spanish versions and, because we market our products in foreign
countries, may have them interpreted and adapted into additional language versions. We rely on independent
interpreters to translate our products and, in the event of a misinterpretation, risk offending our target audience, which
may result in loss of sales, product returns or even litigation, any one of which could have a material adverse effect on
our business, results of operations and financial condition.

We may incur significant write-offs if our CD and DVD productions do not perform well enough to recoup
production, marketing and distribution costs.

Production cost amortization for our CD and DVD products are calculated on a straight-line basis. Unamortized
production costs are evaluated for impairment each reporting period on an aggregate basis. If estimated remaining
revenue is not sufficient to recover the unamortized production costs, the unamortized production costs will be written
down to fair value. In any given quarter, if we lower our previous forecast with respect to total anticipated revenue
from a category of products, we would be required to accelerate amortization of related production costs. Such
accelerated amortization would adversely impact our business, operating results and financial condition.
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Inventory obsolescence may adversely affect our business.

We maintain a substantial investment in DVD and CD inventory, and if we overestimate the demand for a particular
title, we may warehouse significant quantities of that title. Retained inventory occupies storage space and may become
obsolete as our distribution term for the title expires. Although we may sell such inventory at a deeply discounted
price toward the end of the distribution term in order to recoup our manufacturing, storage and other costs, there is no
guarantee that a market will exist for a given title, even at the deeply discounted price. Additionally, our royalty
and/or distribution fee agreements sometimes contain terms, such as minimum royalties per unit and music publishing
fees, which effectively prevent us from steeply discounting the price on some titles.

Conversely, if we or our distributors fail to stock sufficient inventory for any particular product or product line, we
may be unable to meet customer demand in a timely manner, which may result in loss of accounts, requests for
discounts or refusal by the customer to pay.

The full exploitation of our rights requires us to conduct business in areas where our expertise is limited.

In order to fully exploit some of the rights we have acquired, we are required to conduct business in sectors (e.g.
Internet, rental, broadcast, video on demand) where we are not as experienced as we are in the DVD and music
sectors. Accordingly, when exploiting such sectors in which we are less experienced, we may realize a greater
proportion of costs, or we may not realize as much of a proportion of revenue, as we would in the DVD and music
sectors.
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If we are not able to adequately protect our proprietary intellectual property and information, our results of
operations could be adversely affected.

The value of our business depends on our ability to protect our intellectual property and information, including our
trademarks, trade names, copyrights, patents and trade secrets, in the United States and around the world, as well as
our customer, employee, and consumer data. If we fail to protect our proprietary intellectual property and information,
including any successful challenge to our ownership of intellectual property or material infringements of intellectual
property, it could have a significant adverse effect on our business, financial condition, and results of operations.

Loss of key personnel may adversely affect our business.

Our success greatly depends on the performance of our executive management team, including Chief Executive
Officer Klaus Moeller, President Michael G. Meader, Chief Financial Officer Jeanene Morgan, Chief Creative Officer
Larry Balaban and Executive Vice President of New Business Development Howard Balaban. The loss of the services
of any member of our core executive management team or other key persons could have a material adverse effect on
our business, results of operations and financial condition. We do not currently carry key man life insurance for any of
these individuals, and we have no plans to obtain such insurance in the foreseeable future.

Our management team currently owns an aggregate controlling interest in our voting stock and investors will
not have any voice in our management.

Our management team owns a combined 31,865,157, or 44%, of the 72,383,205 shares currently outstanding and may
exercise options to purchase up to an aggregate of 12,450,000 additional shares. It should be assumed that our
management team will maintain a controlling interest in the Company and, as a result, will have the ability to control
substantially all matters submitted to our stockholders for approval, including:

-election of our board of directors;
-removal of any of our directors;
-amendment of our certificate of incorporation or bylaws; and
adoption of measures that could delay or prevent a change in control or impede a merger, takeover or other business
“combination involving us.

The approval of our directors and executive officers will be required to affect all matters requiring stockholder
approval, including the election of directors and approval of significant corporate transactions. In addition, sales of
significant amounts of shares held by our directors and executive officers, or the prospect of these sales, could
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adversely affect the market price of our common stock. Management's stock ownership may discourage a potential
acquirer from making a tender offer or otherwise attempting to obtain control of us, which in turn could reduce our
stock price or prevent our stockholders from realizing a premium over our stock price.

In addition, we have in the past borrowed funds from our officers and directors in order to fund operations. As a
result, we have significant related party debt and accrued officer salaries. Our Board is not independent. Four of the
five current members of the Board are also officers of the Company and each is a holder of portions of our related
party debt.

We cannot assure you that the interests of our management team will coincide with the interests of the investors. Our
articles of incorporation do not provide for the allocation of corporate opportunities between us, on the one hand, and
certain of our founding stockholders, on the other hand, which could prevent us from taking advantage of certain
corporate opportunities. So long as our management team collectively controls a significant portion of our common
stock, these individuals, or entities controlled by them, will continue to collectively be able to strongly influence or
effectively control our decisions.

To be successful, we need to attract and retain qualified personnel and talent for our productions.

Our success continues to depend to a significant extent on our ability to identify, attract, hire, train and retain qualified
professional, creative, technical and managerial personnel. Competition for the caliber of talent required to acquire
and distribute content continues to increase. We cannot assure you that we will be successful in identifying, attracting,
hiring, training and retaining qualified personnel in the future. If we are unable to do so, such inability could have a
material adverse effect on our business, results of operations and financial condition.
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Litigation may harm our business or otherwise distract management.

Substantial, complex or extended litigation could cause us to incur large expenditures and could distract

management. For example, lawsuits by licensors, consumers, employees or stockholders could be very costly and
disrupt business. While disputes from time to time are not uncommon, we may not be able to resolve such disputes on
terms favorable to us.

Our revenues and results of operations may fluctuate significantly.

Our revenues and results of operations depend significantly upon the appeal of our content to end customers, which
cannot be predicted with certainty, the timing of releases of our products and the commercial success of our products,
none of which can be predicted with certainty. Accordingly, our revenues and results of operations may fluctuate
significantly from period to period. The results of one period may not be indicative of the results of any future
period. Our revenues and results are also significantly influenced by seasonality and in particular the fourth quarter
gift-giving season where demand for our products peaks. Any quarterly fluctuations that we report in the future may
not match the expectations of market analysts and investors. This could cause the price of our common stock to
fluctuate significantly.

If we are unable to retire our debt, it is likely that additional shares of our stock will be issued in the normal
course of our business development, which will result in a dilutive effect on our existing stockholders.

We may issue additional stock as required to raise additional capital in order to both meet our ongoing debt
obligations and to secure additional content and intellectual property rights, produce and market new products, recruit
and retain employees to meet our growth rate, compensate our officers and directors, engage industry consultants and
for other business development activities. Our substantial indebtedness could have important consequences, including,
among others, the following:

making it more difficult for us to make payments on the debt, as our business may not be able to generate sufficient
cash flows from operating activities to meet our debt service obligations;

-increasing our vulnerability to general economic and industry conditions;
-requiring a substantial portion of cash flows from operating activities to be dedicated to the payment of principal and

interest on our indebtedness, and, as a result, reducing our ability to use our cash flo