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CAUTIONARY NOTE REGARDING 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. These
statements include, among other things, statements regarding:

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 SEC (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 SEC’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 on
Form 10-K, which are designed to advise interested parties of the risks and factors that may affect our business,
financial condition, results of operations and prospects.
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PART I

Item 1. Business.

Overview

LR I3 LR INT3

Genius Brands International, Inc. (“we”, “us”, “our”, “GBI” or the “Company”) is a global content and brand management
company dedicated to providing entertaining and enriching “content and products with a purpose” for toddlers to

tweens. Led by industry veterans Andrew Heyward (Chief Executive Officer) and Amy Moynihan Heyward

(President), the Company produces original content and licenses the rights to that content to a variety of partners. Our
licensees include (i) companies to which the audio-visual rights are licensed for exhibition in various formats such as

Pay Television, Free or Broadcast Television, Video-on-Demand (“VOD”), subscription on demand (“SVOD”),
DVDs/CDs and more and (ii) companies that develop and distribute products based on our content within different
product categories such as toys, electronics, publishing, home goods, stationary, gifts, and more.

The Company owns a portfolio of original children’s entertainment that is targeted at toddlers to teens including the
award-winning Baby Genius, Warren Buffett's Secret Millionaires Club, Thomas Edison's Secret Lab and Stan Lee's
Mighty 7, the first project from Stan Lee Comics, LLC, a joint venture with legendary Stan Lee's POW! Entertainment.

In addition to the Company’s wholly-owned brands, it also acts as licensing agent for certain brands, leveraging its
existing licensing infrastructure to expand these brands into new product categories, new retailers, and new territories.
These include the best-selling children’s book series, Llama Liama (for which the Company is also producing an
original series); Psycho Bunny, a luxury apparel line; From Frank, a humor greeting card and product line; and
Celessence Technologies, the world's leading microencapsulation company.

On April 2, 2014, the Company filed a certificate of amendment to its Articles of Incorporation to affect a reverse split
of our issued and outstanding common stock on a 1-for-100 basis. The reverse stock split was effected on April 7,

2014 (the “Reverse Split”). All share and per share amounts referenced in this Annual Report on Form 10-K are adjusted
to give retrospective effect to the Reverse Split.

Strategic Initiatives



Edgar Filing: Genius Brands International, Inc. - Form 10-K

During 2014 and 2015, the Company began a series of strategic initiatives to restructure certain areas of business in an
effort to operate more profitably in the long term. These included product sales, content distribution, production, and
product development:

During the second quarter of 2014, the Company began phasing out the direct production and sale of physical
products including DVDs and CDs and shifted to a licensing model whereby these functions were outsourced to

1)industry experts and category leaders in their respective industries. On July 14, 2014, the Company employed
Stone Newman in the newly created position of President — Global Consumer Products to manage all consumer
products, licensing and merchandising sales for the Company’s brands.

Prior to the third quarter of 2014, the Company utilized an agency to license its content to international
television broadcasters, home video, and digital distribution outlets. To exert greater control over the
distribution of its expanding portfolio of content, during the second quarter of 2014, the Company formed
a new global distribution division and appointed Andrew Berman to the newly created position of Senior
Vice President - International Sales to oversee the division and the appointment of regional agents to
represent the Company locally in key regions.

2)

During the third and fourth quarter of 2014, the Company partnered with various pre-production, production, and
animation companies to provide services to the Company for the production of Thomas Edison’s Secret Lab in
exchange for a certain percentage of the series’ forthcoming adjusted net revenues and the ability to distribute the
series in certain languages in certain territories. This model helps to better manage the Company’s cash flows while
enabling it to exploit territories that would otherwise be challenging to manage and monetize. The Company
intends to replicate the model for future productions.

3)

The infrastructure the Company has put in place enables it to efficiently exploit a growing portfolio of brands. The
Company is actively developing a number of new brands, like Space Pop, to add to its growing portfolio and
consistently looks for existing brands to acquire or act as licensing agent, as with the best-selling line of books,
Llama Llama which the Company recently signed. The Company remains focused on brands that lend themselves
to interactive exploitation in multiple areas and are consistent with the Company’s primary point of differentiation:
providing multi-media “content and products with a purpose” that entertain and enrich kids.

4)

Consistent with the Company's strategy of securing widespread distribution for its content in a variety of formats
and building awareness and engagement for its brands that in turn drives its consumer products business, the
Company has expanded its successful relationship with Comcast beyond the already popular Baby Genius
on-demand offering. The Company has announced it launched a new Kid Genius Channel in the fourth quarter
0f2015, offering 24-hours of video on-demand content that will be consistent with the Company's "content and
products with a purpose" mission. The new video on-demand channel will include the Company's own content, in
addition to other content the Company will curate, to offer a robust line-up for kids. The Company's Senior Vice
President-International Sales, Andrew Berman, will oversee the channel.

5)
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Recent Developments

Distribution agreement with Sony Pictures Home Entertainment Inc.

On February 18, 2016, we entered into a distribution agreement with Sony Pictures Home Entertainment Inc. (“Sony™),
pursuant to which the Company agreed to grant Sony certain rights for the marketing and distribution of the
Company’s animated feature-length motion pictures and animated television series in the United States and in Canada,
and potentially additional countries. In consideration for such rights, and subject to certain conditions, Sony has paid
the Company an advance in the amount of $2.0 million, against future royalties.

Private Placement

On October 29, 2015, we conducted a private placement with certain accredited investors pursuant to which we sold
an aggregate of 4,330,000 shares of our common stock and warrants to purchase up to an aggregate of 4,330,000
shares of common stock, at a purchase price of $1.00 per share and a warrant, for gross proceeds to us of $4,330,000
(the “2015 Private Placement”). The closing 2015 Private Placement had closed on November 3, 2015. Stock offering
costs were $502,218.

The warrants are exercisable into shares of common stock for a period of five (5) years from issuance at an initial
exercise price of $1.10 per share, subject to adjustment in the event of stock splits, dividends and recapitalizations.
The Company is prohibited from effecting an exercise of the warrants to the extent that as a result of such exercise, the
holder would beneficially own more than 4.99% (subject to increase up to 9.99% upon 61 days’ notice) in the
aggregate of the issued and outstanding shares of common stock, calculated immediately after giving effect to the
issuance of shares of common stock upon exercise of the warrant.

Pursuant to the terms of the purchase agreements, beginning on the closing date of the 2015 Private Placement and
ending sixty (60) days after the Effective Date (as defined in the Purchase Agreements), the Company shall not issue
any securities, subject to certain exceptions. Additionally, until the later of (i) such time as the investors in the 2015
Private Placement, in the aggregate, hold less than 50% of the common stock originally purchased by them in the
Private Placement and the average daily trading volume of the common stock for a period of ten (10) consecutive
trading days is greater than $75,000 and (ii) the one year anniversary of the closing of the 2015 Private Placement, the
Company has agreed to not sell any securities, subject to certain exceptions, at an effective per share price of common
stock less than the purchase price of the common stock sold in the 2015 Private Placement then in effect.

10
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The Company has agreed to file a “resale” registration statement with the SEC covering all shares of common stock and
shares of common stock underlying the warrants issued or issuable in the 2015 Private Placement within 45 days of

the closing of the 2015 Private Placement and to maintain the effectiveness of the registration statement until all
securities have been sold or are otherwise able to be sold pursuant to Rule 144. The Company has agreed to use its
reasonable best efforts to have the registration statement declared effective within 90 days of the closing of the 2015
Private Placement (or 120 days after such closing if the registration statement is subject to review by the SEC. The
Company is obligated to pay to investors a fee of 1% per month in cash for every thirty day period up to a maximum

of 6%, (i) that the registration statement has not been filed after the required filing date, (ii) following the required
effectiveness date that the registration statement has not been declared effective; and (iii) as otherwise set forth in the
Registration Rights Agreement

Chardan Capital Markets LLC acted as sole placement agent in the 2015 Private Placement in consideration for which
Chardan received a cash fee of $300,000 and a five-year warrant to purchase up to 425,000 shares of common stock
(the “Placement Agent Warrant”) at an initial exercise price of $1.20 per share. The terms of the Placement Agent
Warrant are identical to the warrants issued in the 2015 Private Placement, except with respect to the exercise price
thereof.

Our Products

Original Content

The Company owns and produces original content that is meant to entertain and enrich toddlers to tweens. It is
generally a three-year cycle from the inception of an idea, through production of the content and development and
distribution of a range of consumer products to retail, creating an inevitable lag time between the creation of the
intellectual property to the realization of economic benefit of those assets. The goal is to maintain a robust and diverse
portfolio of brands, appealing to various interests and ages, featuring evergreen topics with global appeal. The
Company’s portfolio of intellectual property can be licensed, re-licensed, and exploited for years to come, with revenue
derived from multiple sources and territories.

11
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Our portfolio of original content includes:

Already Released Content

Baby Genius: For more than ten years, Baby Genius has earned worldwide recognition for creating award-winning
products for toddlers. Its catalogue of 500 songs, 125 music videos, and toys feature classic nursery rhymes, learning
-songs, classical music, holiday favorites and more. Expanding the timeless appeal of Baby Genius offerings, GBI
re-launched Baby Genius in September 2015 with fresh, new designs, new entertainment and an array of new toddler
products.

Warren Buffet’s Secret Millionaire’s Club: In this popular animated series, Warren Buffett acts as a mentor to a
group of kids who have international adventures in business. Secret Millionaire’s Club empowers kids by helping
-them learn about the business of life and the importance of developing healthy life habits at an early age. In addition
to the animated series, product offerings include classroom materials, an annual youth promotion, books, home
video and a new line of consumer products that was introduced in the Summer of 2015.

Stan Lee’s Mighty 7: This animated feature length film is the first property from Stan Lee Comics, LLC, a joint
-venture with legendary superhero creator Stan Lee. The Company continues to expand distribution of the film with
recent sales in a number of international territories.

Martha & Friends: Martha & Friends is an animated series featuring a 10-year-old Martha Stewart. Together with
-her three best friends and two dogs, the kids learn how easy and fun it is to do-it-yourself. Every show is filled with
lots of projects kids can do by themselves.

Gisele & the Green Team: Supermodel turned superhero, Gisele and her team lead a double life to save the planet.
-This is the first superhero series that inspires girls to be environmentally responsible while also celebrating diversity
and teaching children the power of friendship and teamwork.

Current Production

Thomas Edison’s Secret Lab: In this new, original series created by the Company in partnership with American
Public Television and Charles Edison Fund, kids learn how fun science and math can be with Thomas Edison. In this
-new comedy adventure series, a group of kids discover a secret lab left behind by Edison, who also appears as a
hologram guiding and encouraging the kids to explore and discover the world around them. The series will air on
Netflix, and on Comcast and, with a line of consumer products to follow in early 2016.

Content in Development

-Llama Llama: On February 19, 2015 the Company announced it was appointed to lead the worldwide expansion of
Anna Dewdney’s New York Times bestselling and multiple award-winning children’s book franchise, Liama Llama.
The Company will be creating, for the first time, animated content based on the Llama Llama books for
multiplatform distribution in addition to a global licensing and merchandise program for Llama Llama across a

12
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multitude of categories, including toys, games, apparel, accessories, bedding, and healthy snacks to be introduced in
2016.

Space Pop (working title): Space Pop is space-adventure / comedy series targeted toward tween girls blending
-fashion, music, and friendship scheduled for mid 2016 release, the property has already secured several licenses over
multiple categories.

Girl’s Property #2: A second girls’ property targeted toward tween girls is based on an existing and established brand
“currently in the retail market.

-Stan Lee Property #2: A kid-friendly superhero brand developed with Stan Lee to appeal to a younger audience.

Licensing Agent

Augmenting the Company’s original content, the Company acts as an agent for the following established brands which
maximizes the existing infrastructure while creating incremental sources of revenue for the Company without
additional overhead:

Psycho Bunny: Inspired by the 17th-century maritime marauders and secret societies such as the infamous Skull &
Bones, Psycho Bunny creates timeless wardrobe essentials that couple refined English tailoring with bold American
-design. Currently available in limited product categories in upscale department stores, the Company is expanding
this popular brand to additional product lines, new retail outlets, and additional international territories. The
Company has already signed licensees for headwear and footwear.

From Frank: Already a popular line of greeting cards, the Company is expanding the brand into new product
“categories and have already signed licensees for publishing, stationery, gifts, lottery and more.

Celessence: Celessence’s microencapsulation technology releases fragrance and is used to scent products including
-socks, stationery, toys, bedding and pillows. The Company is licensing this technology to a range of products from
homewares, bedding, fragrance, automotive, pets, apparel and more.

13
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Distribution

Children today spend upwards of 35 hours/week consuming various forms of media, a 7% increase or an additional
2.2 hours since 2009 (Source: Nickelodeon, November 2013). With the increased demand for and impact of media on
kids’ lives, we are focused on serving an underrepresented segment of the industry, namely “content with a purpose”
meaning content that is both entertaining and enriching in a variety of interactive formats. With this distinct and
focused mission, the Company is focused on expanding content distribution across multi-media platforms, extending
its domestic and international presence, building awareness for its brands and building an engaged audience which in
turn drives demand for its consumer products.

During 2014, we recruited and hired a number of key personnel to manage the distribution of our content across all
platforms in all markets:

The Company formed a new global distribution division and appointed Andrew Berman to the newly created
position of Senior Vice President - International Sales to oversee the division and the appointment of regional agents
“to represent the Company locally in key regions and in all formats, including Pay Television, Free or Broadcast
Television, Video-on-Demand (“VOD”), subscription on demand (“SVOD”), DVDs/CDs and more.

The Company formed a new global consumer products division and appointed Stone Newman to the newly created
position of President, Global Consumer Products to manage all consumer products, licensing and merchandising
“sales for the Company’s brands, including toys, electronics, publishing, home goods, stationary, gifts, and much
more.

Additionally, during the first quarter of 2014, the Company entered into an exclusive three year agreement with Sony
DADOC, the optical disc manufacturing and fulfillment arm of Sony, to provide all CD, DVD and BD replication,
packaging and distribution to Genius Brands International’s customers. Under the terms of the long-term, exclusive
supply chain services agreement, the Company will order a minimum level of disc replication, packaging and
distribution services for its content across all physical media, including DVD, CD, and Blu-ray from Sony DADC. As
consideration for these minimum order levels, the Company received a total of $1,500,000, $750,000 during the first
quarter of 2014 and $750,000 during the first quarter of 2015.

Marketing

The commercial success of every GBI property is reliant on its ability to attract an engaged audience that in turn
drives demand for its products. As the Company’s properties are introduced into the marketplace, these efforts will
intensify to ensure parents and kids are aware of the Company’s offerings.

14
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The Company formed a new Digital division and in January, 2015 appointed industry veteran Jason Brumbaugh to
the newly created position of Vice President of Digital, responsible for the Company’s digital presence in addition to
-all forms of online marketing that will be critical to building engaged audiences online. Mr. Brumbaugh held
producer and senior producer positions at Disney Interactive Media Group, the Hub Network, DIC Entertainment,
and Knowledge Kid Network.

The Company works with 360-Communications, a public relations agency that proactively solicits publicity for the
"Company’s content and products, both among the trade and consumers.

Competition

GBI competes against creators of children’s content, including Disney, Nickelodeon, Cartoon Network, Sesame Street,
and many others, small and large. In the crowded children’s entertainment space, the Company competes with other
content creators for distribution and retail shelf space that is largely now dedicated to the large studios. To compete,
the Company is focused on filling a void in the marketplace by offering something the big studios do not: “content and
products with a purpose,” a positioning and important point of differentiation embraced by the industry, as well as
parents and educators.

15
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Customers and Licensees

During 2015, the Company was reliant on one or a few major customers. However, given the changes in its business
model, it will be working with a larger network of customers and partners from around the world including
broadcasters, consumer products licensees, and retailers. This broad cross section includes companies such as
Comcast, Netflix, Sony, PBS, Leap Frog Enterprises, Enesco, Zak Designs, Penguin Publishing, Manhattan Toys,
Amazon, Barnes & Noble, Target, Bertelsmann Music Group, InGrooves, Discovery International, TF1 and many
others both domestically and internationally.

Government Regulation

The FCC requires broadcast networks to air a required number of hours of Educational and Informational content
(E/M). The Company is also subject to online distribution regulations, namely the FTC’s Children’s Online Privacy
Protection Act (COPPA) which regulates the collection of information of children younger than 13 years old.

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 some of 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.

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 states and other countries in which we plan to market our products. Although we do not
manufacture and may not directly distribute 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 which include our corporate website located at www.gnusbrands.com, as well as
www.babygenius.com, www.smckids.com, www.slam7.com, and www.edisonsecretlab.com. These websites 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 related to children’s privacy, copyrights and
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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.

Employees

As of December 31, 2015, we had 15 full-time equivalent employees and an additional five temporary or contracted
full-time equivalents in certain functions, such as accounting, production management, and design. The Company
employs on an outsourced, as-needed basis, contractors in the fields of investor relations, public relations, and
production. The Company believes all of its employee relationships to be good.

Intellectual Property

As of December 31, 2015, GBI owns the following properties and related trademarks: Secret Millionaires Club,

Thomas Edison’s Secret Lab, “Baby Genius”, “Little Genius”, “Kid Genius”, “Wee Worship”, “A Squared, and “Ready, Play,
Learn” as well as several other names and trademarks on characters that had been developed for our content and

brands. Thomas Edison’s Secret Lab, currently in production and estimated to be completed in the First Quarter of

2016, will include 52 eleven-minute episodes as well as 52 90-second music videos. Production of Space Pop also
commenced in 2015 and is estimated to be released in mid 2016 and completed by year end, and will include 108

3-minute shorts comprised of storyline and music videos.

As of December 31, 2015, we hold 14 registered trademarks in multiple classes in the United States as well as
additional trademarks in the United States that are associated with our other brands. We also have a number of
registered and pending trademarks in Europe and other countries in which our products are sold.

17
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As of December 31, 2015, we also held 96 motion picture, 13 sound recording and one literary work copyrights
related to our video, music and written work products.

The Company has a two-third ownership interest in Stan Lee Comics, LLC which owns the publishing brand Stan Lee
Comics and all properties produced therein. Stan Lee Comics, LLC is a joint venture with Stan Lee’s POW!
Entertainment and Archie Comics. Stan Lee Comics, LLC is the owner of the Stan Lee’s Mighty 7 property.

The Company has 50/50 ownership agreements with the following partners and their related brands: Martha Stewart’s
Martha & Friends; and Gisele Biindchen’s Gisele & the Green Team.

In addition to the wholly-owned or partially-owned properties listed above, the Company has agreements with certain
intellectual property owners to represent their content as a licensing agent. The Company acts as a licensing agent for
the following established brands: Llama Llama, Psycho Bunny, From Frank, and Celessence.

Company Information

We were incorporated in California on January 3, 2006 and reincorporated in Nevada in October 2011. We

commenced operations in January 2006, assuming all of the rights and obligations of our then Chief Executive

Officer, under an Asset Purchase Agreement between the Company and Genius Products, Inc., in which the Company
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. In October 2011, we (i) changed our
domicile to Nevada from California, and (ii) changed our name to Genius Brands International, Inc. from Pacific
Entertainment Corporation (the “Reincorporation”). In connection with the Reincorporation, we changed our trading
symbol from “PENT” to “GNUS.”

On November 15, 2013, we entered into an Agreement and Plan of Reorganization (the “Merger Agreement”) with A
Squared Entertainment LLC, a Delaware limited liability company (“A Squared”), A Squared Holdings LLC, a
California limited liability company and the sole member of A Squared (the ‘“Parent Member”), and A2E Acquisition
LLC, its newly formed, wholly-owned Delaware subsidiary (“Acquisition Sub”). Upon closing of the transactions
contemplated under the Merger Agreement (the “Merger”), which occurred concurrently with entering into the Merger
Agreement, the Acquisition Sub merged with and into A Squared, and A Squared, as the surviving entity, became a
wholly-owned subsidiary of the Company. As a result of the Merger, the Company acquired the business and
operations of A Squared.

18



Edgar Filing: Genius Brands International, Inc. - Form 10-K

Our principal executive offices are located at 301 North Canon Drive, Suite 305, Beverly Hills, California 90210. Our
telephone number is 310-273-4222. We maintain an Internet website at www.gnusbrands.com. The information
contained on, connected to or that can be accessed via our website is not part of this prospectus. We have included our
website address in this prospectus as an inactive textual reference only and not as an active hyperlink.

Item 1A. Risk Factors.

The following discussion of risk factors contains forward-looking statements. These risk factors may be important to
understanding any statement in this Form 10-K or elsewhere. The following information should be read in conjunction
with Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the
consolidated financial statements and related notes beginning on Page F-1 of this Form 10-K.

The business, financial condition and operating results of the Company can be affected by a number of factors,
whether currently known or unknown, including but not limited to those described below. Any one or more of such
factors could directly or indirectly cause the Company’s actual results of operations and financial condition to vary
materially from past or anticipated future results of operations and financial condition. Any of these factors, in whole
or in part, could materially and adversely affect the Company’s business, financial condition, results of operations and
stock price.

Because of the following factors, as well as other factors affecting the Company’s financial condition and operating
results, past financial performance should not be considered to be a reliable indicator of future performance, and
investors should not use historical trends to anticipate results or trends in future periods.
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RISKS RELATING TO OUR BUSINESS

We have incurred net losses since inception.

The Company has a history of operating losses and incurred net losses in each fiscal quarter since its inception. For
the year ended December 31, 2015, the Company generated net revenues of $907,983 and incurred a net loss of
$3,483,122, while for the previous year, the Company generated net revenue of $925,788 and incurred a net loss of
$3,728,599. These losses, among other things, have had an adverse effect on our results of operations, financial
condition, stockholders’ equity, net current assets and working capital.

The Company will need to generate additional revenue to achieve profitability. The Company has already achieved
significant cost savings and is beginning to generate revenues derived from its existing properties, properties in
production, new brands being introduced into the marketplace, the re-launch of Baby Genius, and incremental revenue
derived from the licensing business it manages on behalf of its clients. However, the ability to sustain these revenues
and generate significant additional revenues or achieve profitability will depend upon numerous factors some of which
are outside of the Company’s control.

We will need additional capital to fund our growing operations. If we are not able to obtain sufficient capital,
we may then be forced to limit the scope of our operations.

We expect that as our business continues to grow we will need additional working capital. While we believe that we
will be able to fund our business through operating cash flows generated though our enhanced business model these
cash flows are less than anticipated or do not come to fruition in the time horizon we anticipate, we would require
additional debt and /or equity financing to sustain our operations. If adequate additional debt and/or equity financing
is not available on reasonable terms or at all, we may not be able to continue to expand our business, and we will have
to modify our business plans accordingly. These factors could have a material adverse effect on our future operating
results and our financial condition.

If we reach a point where we are unable to raise needed additional funds to continue as a going concern, we could be
forced to cease our activities and dissolve the Company. In such an event, we will need to satisfy various creditors and
other claimants, severance, lease termination and other dissolution-related obligations.
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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.

Our revenues and results of operations may fluctuate from period to period.

Cash flow and projections for any entertainment company producing original content can be expected to fluctuate
until the animated content and ancillary consumer products are in the market and could fluctuate thereafter even when
the content and products are in the marketplace. There is significant lead time in developing and producing animated
content before that content is in the marketplace. Unanticipated delays in entertainment production can delay the
release of the content into the marketplace. Structured retail windows that dictate when new products can be
introduced at retail are also out of the Company’s control. While the Company believes it has mitigated this in part by
creating a slate of properties at various stages of development or production as well as representing certain established
brands which contribute immediately to cash flow, any delays in the production and release of our content and
products or any changes in the preferences of our customers could result in lower than anticipated cash flows.

As with our cash flows, our revenues and results of operations depend significantly upon the appeal of our content to
our customers, 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 from period to

period. The results of one period may not be indicative of the results of any future period. 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.

Production cost will be amortized according to the individual film forecasting methodology. 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, we
would be required to adjust amortization of related production costs. These adjustments would adversely impact our
business, operating results and financial condition.
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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 our products. In addition, an increase in price levels generally, or in price levels
in a particular sector, could result in a shift in consumer demand away from the animated content and consumer
products we offer, which could also decrease our revenues, increase our costs, or both.

Inaccurately anticipating changes and trends in popular culture, media and movies, fashion, or technology can
negatively affect our sales.

While trends in the toddler to tween sector change quickly, we respond to trends and developments by modifying,
refreshing, extending, and expanding our product offerings on an on-going basis. However, we operate in extremely
competitive industries where the ultimate appeal and popularity of content and products targeted to this sector can be
difficult to predict. We believe our focus on “content and products with a purpose” serves an underrepresented area of
the toddler to tween market; however, if the interest of our audience trends away from our current properties toward
other offerings based on current media, movies, animated content or characters, and if we fail to accurately anticipate
trends in popular culture, movies, media, fashion, or technology, our products may not be accepted by children,
parents, or families and our revenues, profitability, and results of operations may be adversely affected.

We face competition from a variety of retailers that sell similar merchandise and have better resources than we
do.

The industries in which we operate are competitive, and our results of operations are sensitive to, and may be
adversely affected by, competitive pricing, promotional pressures, additional competitor offerings and other factors,
many of which are beyond our control. Indirectly through our licensing arrangements, we compete for retailers as well
as other outlets for the sale and promotion of our licensed merchandise. Our primary competition comes from
competitors such as The Walt Disney Company, Nickelodeon Studios, and the Cartoon Network.

The Company has sought a competitive advantage by providing “content and products with a purpose” which are both
entertaining and enriching for children and offer differentiated value that parents seek in making purchasing decisions
for their children. While we do not believe that this value proposition is specifically offered by our competitors, our
competitors have greater financial resources and more developed marketing channels than we do which could impact
the Company’s ability, through its licensees, to secure shelf space thereby decreasing our revenues or affecting our
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profitability and results of operations.

The production of our animated content is accomplished through third-party production and animation studios
around the world, and any failure of these third-parties could negatively impact our business.

As part of our business model to manage cash flows, we have partnered with a number of third-party production and
animation studios around the world for the production of our new content in which these partners fund the production
of the content in exchange for a portion of revenues generated in certain territories. We are reliant on our partners to
produce and deliver the content on a timely basis meeting the predetermined specifications for that product. The
delivery of inferior content could result in additional expenditures by us to correct any problems to ensure
marketability. Further, delays in the delivery of the finished content to us could result in the Company failing to
deliver the product to broadcasters to which it has been pre-licensed. While we believe we have mitigated this risk by
aligning the economic interests of our partners with ours and managing the production process remotely on a daily
basis, any failures or delays from our production partners could negatively affect our profitability.

If we fail to honor our obligations under the terms of our third party supply agreements, our business may be
adversely affected.

In early 2014, the Company entered into an exclusive 3-year arrangement with Sony DADC US Inc. which gives
Sony the right to fulfill the Company’s DVD and CD duplication requirements for its product. In consideration for
these exclusive rights the Company received an initial marketing support payment of $750,000 with an additional
$750,000 paid in February 2015. Sony will recoup the marketing support payment through a premium on the physical
media unit costs. The Company is obligated to repay a pro-rata portion of the marketing support payment if the
Company does not order a minimum number of DVD/CD units during the term. However, while the Company
believes the minimum order threshold is achievable over the term based on its existing properties and properties
currently in production or in development, if it does not meet the minimum order threshold it would be obligated to
repay any outstanding balances in 2017 and to do so may require it to divert funds from operations which may have a
material adverse effect on its business.
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Failure to successfully market or advertise our products could have an adverse effect on our business, financial
condition and results of operations.

Our products are marketed worldwide through a diverse spectrum of advertising and promotional programs. Our
ability to sell products is dependent in part upon the success of these programs. If we or our licensees do not
successfully market our products or if media or other advertising or promotional costs increase, these factors could
have an adverse effect on our business, financial condition, and results of operations.

The failure of others to promote our products may adversely affect our business.

The availability of retailer programs relating to product placement, co-op advertising and market development funds,
and our ability and willingness to pay for such programs, are important with respect to promoting our properties. In
addition, although we may have agreements for the advertising and promotion of our products through our licensees,
we will not be in direct control of those marketing efforts and those efforts may not be done in a manner that will
maximize sales of our products and may have a material adverse effect on our business and operations.

We may not be able to keep pace with technological advances.

The entertainment industry in general, and the music and motion picture industries in particular, continue to undergo
significant changes, primarily due to technological developments. Because of the rapid growth of technology, shifting
consumer tastes and the popularity and availability of other forms of entertainment, it is impossible to predict the
overall effect these factors could have on potential revenue from, and profitability of, distributing entertainment
programming. As it is also impossible to predict the overall effect these factors could have on our ability to compete
effectively in a changing market, if we are not able to keep pace with these technological advances, our revenues,
profitability and results from operations may be materially adversely affected.

Loss of key personnel may adversely affect our business.

Our success greatly depends on the performance of our executive management team, including Andrew Heyward, our
Chief Executive Officer and Amy Moynihan Heyward, our President. 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.
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Our management team currently owns a substantial interest in our voting stock.

Our management team and Board of Directors own or control a combined 3,483,219, or 30.77%, of the 11,319,450
shares currently outstanding. Sales of significant amounts of shares held by our directors and executive officers, or the
prospect of these sales, could adversely affect the market price of our common stock. Additionally, management has
the ability to control any proposals submitted to shareholders, including corporate actions and board changes which
may not be in accordance with the votes of other shareholders.

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 vendors and licensees may be subject to various laws and government regulations, violation of which could
subject these parties to sanctions which could lead to increased costs or the interruption of normal business
operations that could negatively impact our financial condition and results of operations.

Our vendors and licensees may operate in a highly regulated environment in the US and international markets.
Federal, state and local governmental entities and foreign governments may regulate aspects of their businesses,
including the production or distribution of our content or products. These regulations may include accounting
standards, taxation requirements (including changes in applicable income tax rates, new tax laws and revised tax law
interpretations), product safety and other safety standards, trade restrictions, regulations regarding financial matters,
environmental regulations, advertising directed toward children, product content, and other administrative and
regulatory restrictions. While we believe our vendors and licensees take all the steps necessary to comply with these
laws and regulations, there can be no assurance that they are compliant or will be in compliance in the future. Failure
to comply could result in monetary liabilities and other sanctions which could increase our costs or decrease our
revenue resulting in a negative impact on our business, financial condition and results of operations.
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Protecting and defending against intellectual property claims may have a material adverse effect on our
business.

Our ability to compete in the animated content and entertainment industry depends, in part, upon successful protection
of our proprietary and intellectual property. We protect our property rights to our productions through available
copyright and trademark laws and licensing and distribution arrangements with reputable companies in specific
territories and media for limited durations. Despite these precautions, existing copyright and trademark laws afford
only limited, or no, practical protection in some jurisdictions. It may be possible for unauthorized third parties to copy
and distribute our productions or portions of our productions. In addition, although we own most of the music and
intellectual property included in our products, there are some titles which the music or other elements are in the public
domain and for which it is difficult or even impossible to determine whether anyone has obtained ownership or
royalty rights. It is an inherent risk in our industry that people may make such claims with respect to any title already
included in our products, whether or not such claims can be substantiated. If litigation is necessary in the future to
enforce our intellectual property rights, to protect our trade secrets, to determine the validity and scope of the
proprietary rights of others or to defend against claims of infringement or invalidity. Any such litigation could result
in substantial costs and the resulting diversion of resources could have an adverse effect on our business, operating
results or financial condition.

RISKS RELATING TO OUR COMMON STOCK

Our common stock may be affected by limited trading volume and price fluctuations which could adversely
impact the value of our common stock.

Trading in our common stock can fluctuate significantly and there can be no assurance that an active trading market
will either develop or be maintained. Our common stock is expected to continue to experience significant price and
volume fluctuations. This trading activity could adversely affect the market price of our common stock without regard
to our operating performance. In addition, we believe that factors such as quarterly fluctuations in our financial results
and changes in the overall economy or the condition of the financial markets could cause the price of our common
stock to fluctuate substantially. These fluctuations may also cause short sellers to periodically enter the market in the
belief that our stock price will decline in the future. We cannot predict the actions of market participants or the stock
market as a whole. We can offer no assurances that the market for our common stock will be stable or that our stock
price will fluctuate in a manner that is consistent with our operating results.

If our common stock remains subject to the SEC’s penny stock rules, broker-dealers may experience difficulty
in completing customer transactions and trading activity in our securities may be adversely affected.
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Unless our common stock is listed on a national securities exchange, including the Nasdaq Capital Market or we have
stockholders’ equity of $5,000,000 or more and our common stock has a market price per share of more than $4.00,
transactions in our common stock will be subject to the SEC’s “penny stock” rules. If our common stock remains subject
to the “penny stock” rules promulgated under the Securities Exchange Act of 1934, broker-dealers may find it difficult
to effectuate customer transactions and trading activity in our securities may be adversely affected.

In accordance with these rules, broker-dealers participating in transactions in low-priced securities must first deliver a
risk disclosure document that describes the risks associated with such stocks, the broker-dealer's duties in selling the
stock, the customer's rights and remedies and certain market and other information. Furthermore, the broker-dealer
must make a suitability determination approving the customer for low-priced stock transactions based on the
customer's financial situation, investment experience and objectives. Broker-dealers must also disclose these
restrictions in writing to the customer, obtain specific written consent from the customer, and provide monthly
account statements to the customer. The effect of these restrictions will probably decrease the willingness of
broker-dealers to make a market in our common stock, decrease liquidity of our common stock and increase
transaction costs for sales and purchases of our common stock as compared to other securities. Our management is
aware of the abuses that have occurred historically in the penny stock market.
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