PROSPECTUS

700 ENTERTAINMENT, INC.
1,600,000 Shares of Common Stock

We are offering 1,600,000 shares of common stock by this prospectus.

Our common stock has been approved for listing on The NASDAQ Capital Market under the symbol “Z00.”
Our common stock was listed on the OTC Bulletin Board under the symbol “ZOOE.OB” prior to July 7, 2010 and
under the symbol “DFTW.OB” prior to January 30, 2009. The closing sales price of our common stock on the OTC
Bulletin Board on June 2, 2010, was $8.00 per share.

We have registered for resale 1,569,204 shares of our common stock (the ‘“Resale Offering’”). We have filed a
Registration Statement on Form S-1 with respect to the resale of such shares, which Registration Statement was
declared effective on June 30, 2010.

You should consider carefully the risks associated with investing in our common stock. Before making an
investment in our common stock, please read the “Risk Factors” section of this prospectus, which begins on
page 6.

Underwriting Proceeds, Before
Price to Discounts and Expenses, to Zoo
Public Commissions” Entertainment, Inc.
PerShare .............. . ... .. .. ... ... ... $ 6.00 $ 042 $ 5.58
Total . . ... ... . . .. $9,600,000 $672,000 $8,928,000

(1) Includes a non-accountable expense allowance of 2% of the gross proceeds, or $0.12 per share ($192,000 in total),
payable to the underwriters. See ‘“Underwriting.”

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of the prospectus. Any representation
to the contrary is a criminal offense.

We have granted the underwriters an option to purchase up to an additional 240,000 shares of our common stock
at the public offering price, less the underwriting discounts and commissions, within 30 days from the date of this
prospectus to cover over-allotments, if any.

The underwriters expect to deliver our shares to purchasers in the offering on or about July 12, 2010.

Roth Capital Partners ThinkEquity LLC

The date of this prospectus is July 7, 2010.
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You should rely only on the information contained in this Prospectus. We have not, and the underwriters
have not, authorized anyone to provide you with information different from or in addition to that contained in
this Prospectus. If anyone provides you with different or inconsistent information, you should not rely on it.
We are offering to sell, and are seeking offers to buy, shares of common stock only in jurisdictions where
offers and sales are permitted. The information contained in this Prospectus is accurate only as of the date of
this Prospectus, regardless of the time of delivery of this Prospectus or of any sale of the common stock. Our
business, financial conditions, results of operations and prospects may have changed since that date.

Neither we nor the underwriters have done anything that would permit this offering or possession or
distribution of this Prospectus in any jurisdiction where action for that purpose is required, other than in the
United States. Persons outside the United States who come into possession of this Prospectus must inform
themselves about, and observe any restrictions relating to, the offering of the shares of common stock and the
distribution of this Prospectus outside of the United States.
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PROSPECTUS SUMMARY

The following is only a summary. You should read this entire Prospectus, especially the section entitled
“Risk Factors” starting on page 6, and our current public information, including the financial statements and
the other documents to which we may refer you as described under the caption “Where You Can Find
Additional Information” on the inside back cover of this Prospectus, before deciding whether to purchase the
common stock in this offering. Unless the context otherwise indicates, the use of the terms “we,” “our” or
“us” refers to the business and operations of Zoo Entertainment, Inc. (“Zoo” or the “Company”) through its
operating subsidiaries, Zoo Games, Inc. (“Zoo Games”) and Zoo Publishing, Inc. (“Zoo Publishing”).

The Company

We are a developer, publisher, and distributor of interactive entertainment software targeting
family-oriented mass-market consumers with retail prices ranging from $9.99 to $49.99 per title. Unlike most
video game companies, we typically conceive of game concepts internally and then utilize external
development teams and resources to develop the software products. Our entertainment software is developed
for use on major consoles, handheld gaming devices, personal computers, and mobile smart-phone devices.
We currently develop and/or publish video games that operate on platforms including Nintendo’s Wii, DS and
Game Boy Advance, Sony’s PlayStation Portable (‘““PSP’’), PlayStation 2 (““PS2”") and PlayStation 3 (“PS3”),
Microsoft’s Xbox 360 and Apple’s iPhone. We also develop and seek to sell downloadable games for
emerging ‘“‘connected services” including Microsoft’s Xbox Live Arcade, Sony’s PlayStation 3 Network,
Nintendo’s Dsiware, Facebook, and for use on personal computers (“PCs”). In addition, we operate our
website indiePub Games, www.indiepubgames.com, for independent software developers to compete for prizes
and publishing contracts. indiePub Games is also a destination site for gaming enthusiasts to play free games,
vote in contests, and participate in the development of innovative entertainment software.

Our current video game titles and overall business strategy target family-oriented, mass-market
consumers. Rather than depending on a relatively limited number of ““blockbuster’’ titles to generate our
revenue, we focus on delivering a consistent portfolio and broad stream of strong titles at compelling values.
In some instances, these titles are based on licenses of well-known properties such as Jeep, Hello Kitty,
Shawn Johnson, and Remington, and in other cases, based on our original intellectual property. Our games
span a diverse range of categories, including sports, family, racing, game-show, strategy and action-adventure,
among others. In addition, we develop video game titles that are bundled with unique accessories such as
fishing rods, bows, steering wheels, and guns, which help to differentiate our products and provide additional
value to our target demographic. Our focus is to create more product and value for our customer while
simultaneously putting downward pressure on our development expenditures and time to market.

For the fiscal year ended December 31, 2009, we generated revenues of $48.7 million compared to
$36.3 million in the fiscal year ended December 31, 2008, representing a growth rate of approximately 34%.
For the quarter ended March 31, 2010, we generated revenues of $17.1 million compared to $13.9 million in
the quarter ended March 31, 2009, representing a growth rate of approximately 23%.

Industry Overview

The interactive entertainment industry is mainly comprised of video game hardware platforms, video
game software titles and peripherals. Within this industry, combined sales of hardware, software and game
peripherals, were $19.6 billion within the U.S. market in 2009 as reported by an independent research firm,
NPD Group. Of that total, hardware sales were $7.1 billion, software sales totaled $9.9 billion, and peripheral
accessory sales decreased slightly to $2.5 billion. The industry, which started in the 1970’s and 1980’s with
titles such as Pong and Pac-Man, continues to expand into new market opportunities while the industry overall
is expected to reach $48.9 billion by 2011 with software revenues alone projected to reach $22.3 billion
according to Gamasutra, an online publication for video game developers. The industry is expected to grow at
an average yearly rate of 6.2% through 2013, according to Gamasutra. More than half of all Americans claim
to play personal computer and video games, according to the Entertainment Software Association, an
independent association serving video game publishers. According to the New York Times, the average video
game player is 33 years old and has been playing for nearly 12 years.




The introductions of new gaming platforms such as the PS3, Xbox 360, Wii and the Internet have created
additional opportunities for overall market growth. Throughout the world, consumers are spending significant
time and money playing video games that range from the traditional console titles, to “massively multiplayer™
online role-playing games (“MMOs’’), to hand-held cell phone games. The online gaming experience has
expanded both the audience and the revenue opportunities for games, offering at one end of the spectrum new
types of games for more casual gamers and, at the other end, large-scale subscription multi-player experiences
for more sophisticated gamers.

The interactive entertainment software market is composed of two primary markets. The first is the
console systems market, which is comprised of software created for dedicated game consoles that use a
television as a display. The most recently released console systems include Sony’s PS3, Microsoft’s Xbox 360,
and Nintendo’s Wii. The second primary market is software created for use on PCs. In addition to these
primary markets, additional viable markets exist for the Internet and mobile/handheld systems (iPhone/iPod,
mobile phones, Sony’s PSP, Nintendo’s DS). Additionally, internet-based gaming on social networks (*‘social
gaming’’) has dramatically increased over the past two years and continues to grow rapidly. Social networks
such as Facebook are continually innovating new methods and channels for users to play games while
connecting and sharing with each other.

We believe that the overall growth trends within the interactive entertainment software industry are strong
and the content is becoming more broadly appealing, allowing the industry to continue to capture the younger
consumer while retaining the older player with content that is more relevant to them. In addition, we expect
that the global popularity of video games, coupled with the growing base of available markets, will permit us
to grow revenues and profits.

Strategy

Our objective is to become a leading provider of casual entertainment software through traditional video
game distribution channels, as well as to become a leader in the emerging digital distribution of casual
content.

Retail

We view our retail operations as our core business which provides enormous exposure and generates cash
flows allowing us to explore our digital strategy. We plan to grow and develop our extensive catalog of
games, which currently exceeds 100 different titles. Some tactical initiatives to grow our business through
retail channels include the following:

e Leverage Our Management Team’s Relationships to Increase Distribution of Our Products: Our
executive team includes the founders and former operators of Take Two Interactive Software,
Jack of All Games and Paragon Software. Collectively, the management team has over 75 years of
experience growing and operating video game companies and has deep and long-lasting relationships
with many of the leading video game retailers.

*  Create Value Through Innovation: We believe that by fostering and promoting innovative gaming
ideas, we can deliver additional value to our customers while also increasing our revenue. Our
accessory-bundled game titles such as “Deer Drive” and ‘“Mathews Bow Hunting™ are a few
example of how we can increase the average selling price per title by including a functional
accessory as part of the game.

e Exploit Current Catalog and Grow Number and Diversity of New Titles: Our current catalog
includes approximately 100 different titles addressing a variety of segments including sports, family,
racing, game-show, strategy and action-adventure.

e Partner with World-Class Brands: We anticipate selectively growing the number of licensing deals
we currently have as sell-through rates with branded and celebrity-endorsed gaming titles are
typically higher than original intellectual property.













e our ability to list and maintain the listing of our shares of common stock on The NASDAQ Capital
Market;

e the costs of recruiting and retaining key employees;

o the lack of market to our shares of common stock;

e global economic conditions;

e compliance with applicable laws; and

e our liquidity.

For a discussion of some other factors that may cause actual results to differ materially from those
suggested by the forward-looking statements, please read carefully the information under ““Risk Factors”™
beginning on page 6. The identification in this document of factors that may affect future performance and the
accuracy of forward-looking statements is meant to be illustrative and by no means exhaustive. All forward-

looking statements should be evaluated with the understanding of their inherent uncertainty. You may rely
only on the information contained in this Prospectus.
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USE OF PROCEEDS

We estimate that we will receive approximately $7.9 million in net proceeds from the sale of 1,600,000
shares of common stock in this offering, or approximately $9.3 million if the underwriters’ over-allotment
option is exercised in full, based on the public offering price of $6.00 per share and after deducting
underwriting discounts and commissions (and the non-accountable expense allowance) and estimated offering
expenses of $1.0 million.

Our current estimate of the use of the net proceeds from this offering is as follows:

Approximate
Allocation of
Net Proceeds
(in millions)

Development of www.indiepubgames.com and other digital initiatives. . . ... ... .. $2.0
Repayment of Solutions 2 Go advance . . . . ......... ... 1.1
Working capital and general corporate purposes . . . . ... .. ..o 4.8
Total . . . .o 7.9

We operate a website called indiePub Games, www.indiepubgames.com, where we hold contests for
independent developers whereby they can enter their games to win monetary prizes and potential publishing
arrangements with us. This website allows us to attract fresh intellectual property, lower production costs,
decrease time to market, and improve margins. We expect to use approximately $2.0 million of the net
proceeds of this offering to further develop www.indiepubgames.com and other online gaming websites.

On August 31, 2009, Zoo Publishing entered into an Exclusive Distribution Agreement with Solutions
2 Go Inc., a Canadian corporation (*“S2G Inc.”) and an Exclusive Distribution Agreement with Solutions
2 Go, LLC, a California limited liability company (“S2G LLC,” and together with S2G Inc., “S2G”),
pursuant to which Zoo Publishing granted to S2G the exclusive rights to market, sell and distribute certain
video games, related software and products, with respect to which Zoo Publishing owns rights, in the
territories specified therein (collectively, the “Distribution Agreements’’). In connection with the Distribution
Agreements, on August 31, 2009, we entered into an Advance Agreement (the “Advance Agreement”) with
S2G, pursuant to which S2G made a payment to us in the amount of $1,999,999, in advance of S2G’s
purchases of certain products pursuant to the Distribution Agreements. In consideration of S2G entering into
the Advance Agreement, in August 2009, we issued to S2G Inc. a five-year warrant to purchase 12,777 shares
of common stock, at an exercise price equal to $180 per share. As of March 31, 2010, the balance remaining
on the advance was approximately $1.1 million. We plan to use a portion of the net proceeds of this offering
to repay the outstanding balance of this advance.

We expect that working capital and general corporate purposes will include, but are not limited to,
product development expenditures and other research and development expenses, investment in inventory
builds, salaries, professional fees, public reporting costs and other corporate expenses.

If we receive the additional net proceeds from the exercise of the over-allotment option, we estimate that
our use of the additional funds would be for general working capital and general corporate purposes.

The allocation of the net proceeds of the offering set forth above represents our estimates based upon our
current plans and assumptions regarding industry and general economic conditions, our future revenues and
expenditures. Investors are cautioned, however, that expenditures may vary substantially from these estimates.
Investors will be relying on the judgment of our management, who will have broad discretion regarding the
application of the proceeds of this offering. The amounts and timing of our actual expenditures will depend
upon numerous factors, including market conditions, cash generated by our operations, business developments
and related rate of growth, the existence of other opportunities and the competitive environment. As such, we
may choose to use a portion of the net proceeds from this offering for other purposes.

Pending such uses, we intend to invest the net proceeds of this offering in direct and guaranteed
obligations of the United States, or interest-bearing, investment-grade instruments or certificates of deposit.
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PRICE RANGE OF COMMON STOCK

Our shares of common stock have been approved for listing on The NASDAQ Capital Market under the
symbol “Z0O0.” Prior to July 7, 2010, our common stock was listed for trading on the OTC Bulletin Board
under the symbol “ZOOE.OB” and prior to January 30, 2009, under the symbol “DFTW.OB.” The market
for our common stock has often been sporadic, volatile and limited. The closing sales price of our common
stock on the OTC Bulletin Board on June 2, 2010 was $8.00 per share.

The following table sets forth, for the periods indicated, the high and low bid quotations for our common
stock as reported by the OTC Bulletin Board. The prices reflect inter-dealer quotations, without retail mark-up,
markdown or commissions, and may not represent actual transactions.

High Low
First Quarter 2008 . . . . . . .. $ 810 $600
Second Quarter 2008. . . . . . ... e 870 660
Third Quarter 2008 . . . . . . . . ... 1,500 870
Fourth Quarter 2008 . . . . . . . . ... 1,020 150
First Quarter 2009 . . . . . . .. 510 180
Second Quarter 2009. . . . . ... 660 510
Third Quarter 2009 . . . . . . . . 660 450
Fourth Quarter 2009 . . . . . .. .. 450 450
First Quarter 2010 . . . . . . ... .. 450 6

Holders of Common Stock.

On June 30, 2010, we had approximately 194 common stockholders of record. There were also an
undetermined number of holders who hold their stock in nominee or “street” name.

DIVIDEND POLICY

Since our inception, we have not declared or paid any cash dividends to stockholders. The declaration of
any future cash dividend will be at the discretion of our Board of Directors and will depend upon our
earnings, if any, our capital requirements and financial position, our general economic conditions, and other
pertinent conditions. It is our present intention not to pay any cash dividends in the foreseeable future, but
rather to reinvest earnings, if any, in our business operations.
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CAPITALIZATION

The following table sets forth our short-term debt, long-term debt and capitalization as of March 31,
2010:

o on an actual basis; and

e on a pro forma as adjusted basis to reflect the estimated net proceeds we will receive from the sale
of 1,600,000 shares of common stock offered by us at the public offering price of $6.00 per share,
after deducting estimated underwriting discounts and commissions, the non-accountable expense
allowance, estimated offering expenses payable by us and the repayment of customer advances due
to Solutions 2 Go of approximately $1.1 million.

As of March 31, 2010

Pro Forma(
Actual as Adjusted”

(Unaudited)
(In Thousands,
Except Share Amounts)

Financing arrangements . . . .. ... ..o u vttt $ 3,019 $ 3,019
Customer advancCes . . . . .. it 1,099 —
Notes payable, current portion. . . . . ....... ..t 120 120
Total current debt . . . . . . ... .. e 4,238 3,139
Notes payable, non-current portion. . . . ... ..... ..., 180 180

Stockholders’ equity:
Common Stock, $0.001 par value: authorized 3,500,000,000 shares;
4,643,744 shares issued and 4,630,741 shares outstanding, actual;
and 6,243,744 shares issued and 6,230,741 shares outstanding, pro

forma as adjusted for this offering™ . ... ... ... ... ... .. .. .. 5 6
Additional paid-in capital .. ........ ... .. L L o 65,360 73,287
Accumulated deficit . . . ... ... .. (44,847) (44,847)
Treasury stock, at cost, 13,003 shares . . .. ................... (4,469) (4,469)
Total stockholders’ equity . . .. ............. .. .. .. .. .. .... 16,049 23,977

Total capitalization . . ....... ... .. ... .t $ 20,467 $ 27,296

(1) The number of shares issued and outstanding exclude (i) 1,265,238 shares of common stock reserved for
issuance upon the exercise of all options outstanding as of June 30, 2010, (ii) 3,792 additional shares of
common stock reserved for future issuance under our 2007 Plan as of June 30, 2010, (iii) 1,039,703
shares of common stock reserved for issuance upon the exercise of all warrants outstanding as of
June 30, 2010, and (iv) 240,000 shares of common stock issuable upon exercise of the underwriters’
over-allotment option.

This table should be read with the section entitled “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and our consolidated financial statements and the related notes
appearing elsewhere in this Prospectus.
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DILUTION

Purchasers of common stock in this offering will suffer immediate dilution to the extent of the difference
between the public offering price per share of our common stock and the net tangible book value per share of
our common stock immediately after the completion of this offering. Dilution results from the fact that the per
share offering price of the common stock is substantially in excess of the book value per share attributable to
the existing stockholders for the presently outstanding stock.

The net tangible book value of our common stock on March 31, 2010 was $(28,000) or $(0.01) per share
of common stock. Net tangible book value per share is calculated by subtracting our total liabilities from our
total tangible assets, which is total assets less intangible assets of $16.1 million, and dividing this amount by
the number of shares of our common stock outstanding on March 31, 2010 before giving retroactive effect to
this offering.

After giving effect to the sale by us of 1,600,000 shares of common stock in this offering at the public
offering price of $6.00 per share, and after deducting our estimated offering costs, the non-accountable
expense allowance and underwriting discounts and commissions, our pro forma as adjusted net tangible book
value as of March 31, 2010 would have been $7.9 million, or $1.27 per share of our common stock. This
represents an immediate increase in net tangible book value of $1.28 per share to our existing stockholders
and an immediate dilution of $4.73 per share to new investors purchasing shares in this offering.

The following table illustrates this dilution to new investors on a per share basis:

Public offering price per share. . . .. ....... .. .. .. . . L L L. $6.00
Net tangible book value per share as of March 31,2010 . ......... $(0.01)
Increase per share attributable to this offering. . . .. .. ........... 1.28
Pro forma as adjusted net tangible book value per share after this
offering . . ... ... _1.27
Dilution in net tangible book value per share to new investors . . . ... .. $4.73

If the underwriters exercise their over-allotment option to purchase 240,000 additional shares of common
stock in full, the pro forma net tangible book value after this offering will increase to approximately $1.43 per
share, representing an increase to existing stockholders of approximately $1.44 per share, and there will be an
immediate dilution of approximately $4.57 per share to new investors.

The number of shares of our common stock to be outstanding after this offering is based on 4,630,741
shares of common stock outstanding as of March 31, 2010, and does not include:

. 1,265,238 shares of common stock issuable upon the exercise of options outstanding as of June 30,
2010;

o 3,792 additional shares of common stock reserved for future issuance under our 2007 Plan as of
June 30, 2010;

. 1,039,703 shares of common stock issuable upon the exercise of all warrants outstanding as of
June 30, 2010; and

e 240,000 shares of common stock issuable upon exercise of the underwriters’ over-allotment option.

To the extent that options and warrants outstanding as of March 31, 2010 have been or may be exercised
or other shares have been or will be issued, there will be further dilution to new investors.

In addition, we may choose to raise additional capital due to market conditions or strategic considerations
even if we believe we have sufficient funds for our current or future operating plans. To the extent that
additional capital is raised through the sale of equity or convertible securities, the issuance of these securities
could result in further dilution to our stockholders.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with, and is qualified in its entirety by, the
financial statements and the notes thereto included in this Prospectus. This discussion contains certain
forward-looking statements that involve risks, assumptions and uncertainties. When used in this Prospectus,
the words “anticipate,” “believe,” “estimate,” “expect,” “may,” “should,” “could” and similar expressions as
they relate to our management or us are intended to identify such forward-looking statements. Our actual
results, performance or achievements could differ materially from those expressed in, or implied by, these
Jorward-looking statements as a result of various factors, including, but not limited to, those presented under
“Risk Factors” and elsewhere herein. Historical operating results are not necessarily indicative of the trends
in operating results for any future period.

FERrYs o«

Overview

We are a developer, publisher, and distributor of interactive entertainment software targeting
family-oriented mass-market consumers with retail prices ranging from $9.99 to $49.99 per title. Unlike most
video game companies, we typically conceive of game concepts internally and then utilize external
development teams and resources to develop the software products. Our entertainment software is developed
for use on major consoles, handheld gaming devices, personal computers, and mobile smart-phone devices.
We currently develop and/or publish video games that operate on platforms including Nintendo’s Wii, DS and
Game Boy Advance, Sony’s PSP, PS2 and PS3, Microsoft’s Xbox 360 and Apple’s iPhone. We also develop
and seek to sell downloadable games for emerging ‘“‘connected services’ including Microsoft’s Xbox Live
Arcade, Sony’s PlayStation 3 Network, Nintendo’s Dsiware, Facebook, and for use on PCs. In addition, we
operate our website indiePub Games, www.indiepubgames.com, for independent software developers to
compete for prizes and publishing contracts. indiePub Games is also a destination site for gaming enthusiasts
to play free games, vote in contests, and participate in the development of innovative entertainment software.

Our current video game titles and overall business strategy target family-oriented, mass-market
consumers. Rather than depending on a relatively limited number of ““blockbuster’ titles to generate our
revenue, we focus on delivering a consistent portfolio and broad stream of strong titles at compelling values.
In some instances, these titles are based on licenses of well-known properties such as Jeep, Hello Kitty,
Shawn Johnson, and Remington, and in other cases, based on our original intellectual property. Our games
span a diverse range of categories, including sports, family, racing, game-show, strategy and action-adventure,
among others. In addition, we develop video game titles that are bundled with unique accessories such as
fishing rods, bows, steering wheels, and guns, which help to differentiate our products and provide additional
value to our target demographic. Our focus is to create more product and value for our customer while
simultaneously putting downward pressure on our development expenditures and time to market.

Zoo Entertainment; Merger with Zoo Games

Zoo Entertainment, Inc. was originally incorporated in the State of Nevada on February 13, 2003 under
the name Driftwood Ventures, Inc. On December 20, 2007, through a merger, the Company reincorporated in
the State of Delaware as a public shell company with no operations.

On July 7, 2008, the Company entered into an Agreement and Plan of Merger, as subsequently amended
on September 12, 2008 (the “Merger Agreement”) with DFTW Merger Sub, Inc., a Delaware corporation and
a wholly-owned subsidiary of the Company (“Merger Sub”), Zoo Games and a stockholder representative,
pursuant to which Merger Sub would merge with and into Zoo Games, with Zoo Games as the surviving
corporation (the “Merger”’). In connection with the Merger, all of the outstanding shares of common stock of
Zoo Games were exchanged for common stock of the Company.

On September 12, 2008, the Company, Merger Sub, Zoo Games and the stockholder representative
completed the Merger and each outstanding share of Zoo Games common stock, $0.001 par value per share
(the “Zoo Games Common Stock”), on a fully-converted basis, converted automatically into and became
exchangeable for shares of the Company’s common stock, $0.001 par value per share, based on an exchange
ratio equal to 7.023274. In addition, each of the 559 options to purchase shares of Zoo Games Common Stock
(the “Zoo Games Options’’) outstanding under Zoo Games’ 2008 Long-Term Incentive Plan were assumed by
the Company, subject to the same terms and conditions as were applicable under such plan immediately prior
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to the Merger, and converted into 405 options to purchase shares of the Company’s common stock at an
exercise price of $1,548 per share, 703 options to purchase shares of the Company’s common stock at an
exercise price of $1,350 per share and 2,814 options to purchase shares of the Company’s common stock at an
exercise price of $912 per share. The 411 warrants to purchase shares of Zoo Games Common Stock
outstanding at the time of the Merger (the “Zoo Games Warrants™) were assumed by the Company and
converted into 2,383 warrants to acquire shares of the Company’s common stock at an exercise price of
$1,704 and 531 warrants to acquire shares of the Company’s common stock at an exercise price of $1,278 per
share. The merger consideration consisted of (i) 43,498 shares of the Company’s common stock, (ii) the
reservation of 3,922 shares of the Company’s common stock required for the assumption of the Zoo Games
Options and (iii) the reservation of 2,914 shares of the Company’s common stock required for the assumption
of the Zoo Games Warrants.

Upon the closing of the Merger, as the sole remedy for the Zoo Games stockholders’ indemnity
obligations, on behalf of the Zoo Games stockholders pursuant to the Merger Agreement, the Company
deposited 4,350 shares of the Company’s common stock (the “Escrow Shares’), otherwise payable to such
stockholders, into escrow to be held by the escrow agent until December 31, 2009 in accordance with the
terms and conditions of an escrow agreement. No claims were made against the Zoo Games stockholders
pursuant to the Merger Agreement, and the Escrow Shares were released from escrow.

Effective as of the closing of the Merger, Zoo Games became our wholly-owned subsidiary. As a result
thereof, the historical and current business operations of Zoo Games now comprise our principal business
operations.

Zoo Games was treated as the acquirer for accounting purposes in the reverse merger and the financial
statements of the Company represent the historical activity of Zoo Games and consolidate the activity of Zoo
beginning on September 12, 2008, the date of the reverse merger.

Zoo Games

Zoo Games commenced operations in March 2007 as Green Screen Interactive Software, LLC, a
Delaware limited liability company, and in May 2008, converted to a Delaware corporation. On August 14,
2008, it changed its name to Zoo Games, Inc. Since its initial organization and financing, Zoo Games
embarked on a strategy of partnering with and/or acquiring companies with compelling intellectual property,
distribution capabilities, and/or management with demonstrated records of success.

In June 2007, Zoo Games acquired the assets of Supervillain Studios, Inc., which were held by the
wholly-owned subsidiary of Zoo Games, Supervillain Studios, LLC. The acquisition provided Zoo Games
with access to proprietary high end casual gaming content, established video game designers, technical experts
and producers capable of providing Zoo Games with high quality, original casual games. On July 22, 2008,
Zoo Games released Order Up!, its first offering from Supervillain. In our effort to refocus our cash on our
core business, the Company sold the assets of Supervillain Studios LLC back to its original owners on
September 16, 2008.

In December 2007, Zoo Games acquired the capital stock of Zoo Publishing. The acquisition of Zoo
Publishing provided Zoo Games with a profitable core business and North American distribution and further
enhanced its experienced management team. Zoo Publishing distributes software titles throughout North
America and generated over $30 million in annual revenue in 2007. Zoo Publishing exploits its development
expertise, in combination with its sales, marketing and licensing expertise, to target the rapidly expanding
market for casual games, particularly on Nintendo’s platforms, where Zoo Publishing has experienced
considerable success. By nurturing and growing this business unit, Zoo Games believes it will be able to
rapidly build a much larger distribution network, enabling it to place a significant number of software titles
with major retailers.
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In April 2008, Zoo Games acquired the capital stock of Zoo Digital, a business operated in the
United Kingdom. This acquisition provided Zoo Games with a profitable core business in the United Kingdom
and European distribution and further enhanced its experienced management team. Zoo Digital distributes
software titles in Europe and generated over $6.8 million in annual revenue in 2007. In our effort to refocus
our cash on our core business operations, the Company sold Zoo Digital back to its original owners on
November 28, 2008.

In May 2009, we formed a new company in the United Kingdom that is a wholly-owned subsidiary of
Zoo Games called Zoo Entertainment Europe Ltd., to focus on the sales and distribution of our products in
Europe. In our effort to refocus our cash on our core business operations, we discontinued the operations of
Zoo Europe effective December 2009.

The financial statements of Zoo Entertainment and Zoo Games include operations of each division from
the date that they were acquired. Currently, we have determined that we operate in one segment in the
United States. The results for Supervillain, Repliqa and Zoo Digital are included in discontinued operations
for the periods presented.

Results of Operations

For the Three Months Ended March 31, 2010 as Compared to the Three Months Ended March 31, 2009

The following table sets forth, for the period indicated, the amount and percentage of net revenue for
significant line items in our statement of operations:

For The Three Months Ended March 31,

2010 2009
(Amounts in Thousands Except Per Share Data)

Revenue. . . ... ... .. ... ... ... . .. ... $17,132 100% $13,884 100%
Costof goodssold. . . ................... 13,515 l9 11,483 ﬁ
Gross profit .. ....... .. ... ... 3,617 21 2,401 17
Operating expenses:
General and administrative . . ... ........... 1,605 9 1,394 10
Selling and marketing . .. ................ 836 5 863 6
Research and development . .. ............. — — 80 1
Depreciation and amortization. . . .. ......... 500 3 434 3
Total operating expenses. . . .. ............. 2,941 17 2,771 20
Income (loss) from operations. . . .. ......... 676 4 (370) 3)
Interest expense, net . . .................. 253 1 1,033 7
Income (loss) from operations before income tax

EXPENSE v v vt e 423 3 (1,403) (10)
Income tax expense . . .. ................. 133 1 — =
Net income (10SS) . ... ... ... $ 290 2% $(1,403) (10)%
Earnings (loss) per common share:

Basic . . ..ot $ 0.26 $(22.01)

Diluted. ... ......... ... ... .. ....... $ 0.10 $(22.01)
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Net Revenues. Net revenues for the three months ended March 31, 2010 were approximately
$17.1 million, compared to approximately $13.9 million for the three months ended March 31, 2009, all
consisting of casual game sales in North America. The breakdown of gross sales by platform is as follows:

Three Months Ended

March 31,
2010 2009
Nintendo Wii . . . ... ... . e 68% 64%
Nintendo DS. . . . . ... . e 32 32
Sony PS2. . 0 2
Microsoft XboX. . . . . ... 0 2

The biggest sellers during the 2010 period were (i) Deal or No Deal on the Nintendo Wii platform,
(ii) Deer Drive bundled with our gun blaster for the Nintendo Wii platform, and (iii) Dream Chronicles on the
Nintendo DS platform. The various Wii games bundled with our gun blaster accounted for approximately 21%
of our revenue during the 2010 period, accounting for most of the revenue increase from the 2009 period to
the 2010 period. The biggest sellers during the 2009 period were (i) Deal or No Deal, (ii)) M&M Kart Racing,
and (iii) Calvin Tucker’s Redneck Jamboree, all on the Nintendo Wii platform. The 2010 period consisted of
approximately 1.53 million units sold in North America at an average gross price of $11.22, while the 2009
period consisted of approximately 1.46 million units sold in North America at an average gross price of
$10.04. The average price increase resulted primarily from the inclusion of the higher priced game bundles
sold in 2010, offset, in part, by various older products that were sold at lower prices in the 2010 period than
in the 2009 period. In addition, we continue to increase our customer base and distribution channels,
providing us with more outlets for the sales of our products.

Gross Profit.  Gross profit for the three months ended March 31, 2010 was approximately $3.6 million,
or 21% of net revenue, while the gross profit for the three months ended March 31, 2009 was approximately
$2.4 million, or 17% of net revenue. The costs included in the cost of goods sold consist of manufacturing
and packaging costs, royalties due to licensors relating to the current period’s revenues and the amortization of
product development costs relating to the current period’s revenues. The Atari sales agreement was in place
for all sales during the entire 2009 period and Atari’s fees recorded as a reduction in revenue during the 2009
period were approximately $1.5 million (10% of net revenue). The Atari agreement was in place for only
certain sales during the 2010 period and Atari’s fees recorded as a reduction in revenue during the 2010
period were $625,000 (4% of net revenue). For those sales that were not distributed through Atari, the
Company pays the shipping costs. The net improvement to the gross margin in the 2010 period from the 2009
period was due mainly to the reduction in the percentage of sales distributed through Atari by 6%. This
improvement was partially offset by a 3% increase in shipping costs, as a percentage of revenue, which is a
result of the Company being responsible for shipping costs for sales not distributed through Atari.

General and Administrative Expenses. General and administrative expenses for the three months ended
March 31, 2010 were approximately $1.6 million as compared to $1.4 million for the comparable period in
2009. The 2010 period included $246,000 of non-cash stock-based compensation due to the issuance of stock
and options to certain directors and employees, while the 2009 period included only $22,000 of non-cash
stock-based compensation. Without this stock-based compensation, the general and administrative expenses
actually decreased less than 1% from the 2009 to 2010 period.

Selling and Marketing Expenses. Selling and marketing expenses decreased 3% to $836,000 for the
three months ended March 31, 2010 from $863,000 for the three months ended March 31, 2009 due primarily
to lower average salaries, partially offset by increased sales commissions during the 2010 period as compared
with the prior year. These expenses all relate to the sales of casual games in North America and consist
primarily of the salaries, commissions and related costs for Zoo Publishing.
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Research and Development Expenses. Research and development expenses for the three months ended
March 31, 2010 were $0 as compared to $80,000 for the three months ended March 31, 2009. This expense is
generally a direct result of our decision to discontinue the development of certain games. The 2009 expense
resulted from discontinuing one video game project during the period while none were discontinued during the
2010 period.

Depreciation and Amortization Expenses. Depreciation and amortization costs for the three months
ended March 31, 2010 were $500,000 as compared to $434,000 in the prior period. Both periods include
$412,000 resulting from the amortization of intangibles acquired from the Zoo Publishing acquisition. The
2010 period also includes $65,000 resulting from the amortization of content intangibles obtained from the
New World IP license in May 2009. The balance relates to depreciation of fixed assets during the period.

Interest Expense. Interest expense for the three months ended March 31, 2010 was $253,000 as
compared to approximately $1.0 million for the three months ended March 31, 2009. The 2010 period
includes $30,000 of interest on the Solutions 2 Go loan and $100,000 of non-cash interest relating to the
warrants issued for the Solutions 2 Go exclusive distribution rights. Interest paid by Zoo Publishing in the
2010 period for the receivable factoring facility was $117,000. The 2009 period includes $698,000 of non-
cash interest expense relating to the amortization on the Zoo Entertainment Notes, $135,000 of interest
relating to the Zoo Entertainment Notes and approximately $195,000 of interest on the various promissory
notes due to the sellers of Zoo Publishing of which $160,000 is non-cash interest imputed at the then market
rate.

Income Tax Benefit. We recorded an income tax expense of $133,000 for the three months ended
March 31, 2010 against pretax income of $423,000. For the three months ended March 31, 2009, we recorded
no income tax benefit against the $1.4 million pretax loss because we had already maximized the benefit of
our loss carryforward.

Earnings (Loss) Per Common Share. 'The basic earnings per share for the three months ended
March 31, 2010 was $0.26 based on a weighted average shares outstanding for the period of approximately
1.1 million, while the basic loss per common share for the three months ended March 31, 2009 was $(22.01),
based on a weighted average shares outstanding for the period of 63,740. The diluted earnings per share for
the three months ended March 31, 2010 was $0.10 based on a weighted average shares outstanding for the
period of approximately 2.9 million, while the basic loss per common share for the three months ended
March 31, 2009 was $(22.01), based on a weighted average shares outstanding for the period of 63,740.
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For the Year Ended December 31, 2009 as Compared to the Year Ended December 31, 2008

The following table sets forth, for the period indicated, the amount and percentage of net revenue for
significant line items in our statement of operations:

Year Ended December 31,

2009 2008
(Amounts in Thousands Except Per Share Data)

Revenue. . ........ ... .. .. .. .. .. .. .... $ 48,709 100% $ 36,313 100%
Costof goodssold. . . ................... 39,815 82 30,883 85
Gross profit . ........ ... ... .. . .. . ... ... 8,894 18 5,430 15
Operating expenses:
General and administrative . . . ... .......... 6,788 14 10,484 29
Selling and marketing . .. ................ 2,484 5 4,548 13
Research and development . . . .. .. ......... 390 1 5,857 16
Impairment of goodwill . .. ............... 14,704 30 — —
Depreciation and amortization. . . .. ......... 1,875 4 1,760 5
Total operating expenses. . . ... ............ 26,241 54 22,649 62
Loss from operations . . . .. ............... (17,347) (36) (17,219) A7
Interest expense, net . . .................. (2,975) (6) (3,638) (10)
Gain on extinguishment of debt. . . .. ... ..... 5,315 11 — —
Gain on legal settlement. . .. ... ........... 4,328 9 — —
Other income — insurance recovery. . . .. ...... 860 2 1,200 3
Loss from continuing operations before income

tax (expense) benefit. . . ... ...... .. ... .. (9,819) (20) (19,657) (54)
Income tax (expense) benefit. . .. ........... (3,143) _(6) 4,696 13
Loss from continuing operations . .. ......... (12,962) 27 (14,961) 41)
Loss from discontinued operations net of tax

benefit . ..... .. ... ... (235) — (6,734) (19
Netloss. . ... $(13,197) Q27N%  $(21,695) (60)%
Loss per common share from continuing

operations — basic and diluted . ........... $  (234) $ (354)

Net Revenues

Net revenues for the year ended December 31, 2009 were approximately $48.7 million, an increase of
approximately 34% over the revenues for the year ended December 31, 2008 of approximately $36.3 million,
primarily all consisting of casual game sales in North America.

Because of a fire in our third party warehouse in October 2008, we entered into a distribution agreement
with Atari that has remained in effect for certain customers through 2009. Pursuant to this agreement, we sell
product to Atari at a discount and they distribute product to certain of our customers. The sales in 2009 are
recorded net of the $3.7 million fee to Atari and the sales in 2008 are recorded net of the $1.4 million fee to
Atari. Without the Atari fee, the sales increase from 2008 to 2009 would have been 39%.

The breakdown of gross sales by platform is as follows:

Year Ended December 31,

2009 2008
Nintendo Wil . . . ... . 64% 45%
Nintendo DS. . . . .. ... e 31 50
Sony PS2. .o 3 2
Microsoft XboX. . . ..o 2 0
Nintendo Game Boy Advance . . . .. ....... ... .. .. .. .. .. ..... 0 2
Sony PSP. . . 0 1
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The best sellers during the 2009 period were (i) Deal or No Deal, (ii) M&M Kart Racing, and (iii) M&M
Beach Party, all on the Nintendo Wii platform. The various Wii games bundled with our gun blaster product,
which were introduced in the latter half of 2009, accounted for approximately 10% of our sales during 2009
and contributed to the increase in average gross selling price per game as compared to 2008. The biggest
sellers during the 2008 period were (i) M&M Kart Racing on the Nintendo Wii platform, (ii) the compilation
of Battle Ship, Connect 4, Sorry and Trouble on the Nintendo DS platform, and (iii) Deal or No Deal on the
Nintendo DS platform. Approximately 5.2 million units were sold in North America at an average gross price
of $9.73 in 2009 as compared to approximately 4.1 million units sold for an average gross price of $9.57 in
2008. The increase in unit sales was primarily a result of both new games introduced in 2009 and new
customers and distribution channels to sell our product to in 2009. Net sales allowances provided to customers
for returns, markdowns, price protection and other deductions was 6.4% of gross sales for 2009 as compared
to 7.4% of gross sales for 2008. The 2009 period includes approximately $1.1 million from sales and royalties
earned from sales of our product outside North America, while the continuing operations in the 2008 period
do not include any sales or royalties earned from sales outside North America.

Gross Profit

Gross profit for the year ended December 31, 2009 was approximately $8.9 million, or 18% of net
revenue, while the gross profit for the year ended December 31, 2008 was approximately $5.4 million, or 15%
of net revenue. The costs included in the cost of goods sold consist of manufacturing and packaging costs,
royalties due to licensors relating to the current period’s revenues and the amortization of product
development costs relating to the current period’s revenues. The sales agreement with Atari, Inc. (““Atari’’)
was in place during the entire 2009 period and for three months during 2008. Atari’s fees that are recorded as
a reduction in revenue during 2009 were approximately $3.7 million as compared to $1.4 million for the three
months that the agreement was in effect in 2008. Without the fees to Atari, the gross profit would have been
24% of net revenue in 2009 and 18% of net revenue in 2008. As part of our business plan to focus on higher
margin games and more cost effective product licenses, we opted to discontinue certain lower-margin products
in the 2009 period through the accelerated sale of such products at lower than normal prices. The increased
average selling price of the gun bundles that were introduced in the latter part of 2009 helped to offset the
reduced margin of the products discontinued in that year. The 2008 period also included a close-out initiative
for a license that terminated during that period resulting in similar overall margins for the 2008 period. The
2008 period included an unusually large amount of amortization of product development costs for a game
developed internally that did not earn out its development cost at the expected rate, resulting in an additional
2% charge to the cost of goods sold and therefore a 2% decrease in the gross margin for 2008.

General and Administrative Expenses

General and administrative expenses for the year ended December 31, 2009 were approximately
$6.8 million as compared to $10.5 million for the year ended December 31, 2008. A reduction in the corporate
headcount in the New York office from 2008 to 2009 resulted in approximately $1.7 million of the decrease
from reduced salaries, rent and related expenses. Additional costs incurred in the 2008 period resulted from
the Company’s reverse merger and costs relating to going public, which were approximately $964,000 in
accounting and legal fees and approximately $582,000 in other consulting costs. These costs did not recur in
2009. Equity compensation included in general and administrative expenses are approximately $592,000 in
2009 and approximately $1.6 million in 2008. During 2009 we incurred approximately $856,000 in cost for
our European sales office that both began and was closed during 2009. These costs are included in the 2009
general and administrative expenses.

Selling and Marketing Expenses

Selling and marketing expenses for the years ended December 31, 2009 and 2008 were approximately
$2.5 million and $4.5 million, respectively. These expenses all relate to the sales of casual games in North
America and consist primarily of the salaries, commissions and related costs for Zoo Publishing. The expenses
in the 2009 period reflect a reduction in salaries and related costs of $949,000 from the 2008 period due to
the transition of that operation from New Jersey to Ohio in 2009 and resulting reduction in headcount and
base salaries. The balance of the variance resulted primarily from approximately $1.0 million in advertising
and marketing expenses incurred in 2008 for various products that did not recur in 2009.
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Research and Development Expenses

Research and development expenses were $390,000 in 2009 as compared to approximately $5.9 million
in 2008. These expenses are a direct result of our decision to discontinue the development of certain games
during these periods. The 2008 costs consisted of approximately $5.1 million relating to various video game
products that were discontinued during the year and approximately $720,000 for a video game that was still in
development that we deemed unrecoverable in 2008. The Company has modified its business model to focus
on casual products which carry significantly lower development risks and costs.

Impairment of Goodwill

The Company incurred a triggering event as of September 30, 2009 based on the equity infusion of
approximately $4.0 million for 50% ownership in our equity and the conversion of the existing convertible
debt during the fourth quarter of 2009. As such, we performed an impairment analysis, resulting in the full
impairment of goodwill of $14.7 million.

Depreciation and Amortization Expenses

Depreciation and amortization costs for the year ended December 31, 2009 were approximately
$1.9 million as compared to approximately $1.8 million in 2008. The amortization of intangibles acquired
from the Zoo Publishing acquisition that is included in these amounts is approximately $1.6 million for both
2009 and 2008. The 2009 period includes $130,000 resulting from the amortization of content intangibles
obtained from the New World IP license in May 2009. The balance relates to depreciation of fixed assets
during the period.

Interest Expense

Interest expense for 2009 was approximately $3.0 million as compared to approximately $3.6 million for
2008. The 2009 period includes approximately $1.6 million of non-cash interest expense relating to the
amortization on the Zoo Entertainment notes, $496,000 of interest relating to the Zoo Entertainment notes and
approximately $358,000 of interest on the various promissory notes due to the sellers of Zoo Publishing, of
which $294,000 is non-cash interest imputed at the then market rate. In addition, the 2009 period includes
$58,000 of interest on the Solutions 2 Go loan and $132,000 of non-cash interest relating to the warrants
issued for the Solutions 2 Go exclusive distribution rights. Interest paid by Zoo Publishing in 2009 for the
receivable factoring facility and other financing arrangements were $354,000. The 2008 period includes
$1.3 million of non-cash interest expense relating to the amortization on the Zoo Entertainment notes,
$610,000 of non-cash interest expense relating to the accelerated amortization of the debt discount resulting
from the early extinguishment of debt and approximately $1.2 million of interest on the various promissory
notes due to the sellers of Zoo Publishing of which $1.0 million is non-cash interest imputed at the then
market rate. Also included in 2008 is $536,000 of interest expense on other notes including the Zoo
Entertainment notes.

Gain on Extinguishment of Debt

The 2009 period includes approximately $5.3 million of gain on extinguishment of debt resulting from
the November 2009 conversion of approximately $11.9 million of existing debt, including related accrued
interest, into 1,188,439 shares of Series B Convertible Preferred Stock (““Series B Preferred Stock’) that
subsequently converted into 1,980,739 shares of common stock in March 2010. The total fair value of the
Series B Preferred Stock was determined to be approximately $3.0 million, based on a $1.50 value per
common share, the same value per share as the sale of Series A Preferred Stock with identical rights and
features. Of the $8.9 million gain on extinguishment of debt, approximately $3.6 million is recorded as
additional paid-in-capital because that debt holder was also a shareholder with a beneficial ownership of
greater than 10% of our outstanding common stock at the time of the debt conversion and deemed to be a
related party. The remaining $5.3 million balance was recorded as a gain on extinguishment of the debt.
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Gain on Legal Settlement

During the 2009 period, we settled a lawsuit brought by the former sellers of Zoo Publishing, resulting in
a net gain on settlement of approximately $4.3 million. The settlement eliminated the Company’s obligations
for certain outstanding notes, employee loans and other obligations for an aggregate amount of approximately
$3.9 million. The settlement returned 9,274 shares to treasury valued at approximately $1.1 million. The
Company’s remaining cash obligations and litigation expense amounted to approximately $710,000, resulting
in a net gain on settlement of approximately $4.3 million.

Other Income — Insurance Recovery

During the 2009 period, our third party warehouse received $860,000 from their insurance company
relating to losses incurred by us from a fire in October 2008. Those proceeds were applied against other
amounts due from us to the third party warehouse and are reported as Other Income in 2009. In 2008, we
received $1.2 million from our insurance company relating to business losses incurred from the same fire at a
third party warehouse that housed our inventory in October 2008.

Income Tax (Expense) Benefit

We recorded an income tax expense of approximately $3.1 million for the year ended December 31,
2009. There were various book to tax differences that resulted in us having taxable income for 2009; the
income tax expense, in part, is based on permanent differences that are non-deductible for tax purposes,
predominantly related to the impairment of goodwill. The net deferred tax component of the tax expense is
approximately $2.9 million. During the year ended December 31, 2008, we recorded a tax benefit of
approximately $6.1 million, approximately $4.7 million was from continuing operations and approximately
$1.4 million was attributed to discontinued operations.

Loss from Discontinued Operations

During the year ended December 31, 2009, we wrote-off $235,000 relating to the balance due from the
sale of Zoo Digital in 2008 because it was determined to be uncollectible during this period. During the year
ended December 31, 2008, we incurred an aggregate of approximately $6.7 million in net losses, net of an
approximately $1.4 million tax benefit, from four operating divisions which were subsequently discontinued,
so the net losses relating to those operations are recorded separately as a loss from discontinued operations.
The loss relating to Zoo Digital was approximately $4.6 million, the loss relating to Supervillain was
approximately $3.2 million, the loss relating to Repliqa was $219,000 and the loss relating to the on-line
initiative was $146,000.

Loss per Common Share from Continuing Operations

The loss per common share from continuing operations for the year ended December 31, 2009 was $234,
based on a weighted average shares outstanding for the period of 55,826, versus a loss per share from
continuing operations of $354, based on a weighted average shares outstanding of 42,324 for the year ended
December 31, 2008.

Liquidity and Capital Resources

March 31, 2010

We earned net income of $290,000 for the three months ended March 31, 2010 and incurred a net loss of
approximately $1.4 million for the three months ended March 31, 2009. Our principal source of cash during
the 2010 period was from the use of our purchase order and receivable financing arrangements and cash
generated from operations. Net cash used in operating activities for the three months ended March 31, 2010
was $3.1 million, consisting primarily of the use of customer advances for product sales in the current quarter,
product development costs, building inventory for future sales and an increase in receivables as we became
less dependent on prepayments from Atari. Net cash provided by operating activities for the three months
ended March 31, 2009 was $470,000, primarily consisting of reduction in inventory and accounts receivable
and an increase in accounts payable, offset by payments of accrued expenses and product development costs.
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December 31, 2009

We incurred a loss from continuing operations of approximately $13.0 million, including an impairment
charge related to goodwill of $14.7 million, for the year ended December 31, 2009 and a net loss of
approximately $15.0 million from continuing operations for the year ended December 31, 2008. Our principal
sources of cash during the 2009 period were proceeds from the $5.0 million equity raise in the fourth quarter
of 2009, cash generated from the use of our purchase order and receivable financing arrangements, and cash
generated from operations throughout the year.

Net cash used in continuing operations for the year ended December 31, 2009 was approximately
$5.5 million, while net cash used in continuing operations for the year ended December 31, 2008 was
$12.1 million. The specifics of the Atari sales agreement, which was in effect during the 2009 period for some
of our customers, where Atari prepays us for the cost of goods for most of our sales and pays the balance due
within 15 days of shipping the product, resulted in significant improvements for our cash provided from
operations in the 2009 period, as compared to the 2008 period. The nature of the customer advances from
Atari also reduces our receivables, as compared to standard trade sales where we generally would not collect
the receivable until up to 60 days after shipment of our goods. As of the end of December 2008, Atari was
distributing for all of our customers, while at the end of December 2009, Atari was distributing for only
certain customers. The net increase in receivables for the year ended December 31, 2009 was approximately
$2.2 million, while the net increase in receivables for the year ended December 31, 2008 was approximately
$500,000. The inventory decreased by approximately $1.0 million from December 31, 2008 to December 31,
2009 as we made an effort to minimize our cash outlay for product by building product to order and
increasing our inventory turns. Also in the 2008 period, we were spending more cash developing higher-cost
video games that had a longer development cycle which put a strain on our working capital for that period. In
2009, we focused mostly on developing lower-cost video games and our cash constraints also limited our
spending on development of new video games in 2009.

Net cash used in investing activities for the year ended December 31, 2009 was $338,000, while net cash
provided by investing activities for the year ended December 31, 2008 was approximately $2.1 million. The
cash used in the 2009 period consisted of $312,000 invested for intellectual property and $26,000 for the
purchase of fixed assets. During the 2008 period, the Company benefited from the receipt of approximately
$1.7 million of cash from the reverse merger and used $67,000 cash for the purchase of fixed assets.

Net cash provided by financing activities for the year ended December 31, 2009 was approximately
$7.6 million, while net cash provided by financing activities for the year ended December 31, 2008 was
approximately $12.9 million. The 2009 period includes approximately $90,000, net, repaid to the purchase
order financing facility and net proceeds of approximately $900,000 received from the receivable factoring
facility, as well as $7,000 from the exercise of warrants. In addition, we received a $2.0 million customer
advance from Solutions 2 Go, Inc. in the 2009 period for exclusive Canadian distribution rights which is
being treated as a loan due to the fixed maturity date and interest bearing features of the advance. During
2008 we received approximately $6.1 million from the sale of equity securities, received approximately
$8.8 million from the issuance of convertible notes and repaid a net amount of approximately $2.0 million for
the purchase order financing and factor arrangements.

The $5.0 million sale of our Series A Preferred Stock and common stock purchase warrants that closed
on November 20, 2009 and December 16, 2009, and the conversion in November 2009 of approximately
$11.9 million underlying our convertible notes into equity, put us into a positive net working capital position
of approximately $5.6 million as of December 31, 2009.

Factoring Facility

Zoo Publishing has a factoring facility with our factor, Working Capital Solutions, Inc. (“WCS”), which
utilizes existing accounts receivable in order to provide working capital to fund our continuing business
operations. Under the terms of our factoring and security agreement (the “‘Factoring Agreement’), our
receivables are sold to the factor, with recourse. The factor, in its sole discretion, determines whether or not it
will accept each receivable based upon the credit risk factor of each individual receivable or account. Once a
receivable is accepted by the factor, the factor provides funding, subject to the terms and conditions of the
factoring and security agreement. The amount remitted to us by the factor equals the invoice amount of the
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receivable adjusted for any discounts or allowances provided to the account, less 25%, which is deposited into
a reserve account established pursuant to the agreement, less allowances and fees. In the event of default,
valid payment dispute, breach of warranty, insolvency or bankruptcy on the part of the receivable account, the
factor can require the receivable to be repurchased by us in accordance with the agreement. The amounts to
be paid by us to the factor for any accepted receivable include a factoring fee of 0.6% for each ten (10) day
period the account is open. For the three months ended March 31, 2010, we sold approximately $4.2 million
of receivables to the factor with recourse and paid fees of $117,000. At March 31, 2010, accounts receivable
and due from factor included approximately $2.8 million of amounts due from our customers to the factor.
The factor had an advance outstanding to the Company of approximately $1.9 million as of March 31, 2010.

On April 1, 2010, Zoo Publishing, Zoo Games and the Company entered into a First Amendment to
Factoring and Security Agreement pursuant to which the parties amended the Factoring Agreement to, among
other things: (i) increase the maximum amount of funds available pursuant to the factoring facility to
$5,250,000; and (ii) extend its term to a period initially ending on April 1, 2012, subject to automatic renewal
for successive one year periods unless Zoo Publishing terminates the Factoring Agreement with written notice
90 days prior to the next anniversary of the date of the Factoring Agreement, or unless Zoo Publishing
terminates the Factoring Agreement on a date other than an anniversary date with 30 days prior written notice.

Purchase Order Facility

In addition to the receivable financing agreement with WCS, Zoo Publishing also utilizes purchase order
financing with Wells Fargo Bank, National Association (‘“Wells Fargo™) to fund the manufacturing of video
game products. Under the terms of that certain assignment agreement (the ‘“Assignment Agreement’’), we
assign purchase orders received from customers to Wells Fargo, and request that Wells Fargo purchase the
required materials to fulfill such purchase orders. Wells Fargo, which may accept or decline the assignment of
specific purchase orders, retains us to manufacture, process and ship ordered goods, and pays us for our
services upon Wells Fargo’s receipt of payment from the customers for such ordered goods. Upon payment in
full of the purchase order invoice by the applicable customer to Wells Fargo, Wells Fargo re-assigns the
applicable purchase order to us. We pay to Wells Fargo a commitment fee in the aggregate amount of
$337,500, on the earlier of the 12 month anniversary of the date of the Assignment Agreement, or the date of
termination of the Assignment Agreement. Wells Fargo is not obligated to provide purchase order financing
under the Assignment Agreement if the aggregate outstanding funding exceeds $5,000,000. The Assignment
Agreement is for an initial term of 12 months, and continues thereafter for successive 12 month renewal terms
unless either party terminates the Assignment Agreement by written notice to the other no later than 30 days
prior to the end of the initial term or any renewal term. If the term of the Assignment Agreement is renewed
for one or more 12 month terms, for each such 12 month term, we agreed to pay to Wells Fargo a
commitment fee in the sum of $337,500, which is payable upon the earlier of the anniversary of such renewal
date or the date of termination of the Assignment Agreement. The initial and renewal commitment fees are
subject to waiver if certain product volume requirements are met.

The amount outstanding to Wells Fargo as of March 31, 2010 was approximately $1.1 million. The
interest rate is prime plus 4.0% on outstanding advances and as of March 31, 2010, the effective interest rate
was 7.25%. The charges and interest expense on the advances are included in the cost of goods sold in the
accompanying condensed consolidated statement of operations and were $203,000 and $40,000 for the
three months ended March 31, 2010 and 2009, respectively.

On April 6, 2010, Zoo Publishing, the Company and Wells Fargo entered into an amendment to the
existing agreement. Pursuant to the amendment, the parties agreed to, among other things: (i) increase the
amount of funding available pursuant to the facility to $10,000,000; (ii) reduce the set-up funding fee to 2%
and increase the total commitment fee to approximately $407,000 for the next 12 months and to $400,000 for
the following 12 months if the agreement is renewed for an additional year; (ii) reduce the interest rate to
prime plus 2% on outstanding advances; and (iii) extend its term until April 5, 2011, subject to automatic
renewal for successive 12 month terms unless either party terminates the agreement with written notice
30 days prior to the end of the initial term or any renewal term. In consideration for the extension, the
Company paid to Wells Fargo an aggregate fee of approximately $32,000.
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In connection with the Assignment Agreement, on April 6, 2009, we also entered into an amended and
restated security agreement and financing statement (the ““Security Agreement””) with Wells Fargo. The
Security Agreement amends and restates in its entirety that certain security agreement and financing statement,
by and between Transcap Trade Finance, LLC and Zoo Publishing, dated as of August 20, 2001. Pursuant to
the Security Agreement, we granted to Wells Fargo a first priority security interest in certain of our assets as
set forth in the Security Agreement, as well as a subordinate security interest in certain other of our assets (the
“Common Collateral”), which security interest is subordinate to the security interests in the Common
Collateral held by certain of our senior lenders, as set forth in the Security Agreement.

Also in connection with the Assignment Agreement, on April 6, 2009, Mark Seremet, President and Chief
Executive Officer of Zoo Games and a director of Zoo Entertainment, and David Rosenbaum, the President of
Zoo Publishing, entered into a Guaranty with Wells Fargo, pursuant to which Messrs. Seremet and Rosenbaum
agreed to guaranty the full and prompt payment and performance of the obligations under the Assignment
Agreement and the Security Agreement.

On May 12, 2009, the Company entered into a letter agreement with each of Mark Seremet and David
Rosenbaum (the “Fee Letters’), pursuant to which, in consideration for Messrs. Seremet and Rosenbaum
entering into the Guaranty with Wells Fargo for the full and prompt payment and performance by the
Company and its subsidiaries of the obligations in connection with a purchase order financing (the “Loan”),
the Company agreed to compensate Mr. Seremet in the amount of $10,000 per month, and Mr. Rosenbaum in
the amount of $7,000 per month, for so long as the executive remains employed while the Guaranty and Loan
remain in full force and effect. If the Guaranty is not released by the end of the month following termination
of employment of either Messrs. Seremet or Rosenbaum, the monthly fee shall be doubled for each month
thereafter until the Guaranty is removed.

In connection with the Series A Preferred Stock financing consummated on November 20, 2009,
Messrs. Seremet and Rosenbaum agreed to amend their respective Fee Letters, pursuant to which: in the case
of Mr. Seremet, the Company will pay to Mr. Seremet a fee of $10,000 per month for so long as the Guaranty
remains in full force and effect, but only until November 30, 2010; and, in the case of Mr. Rosenbaum, the
Company will pay to Mr. Rosenbaum a fee of $7,000 per month for so long as the Guaranty remains in full
force and effect, but only until November 30, 2010. In addition, the amended Fee Letters provide that, in
consideration of each of their continued personal guarantees, we will issue to each of Messrs. Seremet and
Rosenbaum, an option to purchase shares of common stock or restricted shares of common stock, equal to
approximately a 6.25% ownership interest on a fully diluted basis, respectively. On February 11, 2010, we
issued options to purchase 337,636 shares of common stock to each of Mark Seremet and David Rosenbaum
pursuant to the Fee Letters. The options have an exercise price of $1.50 per share and vest as follows:

72% vested immediately, 14% vest on May 12, 2010 and 14% vest on May 12, 2011. The options were
subject to the effectiveness of an amendment to our Certificate of Incorporation to effectuate a one-for-600
reverse stock split of shares of our outstanding common stock (the “Reverse Stock Split™).

On January 13, 2010, our Board of Directors and stockholders holding approximately 66.7% of our
outstanding voting capital stock approved an amendment to our Certificate of Incorporation to authorize the
Reverse Stock Split, and our Board of Directors authorized the implementation of the Reverse Stock Split on
April 23, 2010. Effective on May 10, 2010, we filed with the Secretary of State of the State of Delaware a
Certificate of Amendment to our Certificate of Incorporation (the “Certificate of Amendment”’), effecting a
reverse stock split of our common stock at a ratio of one-for-600. As a result of the Reverse Stock Split,
every 600 shares of our issued and outstanding common stock were combined into one share of our common
stock.

Other

As a result of a fire in October 2008 that destroyed our inventory and impacted our cash flow from
operations, we entered into an agreement with Atari. This agreement became effective on October 24, 2008
and provided for Zoo Publishing to sell its products to Atari without recourse and Atari would resell the
products to wholesalers and retailers that are acceptable to Atari in North America. This agreement provides
for Atari to prepay the Company for the cost of goods and pay the balance due within 15 days of shipping the
product. Atari’s fees approximate 10% of our standard selling price. Atari takes a reserve from the initial
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payment for potential customer sales allowances, returns and price protection that was analyzed and reviewed
within a sixty day period to be liquidated no later than July 31, 2009. The agreement initially expired on
March 31, 2009, but was amended to extend the term for certain customers until March 31, 2010.

Zoo Entertainment Notes

On July 7, 2008, we entered into a note purchase agreement, as amended, under which the purchasers
agreed to provide loans to us in the aggregate principal amount of $9.0 million, in consideration for the
issuance and delivery of senior secured convertible promissory notes. As partial inducement to purchase the
notes, we issued to the purchasers warrants to purchase 13,637 shares of our common stock. The notes had an
interest rate of five percent (5%) for the one year term of the note commencing from issuance, unless
extended. All of the warrants have a five year term and an exercise price of $6.00 per share. In connection
with the note purchase agreement, we satisfied a management fee obligation by issuing additional senior
secured convertible promissory notes in the principal amount of $750,000 and warrants to purchase
1,137 shares of our common stock. All of the warrants have a five year term and an exercise price of
$6.00 per share.

On September 26, 2008, we entered into a note purchase agreement, as amended, with four investors,
pursuant to which the purchasers agreed to provide a loan to us in the aggregate principal amount of
$1.4 million, in consideration for the issuance and delivery of senior secured convertible promissory notes. As
partial inducement to purchase the notes, we issued to the purchasers warrants to purchase 2,122 shares of our
common stock. The notes had an interest rate of five percent (5%) for the time period which began on
September 26, 2008 and ended on November 20, 2009. The warrants have a five year term and an exercise
price of $6.00 per share.

On November 20, 2009, the requisite holders (the “Holders’’) of our senior secured convertible notes
issued in the aggregate principal amount of $11.15 million described above agreed that if we raised a
minimum of $4.0 million of new capital, they will convert their debt into shares of Series B Preferred Stock
that will ultimately convert into shares of common stock representing approximately 36.5% of our equity. As a
result of the consummation of our sale of Series A Preferred Stock resulting in gross proceeds to us of
approximately $4.2 million, on November 20, 2009, approximately $11.9 million of principal plus accrued and
unpaid interest underlying the notes converted into an aggregate of 1,188,439 shares of Series B Preferred
Stock. On January 13, 2010, our Board of Directors and stockholders holding approximately 66.7% of our
outstanding voting capital stock approved an amendment to our Certificate of Incorporation to increase the
number of authorized shares of common stock from 250,000,000 shares to 3,500,000,000 shares (the ‘“Charter
Amendment’”). On March 10, 2010, we filed the Charter Amendment with the Secretary of State of the State
of Delaware. The Charter Amendment increased our authorized shares of common stock, from 250,000,000
shares to 3,500,000,000 shares. Upon the filing of the Charter Amendment on March 10, 2010, all of the
outstanding shares of Series B Preferred Stock automatically converted into 1,980,739 shares of our common
stock.

Zoo Publishing Notes

In connection with Zoo Games’ acquisition of Zoo Publishing, there was an outstanding 3.9% promissory
note for the benefit of the former shareholders of Zoo Publishing in the aggregate principal amount of
$2,957,500. Of that amount, $1,137,500 of the principal plus accrued and unpaid interest was scheduled to be
paid on or before September 18, 2009 and the remaining $1,820,000 plus accrued and unpaid interest was
scheduled to be paid on or before December 18, 2010. Also in connection with the acquisition of Zoo
Publishing, Zoo Games was required to pay an individual an aggregate of $608,400. Of that amount,
$292,500 was due on December 18, 2010 and $315,900 was scheduled to be paid on July 31, 2011, in cash or
our common stock based on the fair market value of our common stock as of July 31, 2011, at the election of
Zoo Games. In connection with the Settlement Agreement dated June 18, 2009, all the Zoo Publishing Notes
and the note to the individual were cancelled and no cash payments were required to be made for either the
principal amounts of the notes or the interest accrued. The net amount of the obligations relieved for the Zoo
Publishing Notes was approximately $3.0 million and is included in the Gain on Settlement on the
Consolidated Statement of Operations.
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As part of the acquisition of Zoo Publishing, Zoo Games was required to pay $1,200,000 to an employee
of Zoo Publishing. Of that amount, as of September 30, 2009, Zoo Games paid $487,000; $93,000 is past due
and $620,000 will be paid on July 31, 2011, in cash or our common stock based on the fair market value of
our common stock as of July 31, 2011, at the election of Zoo Games.

Zoo Publishing has additional debt outstanding which debt existed prior to Zoo Games’ acquisition of
that subsidiary. As of March 31, 2010, Zoo Publishing owed approximately $300,000 as a result of the
repurchase of certain stock from a former stockholder. The terms of this note are repayment in monthly
increments of $10,000.

We believe the existing cash and cash generated from operations are sufficient to meet our immediate
operating requirements along with our current financial arrangements. However, we cannot assure you that this
will be the case, and we may be required to obtain alternative or additional financing to maintain or expand
our existing operations through the sale of our securities, an increase in our credit facilities or otherwise. The
failure by us to obtain such financing, if needed, could have a material adverse effect upon our business,
financial conditions and results of operations.

Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with generally accepted accounting principles in the
United States of America (“GAAP”) requires management to make estimates and assumptions about future
events and apply judgments that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the dates of the financial statements and the reported amounts of net
revenues and expenses during the reporting periods. We base our estimates and judgments on historical
experience and current trends and other assumptions that management believes to be reasonable at the time
our consolidated financial statements are prepared. On a regular basis, management reviews the accounting
policies, assumptions, estimates and judgments to ensure that our financial statements are fairly presented in
accordance with GAAP. However, because future events and their effects cannot be determined with certainty,
actual amounts could differ significantly from these estimates.

We have identified the policies below as critical to our business operations and the understanding of our
financial results and they require management’s most difficult, subjective or complex judgments, resulting
from the need to make estimates about the effect of matters that are inherently uncertain. The impact and any
associated risks related to these policies on our business operations is discussed throughout Management’s
Discussion and Analysis of Financial Condition and Results of Operations where such policies affect our
reported and expected financial results.

Revenue Recognition

We recognize revenue upon the transfer of title and risk of loss to our customers. Accordingly, we
recognize revenue for software when (1) there is persuasive evidence that an arrangement with our customer
exists, which is generally a customer purchase order, (2) the product is delivered, (3) the selling price is fixed
or determinable, (4) collection of the customer receivable is deemed probable and (5) we do not have any
continuing obligations. Our payment arrangements with customers typically provide net 30 and 60-day terms.
Advances received from customers are reported on the balance sheet as deferred revenue until we meet our
performance obligations, at which point we recognize the revenue.

Revenue is recognized after deducting estimated reserves for returns and price concessions. In specific
circumstances when we do not have a reliable basis to estimate returns and price concessions or are unable to
determine that collection of receivables is probable, we defer the recognition of the revenue until such time as
we can reliably estimate any related returns and allowances and determine that collection of the receivables is
probable.

Allowances for Returns and Price Concessions

We accept returns and grant price concessions in connection with our publishing arrangements. Following
reductions in the price of our products, we grant price concessions to permit customers to take credits against
amounts they owe us with respect to merchandise unsold by them. Our customers must satisfy certain
conditions to entitle them to return products or receive price concessions, including compliance with
applicable payment terms and confirmation of field inventory levels.
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Our distribution arrangements with customers do not give them the right to return titles or to cancel firm
orders. However, we sometimes accept returns from our distribution customers for stock balancing and make
accommodations for customers, which include credits and returns, when demand for specific titles falls below
expectations.

We make estimates of future product returns and price concessions related to current period product
revenue. We estimate the amount of future returns and price concessions for published titles based upon,
among other factors, historical experience and performance of the titles in similar genres, historical
performance of the hardware platform, customer inventory levels, analysis of sell-through rates, sales force
and retail customer feedback, industry pricing, market conditions and changes in demand and acceptance of
our products by consumers.

Significant management judgments and estimates must be made and used in connection with establishing
the allowance for returns and price concessions in any accounting period. We believe we can make reliable
estimates of returns and price concessions. However, these estimates are inherently subjective and actual
results may differ from initial estimates as a result of changes in circumstances, market conditions and
assumptions. Adjustments to estimates are recorded in the period in which they become known.

Inventory

Inventory is stated at the lower of actual cost or market. We estimate the net realizable value of slow-
moving inventory on a title-by-title basis and charge the excess of cost over net realizable value to cost of
sales.

Product Development Costs

We utilize third party product developers to develop the titles we publish.

We frequently enter into agreements with third party developers that require us to make advance
payments for game design and enhancements. In exchange for our advance payments, we receive the
exclusive publishing and distribution rights to the finished game title as well as, in some cases, the underlying
intellectual property rights for that game. We typically enter into these agreements after we have completed
the design documentation for our products. We contract with third party developers that have proven
technology and the experience and ability to build the designed video game. As a result, technological
feasibility is determined to have been achieved at the time in which we enter the agreement and we therefore
capitalize such advance payments as prepaid product development costs. On a product by product basis, we
reduce prepaid product development costs and record amortization using the proportion of current year unit
sales and revenues to the total unit sales and revenues expected to be recorded over the life of the title.

At each balance sheet date, or earlier if an indicator of impairment exists, we evaluate the recoverability
of capitalized prepaid product development costs, advance development payments and any other unrecognized
minimum commitments that have not been paid, using an undiscounted future cash flow analysis, and charge
any amounts that are deemed unrecoverable to cost of goods sold if the product has already been released. If
the product development process is discontinued prior to completion, any prepaid unrecoverable advances are
charged to research and development expense. We use various measures to estimate future revenues for our
product titles, including past performance of similar titles and orders for titles prior to their release. For
sequels, the performance of predecessor titles is also taken into consideration.

In December 2007, the Financial Accounting Standards Board (“FASB”’) issued FASB Accounting
Standards Update (“ASU”") Topic 808-10-15, “Accounting for Collaborative Arrangements” (‘““ASC
808-10-15""), which defines collaborative arrangements and requires collaborators to present the result of
activities for which they act as the principal on a gross basis and report any payments received from (made
to) the other collaborators based on other applicable authoritative accounting literature, and in the absence of
other applicable authoritative literature, on a reasonable, rational and consistent accounting policy is to be
elected. Effective January 1, 2009, the Company adopted the provisions of ASC 808-10-15. The adoption of
this statement did not have an impact on the Company’s consolidated financial position, results of operations
or cash flows. Our arrangements with third party developers are not considered collaborative arrangements
because the third party developers do not have significant active participation in the design and development
of the video games, nor are they exposed to significant risks and rewards as their compensation is fixed and
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not contingent upon the revenue that the Company will generate from sales of our product. If we enter into
any future arrangements with product developers that are considered collaborative arrangements, we will
account for them accordingly.

Licenses and Royalties

Licenses consist of payments and guarantees made to holders of intellectual property rights for use of
their trademarks, copyrights, technology or other intellectual property rights in the development of our
products. Agreements with rights holders generally provide for guaranteed minimum royalty payments for use
of their intellectual property. When significant performance remains to be completed by the licensor, we
record payments when actually paid. Certain licenses extend over multi-year periods and encompass multiple
game titles. In addition to guaranteed minimum payments, these licenses frequently contain provisions that
could require us to pay royalties to the license holder, based on pre-agreed unit sales thresholds.

Amounts paid for licensing fees are capitalized on the balance sheet and are amortized as royalties in
cost of goods sold on a title-by-title basis at a ratio of current period revenues to the total revenues expected
to be recorded over the remaining life of the title. Similar to product development costs, we review our sales
projections quarterly to determine the likely recoverability of our capitalized licenses as well as any unpaid
minimum obligations. When management determines that the value of a license is unlikely to be recovered by
product sales, capitalized licenses are charged to cost of goods sold, based on current and expected revenues,
in the period in which such determination is made. Criteria used to evaluate expected product performance
and to estimate future sales for a title include: historical performance of comparable titles; orders for titles
prior to release; and the estimated performance of a sequel title based on the performance of the title on
which the sequel is based.

Asset Impairment

Business Combinations — Goodwill and Intangible Assets. The purchase method of accounting requires
that assets acquired and liabilities assumed be recorded at their fair values on the date of a business
acquisition. Our consolidated financial statements and results of operations reflect an acquired business from
the completion date of an acquisition. The costs to acquire a business, including transaction, integration and
restructuring costs, are allocated to the fair value of net assets acquired upon acquisition. Any excess of the
purchase price over the estimated fair values of the net tangible and intangible assets acquired is recorded as
goodwill.

Goodwill is the excess of purchase price paid over identified intangible and tangible net assets of
acquired companies. Intangible assets consist of trademarks, customer relationships, content and product
development. Certain intangible assets acquired in a business combination are recognized as assets apart from
goodwill. Identified intangibles other than goodwill are generally amortized using the straight-line method
over the period of expected benefit ranging from one to ten years, except for intellectual property, which are
usage-based intangible assets that are amortized using the shorter of the useful life or expected revenue
stream.

We perform a goodwill impairment test at least on an annual basis and whenever events or changes in
circumstances indicate that the carrying value may not be recoverable from estimated future cash flows. We
will perform tests of impairment in the fourth quarter of each fiscal year or earlier if indicators of impairment
exist. We determine the fair value of each reporting unit using a discounted cash flow analysis and compare
such values to the respective reporting unit’s carrying amount.

We incurred a triggering event as of September 30, 2009 based on the equity infusion of approximately
$4.0 million for 50% ownership in our equity and the conversion of the existing convertible debt during the
fourth quarter of 2009. As such, we performed an impairment analysis which resulted in an impairment of
goodwill of $14.7 million in 2009. There was no impairment of other intangible assets.

Long-Lived Assets Including Identifiable Intangibles. We review long-lived assets for impairment
whenever events or changes in circumstances indicate that the related carrying amounts may not be
recoverable. Determining whether impairment has occurred typically requires various estimates and
assumptions, including determining which cash flows are directly related to the potentially impaired asset, the
useful life over which cash flows will occur, their amount and the asset’s residual value, if any. In turn,
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measurement of an impairment loss requires a determination of fair value, which is based on the best
information available. We use internal discounted cash flow estimates, quoted market prices when available
and independent appraisals, as appropriate, to determine fair value. We derive the required cash flow estimates
from our historical experience and our internal business plans and apply an appropriate discount rate. See
section above entitled ‘““Asset Impairment.”

Stock-based Compensation

Stock-based compensation expense is measured at the grant date based on the fair value of the award and
is recognized as expense over the vesting period. Determining the fair value of share-based awards at the
grant date requires judgment, including, in the case of stock option awards, estimating expected stock
volatility. In addition, judgment is also required in estimating the amount of share-based awards that are
expected to be forfeited. If actual results differ significantly from these estimates, stock-based compensation
expense and our results of operations could be materially impacted.

Income Taxes

Zoo Games was a limited liability company from inception until May 16, 2008 and followed all
applicable United States tax regulations for a limited liability company. Effective May 16, 2008 when Zoo
Games was incorporated, it became necessary for us to make certain estimates and assumptions to compute
the provision for income taxes including allocations of certain transactions to different tax jurisdictions,
amounts of permanent and temporary differences, the likelihood of deferred tax assets being recovered and the
outcome of contingent tax risks. These estimates and assumptions are revised as new events occur, more
experience is acquired and additional information is obtained. The impact of these revisions is recorded in
income tax expense or benefit in the period in which they become known.

We account for uncertain income tax positions by recognizing in the consolidated financial statements
only those tax positions we determine to be more likely than not of being sustainable upon examination, based
on the technical merits of the positions, under the presumption that the taxing authorities have full knowledge
of all relevant facts. The determination of which tax positions are more likely than not sustainable requires us
to use significant judgments and estimates, which may or may not be borne out by actual results.

Recently Issued Accounting Pronouncements

Effective January 1, 2009, the Company adopted ASC Topic 815 which clarifies the determination of
whether an instrument (or an embedded feature) is indexed to an entity’s own stock. The adoption of ASC
Topic 815 did not have a significant impact on our results of operations or financial position.

In June 2009, the FASB issued ASC Topic 105 which establishes the FASB Accounting Standards
Codification (the “Codification’’) as the single source of authoritative GAAP for all non-governmental entities,
with the exception of the SEC and its staff. ASC Topic 105 changes the referencing and organization of
accounting guidance and is effective for interim and annual periods ending after September 15, 2009. Since it
is not intended to change or alter existing GAAP, the Codification did not have any impact on our financial
condition or results of operations. Going forward, FASB will not issue new standards in the form of
Statements, FASB Staff Positions, or Emerging Issues Task Force Abstracts. Instead, it will issue ASUs. The
FASB will not consider ASUs as authoritative in their own right. These updates will serve only to update the
Codification, provide background information about the guidance, and provide the bases for conclusions on
the change(s) in the Codification.

Accounting Standards Updates Not Yet Effective

There are no ASUs that are effective after March 31, 2010 that are expected to have a significant effect
on our consolidated financial position or results of operations.
Off-Balance Sheet Arrangements

As of March 31, 2010, we do not have any relationships with unconsolidated entities or financial
partners, such as entities often referred to as structured finance or special purpose entities, which would have
been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or
limited purposes. In addition, we do not have any undisclosed borrowings or debt, and we have not entered
into any synthetic leases.
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Fluctuations in Operating Results and Seasonality

We experience fluctuations in quarterly and annual operating results as a result of: the timing of the
introduction of new titles; variations in sales of titles developed for particular platforms; market acceptance of
our titles; development and promotional expenses relating to the introduction of new titles, sequels or
enhancements of existing titles; projected and actual changes in platforms; the timing and success of title
introductions by our competitors; product returns; changes in pricing policies by us and our competitors; the
size and timing of acquisitions; the timing of orders from major customers; order cancellations; and delays in
product shipment. Sales of our products are also seasonal, with peak shipments typically occurring in the
fourth calendar quarter as a result of increased demand for titles during the holiday season. Quarterly and
annual comparisons of operating results are not necessarily indicative of future operating results.
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BUSINESS

Overview

We are a developer, publisher, and distributor of interactive entertainment software targeting
family-oriented mass-market consumers with retail prices ranging from $9.99 to $49.99 per title. Unlike most
video game companies, we typically conceive of game concepts internally and then utilize external
development teams and resources to develop the software products. Our entertainment software is developed
for use on major consoles, handheld gaming devices, personal computers, and mobile smart-phone devices.
We currently develop and/or publish video games that operate on platforms including Nintendo’s Wii, DS and
Game Boy Advance, Sony’s PSP, PS2 and PS3, Microsoft’s Xbox 360 and Apple’s iPhone. We also develop
and seek to sell downloadable games for emerging ‘“‘connected services’ including Microsoft’s Xbox Live
Arcade, Sony’s PlayStation 3 Network, Nintendo’s Dsiware, Facebook, and for use on PCs. In addition, we
operate our website indiePub Games, www.indiepubgames.com, for independent software developers to
compete for prizes and publishing contracts. indiePub Games is also a destination site for gaming enthusiasts
to play free games, vote in contests, and participate in the development of innovative entertainment software.

Our current video game titles and overall business strategy target family-oriented, mass-market
consumers. Rather than depending on a relatively limited number of ““blockbuster’ titles to generate our
revenue, we focus on delivering a consistent portfolio and broad stream of strong titles at compelling values.
In some instances, these titles are based on licenses of well-known properties such as Jeep, Hello Kitty,
Shawn Johnson, and Remington, and in other cases, based on our original intellectual property. Our games
span a diverse range of categories, including sports, family, racing, game-show, strategy and action-adventure,
among others. In addition, we develop video game titles that are bundled with unique accessories such as
fishing rods, bows, steering wheels, and guns, which help to differentiate our products and provide additional
value to our target demographic. Our focus is to create more product and value for our customer while
simultaneously putting downward pressure on our development expenditures and time to market.

Industry Overview

The interactive entertainment industry is mainly comprised of video game hardware platforms, video
game software titles and peripherals. Within this industry, combined sales of hardware, software and game
peripherals were $19.6 billion within the U.S. market in 2009 as reported by an independent research firm,
NPD Group. Of that total, hardware sales were $7.1 billion, software sales totaled $9.9 billion, and peripheral
accessory sales decreased slightly to $2.5 billion. The industry, which started in the 1970’s and 1980’s with
titles such as Pong and Pac-Man, continues to expand into new market opportunities while the industry overall
is expected to reach $48.9 billion by 2011 with software revenues alone projected to reach $22.3 billion. The
industry is expected to grow at an average yearly rate of 6.2% through 2013. More than half of all Americans
claim to play personal computer and video games. The average video game player is 33 years old and has
been playing for nearly 12 years.

The introductions of new gaming platforms such as the PS3, Xbox 360, Wii and the Internet have created
additional opportunities for overall market growth. Throughout the world, consumers are spending significant
time and money playing video games that range from the traditional console titles to ““massively multiplayer”
online role-playing games (“MMOs’") and hand-held cell phone games. The online gaming experience has
expanded both the audience and the revenue opportunities for games, offering at one end of the spectrum new
types of games for more casual gamers and, at the other end, large-scale subscription multi-player experiences
for more sophisticated gamers. Gaming on mobile phones, still relatively new, was anticipated to hit
$10 billion in 2009.

The interactive entertainment software market is composed of two primary markets. The first is the
console systems market, which is comprised of software created for dedicated game consoles that use a
television as a display. The most recently released console systems include Sony’s PS3, Microsoft’s Xbox 360,
and Nintendo’s Wii. The second primary market is software created for use on PCs. In addition to these
primary markets, additional viable markets exist for the Internet, mobile/handheld systems (iPhone/iPod,
mobile phones, Sony PSP, Nintendo DS). Additionally, internet-based gaming on social networks (*‘social
gaming’’) has dramatically increased over the past two years and continues to grow rapidly. Social networks
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such as Facebook and Google’s Orkut are continually innovating new methods and channels for users to play
games while connecting and sharing with each other.

We believe that the overall growth trends within the interactive entertainment software industry are strong
and the content is becoming more broadly appealing, allowing the industry to continue to capture the younger
consumer while retaining the older player with content that is more relevant to them. In addition, we believe
that the global popularity of video games, coupled with the growing base of available markets, will continue
to permit publishers to substantially grow revenues and profits for the foreseeable future.

Interactive Entertainment Software Markets

Console Systems. The console systems market is currently dominated by three major platforms:
Microsoft’s Xbox 360, Sony’s PS3 and Nintendo’s Wii. These systems are now installed on an aggregate
worldwide basis in well over 100 million households. The console market is characterized by generational
transitions in the hardware (e.g., Sony’s PlayStation 1 to PS2), which traditionally have been times of
adaptation for existing publishers and times of opportunity for emerging publishers.

With the launch of the Xbox 360 platform in late 2005 and the 2007 launches of Sony’s PS3 and
Nintendo’s Wii, the next console transition is in full force. Cumulative worldwide sales for the Nintendo Wii
reached 50 million units in March 2009, making this the fastest-selling games console in history, surpassing
Sony’s PS2. Improvements on next-generation peripherals such as the Wii Balance Board or the PlayStation 3
Eyetoy have also contributed to increased sales in the total industry. We believe the new generation of these
systems creates additional market opportunity for us and other publishers that can access both the existing and
installed base of current-generation systems while also focusing on the creation of new titles for
next-generation systems. We believe that video game publishers will be able to generate increased margins as
the installed base of Xbox 360, PS3 and Wii achieves critical mass. These increased margins are also expected
to be driven by the elimination of some or all of the physical materials that were necessary to publish in the
past, as there is increased adoption of the digital delivery capabilities of these three consoles, enabling
consumers to download games to their consoles over the internet.

PC Systems. The Gartner Group, a market research firm, estimates that by the end of 2012 nearly 77%
of U.S. households will have at least one broadband connected computer. Meanwhile, according to a recent
Nielsen study, broadband penetration grew to 95.1% among active internet users in January 2010. PC games
are also becoming more accessible for players due to websites such as indiePub Games and Steam that allow
developers and publishers to post downloadable games in which consumers can download (for free or at a
cost) directly through the site in an efficient manner.

Mobile/Handheld System. With more than five million units sold worldwide within six months of
launch, the Sony PSP and Nintendo DS demonstrated the vitality of the handheld games business, previously
dominated by Nintendo’s Game Boy product line. The Nintendo DS has been the most successful handheld
gaming console in the marketplace, selling more than 125 million units worldwide as of December 2009. As
of May 17, 2010, 540 titles have released for Sony PSP with an average of 146,353 units sold per title, while
1,285 titles have released for Nintendo DS with an average of 167,377 units sold per title, as reported in
NPD Data. This success has fueled Nintendo to release a new handheld platform, the DSi. The portable
gaming system sold two million units in Japan during the first five months of availability. The U.S. launch
was April 5, 2009. The market for “portable” games has been substantially enhanced by the rise of more
powerful mobile phones, such as Apple’s iPhone/iPod, and Google’s Android platform, and the increased
bandwidth of mobile networks, including the 3G Network. The adoption rate of these more powerful devices
continues to gain momentum as is evident in the sale of 8.7 million iPhones during the first quarter of 2010.
According to Apple, this represented an increase of 100 percent unit growth over same period in 2009.

Internet. The next generation of hardware is resulting in a significantly higher percentage of consoles
being connected to the internet. Publishers are generating new revenue streams from the sale of downloadable
console games and other micro-transaction based games. Using systems such as Xbox Live Arcade and
PS3 Network (Home), publishers now have the ability to distribute downloadable products over the internet.
In addition, the MMO genre continues on its high growth path, with revenue expected to grow over 150%
from 2006 through 2011 according to DFC Intelligence, an independent market research firm.

45



Social networking is estimated to currently account for 11% of all time spent online in the U.S. In
December 2009, there were 248 million unique monthly users on the top eight social networks in the U.S., an
increase of 41% from January 2009 according to Mintel, a market research firm. With more than 400 million
active users worldwide and over 120 million users in the U.S. Facebook was by far the largest social network
in 2009. More importantly, 70% of its users engage with its platform applications that include interactive
games, text-based games, quizzes and puzzles. Social gaming via Facebook has quickly grown into both a
pastime for users and revenue center for developers and publishers. For example, Zynga, developer of
numerous popular Facebook games, has an annualized revenue run rate of more than $300 million according
to Reuters.

We believe the outlook for the various gaming market segments is very strong, growing rapidly in many
segments, and accessible to us.

Strategy

Our objective is to become a leading provider of casual entertainment software through traditional video
game distribution channels, as well as to become a leader in the emerging digital distribution of casual
content.

Our retail business complements our digital strategy, which allows us access to the growing market and
popularity of user-generated content. We intend to capitalize on the expanding demographics of video game
players and continue to focus on leveraging strong third party developers and user-generated content to grow a
profitable business.

Retail

We view our retail operations as our core business which provides enormous exposure and generates cash
flows allowing us to explore our digital strategies. We plan to grow and exploit our extensive catalog of
games, which currently exceeds 100 different titles. Some tactical initiatives to grow our business through
retail channels include the following:

Leverage Our Management Team’s Relationships to Increase Distribution of Our Products. Our new
executive management team is comprised of various individuals with deep backgrounds and expertise in
building and managing successful interactive entertainment software companies. The current executive team
includes the founders and former operators of Take Two Interactive Software, Jack of All Games and Paragon
Software. Collectively, the management team has over 75 years of experience growing and operating video
game companies and has deep and long-lasting relationships with many of the leading video game retailers.
We plan to leverage these relationships to increase our penetration within existing retailers and to expand our
distribution into new retailers.

Create Value Through Innovation. We believe that by fostering and promoting innovative gaming ideas,
we can deliver additional value to our customers while also increasing our revenue. Our accessory-bundled
game titles such as “Deer Drive” and “Mathews Bow Hunting” are a few examples of how we can increase
the average selling price per title by including a functional accessory as part of the game, which allows us to
capture additional incremental revenue and profit.

Exploit Current Catalog and Grow Number and Diversity of New Titles. Our current catalog includes
approximately 100 different titles addressing a variety of segments including sports, family, racing,
game-show, strategy and action-adventure. We believe that maintaining a diversified mix of products can
reduce our operating risks and enhance profitability. We typically offer our products for use on multiple
platforms to reduce the risks associated with any single platform, leverage our costs over a larger installed
hardware base, and increase unit sales. In the future, we anticipate working with third party developers to
develop new titles based on internally generated intellectual property.

Partner with World-Class Brands. We anticipate selectively growing the number of licensing deals we
currently have as we have experienced stronger sell-through rates with branded and celebrity-endorsed gaming
titles. We believe our management team’s experience in acquiring and exploiting third party licenses in the
video game market will allow us to opportunistically partner with third party intellectual property holders to
acquire licenses at attractive values which will allow us to increase both revenues and profits.
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Improve Profitability By Bringing Distribution In-House. Historically, a significant portion of our retail
products have been distributed by third party distributors. The distribution agreement with our domestic
distributor has recently expired, giving us the opportunity to sell our retail products directly to retailers. We
believe our management team’s experience will allow us to distribute our products as effectively as the
third party distributor while allowing us to capture incremental profits.

Digital

We have a full end-to-end digital distribution strategy. We recently launched the indiePub Games
community and competition website, www.indiepubgames.com, where independent developers compete for
cash prizes and the opportunity to be published by us across all platforms (consoles, online and/or mobile).
Consumers have access to hundreds of free games and vote on their favorites to help determine what games
see broader exposure. This model of user-generated intellectual property and crowd-sourced game ideas not
only lowers the cost of game development and publication, but also allows for valuable pre-production
consumer testing and feedback as part of the daily activity of people playing, rating and commenting on
independent games.

We will also seek to create and sell downloadable games for emerging digital connected services
including Microsoft’s Xbox Live Arcade, Sony’s PlayStation 3 Network and Nintendo’s Virtual Console, and
for use on PCs.

Some tactical initiatives to grow our business through digital channels include the following:

Leverage the indiePub Games’ Platform for Content and Distribution: We plan to increase the
utilization of indiePub Games for content generation from users and for distribution of our games. We believe
indiePub Games will become a more important part of our business as we build out the platform.

Utilize Digital Distribution to Lower Variable Costs and Reduce Inventory Risk: As we expand our
digital distribution capabilities, we foresee our inventory risk decreasing along with the costs associated with
having a physical inventory of games. By offering games via download, we eliminate a significant number of
variable costs associated with the physical manufacturing and distribution of our console games. Digital
distribution also offers a faster time-to-market for our products, ultimately resulting in higher margins and
increased profitability.

Products

We are a developer, publisher and distributor of casual gaming software for use on major platforms
including Nintendo’s Wii, DS and Game Boy Advance, Sony’s PSP and PS2, PCs, Microsoft’s Xbox 360, and
Apple’s iPhone.

In 2009, we released the following games:
On the Nintendo Wii Platform:

ARCADE SHOOTING GALLERY
ATV QUAD KINGS

BIGFOOT COLLISION COURSE
BUILD N RACE

CHICKEN BLASTER
CHRYSLER CLASSIC RACING
COLDSTONE SCOOP IT UP
DEAL OR NO DEAL

DEER DRIVE

DODGE RACING

DREAM DANCE & CHEER
GLACIER 2

GROOVIN BLOCKS

JELLY BELLY BALLISTIC BEAN
M&M’S BEACH PARTY
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