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PART |
ITEM 1. BUSINESS

This Report includes forwasoking statements. Statements other than statements of historical fact included
in this Report, including the statements under the headings OManagement's Discussion and Analysis of Financial
Condition and Results of Operations,O OBusinessO and elsewhere in this Report regarding future events or prospects
are forwardlooking statements. The words Omay,O Owill,0 Oexpect,0 Oanticipate,O Obelieve,0 Oestimate,O Oplan,
Ointend,O OshouldO or vaiat of these words, as well as other statements regarding matters that are not historical
fact, constitute forwardooking statements. We have based these forlearking statements on our current view with
respect to future events and financial perforeenThese views involve a number of risks and uncertainties which
could cause actual results to differ materially from those we predict in our forleaking statements and from our
past performance. Although we believe that the estimates and projaeti@tsed in our forwardooking statements
are reasonable, they may prove incorrect, and our actual results may differ, as a result of the following uncertainties
and assumptions:

¥ our business development, operating development and financial condition;

¥ our expectations of growth in demand for our products and services;

¥ the impact of competition on revenues and margins;

¥  our expansion and acquisition plans;

¥ the impact of expansion on our revenue potential, cost basis and margins;

¥ the effects of regulaty developments and legal proceedings on our business;

¥ the impact on the company and its investors from the outcome of legal proceedings discussed under Item
3 blegal Proceedings;

¥ the impact of exchange rate fluctuations; and

¥ our ability to obtain addibnal financing.

We do not intend to update or revise any forwknuking statements, whether as a result of new information,
future events or otherwise except to the extent required by law. You should interpret all subsequent written or oral
forward-looking statements attributable to us or persons acting on our behalf as being expressly qualified by the
cautionary statements in this Report. As a result, you should not place undue reliance on thesddokiayd
statements.

THE COMPANY
OVERVIEW

Private Media Group, Inc., a US incorporated company, and its subsidiaries (together referred to hereinafter
as OPrivate Media GroupO, OPrivateO, Othe CompanyO OweO or OusO) is a leading international provider of high qt
adult media content for a widenge of media platforms. Any references in this report to Milcap Media Group refers
to Milcap Media Group S.L.U.(Spain), and Milcap Media Limited refers to Milcap Media Limited (Cyprus).

Private Media Group, Inc. is incorporated in the State of Nevadaclirdance with Nevada law we
maintain a registered office at 3230 Flamingo Road, Suite 156, Las Vegas, Nevada. Our European headquarters are
located at the offices of one of our principal operating subsidiaries, Milcap Media Group, S.L.U, whose address is
Calle de la Marina 148, Floor 18, Suite D, 08005 Barcelona, Spain, telephone€933&20 80 90.

We acquire worldwide rights to still photography and motion pictures tailored to our specifications from
independent producers/directors and process thesgesrinto products suitable for popular media formats such as
print publications, DVDs and electronic media content for Internet, mobile and broadcasting distribution. We
distribute our adult media content directly, and through a network of local affihadindependent distributors,
through multiple channels, including (1) newsstands, video rental stores, travel retail and adult bookstores, (2) mail
order catalogues, (3) IPTV (Internet Protocol Television), cable, satellite and hotel television privgy,ai@nover
the Internet via proprietary and third party websites and (5) wireless telephony. In addition to media content, we also
market and distribute branded leisure and novelty products oriented to the adult entertainment lifestyle and generate



addtional sales through the licensing of dnivate trademark to third parties. In the fiscal year ended December 31,
2010, we had net sales of EUR 23.3 million and a net loss of EUR 4.3 million.

Our business was founded in 1965 and achieved initial sutoesgh our flagship publicatioRrivate, the
first full color, hardcore sex publication in the world. Today, we produce owat¥d periodical magazinBrivate
As of December 31, 2010, we had compiled a digital archive of more than two million @pdte@nd all of our 557
issues of print publications. Approximately 45,000 copies of our print publications are distributed together with DVDs
each month at retail price of approximately Euro 14.8(50.

Since 1992, we have also acquired, processedliatributed adult motion picture entertainment. We acquire
worldwide rights to motion pictures that meet our exacting standards for entertainment content and production value
from independent producers/directors, either under exclusive contracts oreetaade basis. We then process these
motion pictures to ensure consistent image quality and prepare and customize them for distribution in several formats,
including DVDs, broadcasting, which includes IPTV, cable, satellite and hotel television progmgrandrthe
Internet. Our proprietary motion pictures and those produced by joint ventures in which we participate have received
more than 180 industry awards since 1994, evidencing our success in setting high quality standards for our industry.
As of Decenber 31, 2010, our movie library contained 1,443 titles. We expect to add more than 50 titles in 2011.

We license our content to cable & satellite television operators and IPTV platforms as well as to hotels.
Through different partnerships, we have aaniched two television channel$)e Private Channelnd
PrivateSpicewhich broadcast our content. Consumers pay for these products either on-anvittenand, payper
view or subscription basis.

Since 1997, we have expanded our presence in emergitgosiic markets such as the Internet, broadcasting
and haneheld devices including both smartphones, iPods, iPads and similar devices. We believe that these
technologies represent a substantial growth opportunity for us in the future.

We launched our fit Internet websitayww.private.comin 1997. We now own a number of sites directed at
specific customer bases, includiwgvw.gamelink.comandwww.maleflixxx.tv. We also generate incremental sales
by licensing our ®mdemarks and proprietary adult media content for use on the websites of other companies.

On January 20, 2009 we expanded our Internet operations through the acquisition of Game Link LLC and its
affiliates, companies engaged in digital distribution of adahtent over the Internet and eCommerce development.
Gamelink is a leading US adult entertainment VOD and eCommerce platform through its GameLink.com website.
The siteOimstalled user base represents over one million domestic and international custetnieserves
overl100,000 users daily. Including 70,000 video titles, GameLink has the largest library of digital and physical adult
media and novelties in the United States.

On OctobeR29, 2009 we continued the ongoing expansion of our global digidibnpéatform through the
acquisition of Sureflix Digital Distribution and its affiliates, companies engaged in the business of digital distribution
of premium gay adult content. Sureflix is a leading global supplier of adult programming. The compargsa@perat
vast network of more than 100 ppgrview VOD websites and has a North American broadcast presence. It
represents premium production studios in global television broadcast (cable, satellite), mobile, IPTV and Internet
VOD markets. Sureflix has not lyrin-depth knowledge of adult programming, but also significant VOD technology
and marketing expertise.

We operate in a highly regulated industry. This requires us to be socially aware and sensitive to government
strictures, including laws and regulat®designed to protect minors and to prohibit the distribution of obscene
material. We take great care to comply with all applicable governmental laws and regulations in each jurisdiction
where we conduct business. Moreover, we do not knowingly engagerthees of any business or individual,
including producers/directors, that does not adhere to the same standards. Since 1965, we have never been held to
have violated any laws or regulations regarding obscenity or the protection of minors.



History

The parent company, Private Media Group, Inc., was originally incorporated in 1980 as a Utah corporation
under the name Glacier Investment Company, Inc. for the purpose of acquiring or merging with an established
company. In 1991, we changed our domicilen® $tate of Nevada. The parent company had no material business
activity prior to its acquisition of Milcap Media Limited and Cine Craft Limited in June 1998.

On December 19, 1997 Private Media Group, Inc. entered into acquisition agreements withWdddzap
Limited and Cine Craft Limited to acquire all of their outstanding capital stock in exchange for 7,500,000 shares of
Common Stock, 7,000,000 shares of the $4.00 Series A Preferred Stock, and 875,000 common stock purchase
warrants. Private Media Gropufmc. completed these acquisitions on June 12, 1998. In connection with these
acquisitions, in December 1997 the parent company changed its corporate name to Private Media Group, Inc. and
declared a one for five reverse split of its Common Stock.

On Janary 20, 2009 we expanded our Internet operations through the acquisition of Game Link LLC and its
affiliate, companies engaged in digital distribution of adult content over the Internet and eCommerce development.

On OctobeR9, 2009 we continued the ongg expansion of our global digital media platform through the
acquisition of Sureflix Digital Distribution and its affiliates, companies engaged in the business of digital distribution
of premium gay adult content.

Our Strategy

Our vision is to be thevorld's preferred content provider of adult entertainment to consumers anywhere, at
any time and across all distribution platforms and devices. We have developed the strategies described below to
increase sales and operating margins while maintaininguéyqof our products and services and the integrity of
our brand name.

Develop strategic alliances and joint ventures with businesses outside of the adult entertainment industry to
broaden our distribution channelg/e are entering into strategic aliizes and joint ventures with leading media
companies outside of the adult entertainment industry to distribute our adult media content for use on popular and
newly developing media formats, including revenue sharing relationships with cable and sallig@nh operators,
telecoms and Internet service providers with significant market positions. We expect these initiatives to widen the
scope of our distribution network, enabling us to reach new customers while supplying our partners and licensees with
content.

To be at the forefront of the adult entertainment industry in adapting new technology and distribution
channels such as wireless and IPTstribution of our contenBy actively seeking out and utilizing advanced
technologies such as Interndigital cable and satellite television, IPTV and wireless devices to distribute our content,
we expect to increase revenues with minimal incremental cost.

To be able to deliver our entire movie library, including metadata, via any new format in ofdeilitate
distribution and provide unparalleled servid&e have developed an extensive library of motion pictures and other
pictorial content. Until recently, this library was archived on a master print, which would allow duplication in
traditional mediaNew forms of electronic distribution provide us with an opportunity to use this content by
distributing it through new forms of media, such as, Internet, IPTV broadcasting and wireless devices.

Continue to increase and strengthen brand awaren&'sshave developed strong brand awareness within
each of our magazines and videos' targeted markets. We own the worldwide rights to all of our content. We seek to
strengthen awareness of our brand name by consistently featuringwthie label prominently in or product
packaging, crospromoting our own products and distributing underRhgate label complementary or ancillary
nonrmedia products that are consistent with an adult entertainment lifestyle.

LIPTV (Internet Protocol Television) describes a system wheligital televisionservice is delivered to subscribing consumers using the
Internet Protocobver abroadbandonnection.



Our Competitive Strengths

We believe the followingtsengths, among others, will enable us to exploit the global market for adult
entertainment:

Recognized brand name

We believe that our target customers associat@tivate brand name with high quality adult entertainment
products and services. Thiame recognition attracts leading producers of adult media content, as well as distributors
and prospective joint venture partners interested in working with Private Media Group. We believe that the strength of
our brand name leads to more favorable ecoadenms than we could otherwise obtain in our processing and
distribution contracts, and enables us to negotiate favorable revenue sharing arrangements and joint ventures from
which we derive significant licensing fees and royalty income. We have emtéwgdint venture and ebranding
agreements with leading participants in our industry, including Playboy and Penthouse. We seek to strengthen
awareness of our brand name by consistently featuringritaate label prominently in our product packaging, %0
promoting our own products and distributing underRhigate label complementary or ancillary nonedia products
that are consistent with an adult entertainment lifestyle. We believe that these activities engender a loyal customer
base which, in turrenables us to grow even with relatively modest external advertising and marketing expenditures.

Established market position and distribution network

We have access to a weltablished worldwide distribution network which has been built up over #te pa
40 years, including some + 100,000 points of sale in over 40 countries as of December 31, 2010. In many markets, we
believe that our established presence hinders our competitors' ability to break into the market. In some cases,
exclusive distribution agements improve our market position further. This broad distribution network provides an
effective channel to introduce new products and services and new formats for existing products and services. In
electronic media categories, we have entered inttegitaalliances with a number of leading international service
providers. In addition, we have assembled an internal team of Internet specialists to maintain and improve our Internet
infrastructure and electronic products and services. In January 20@3pereded our Internet operations through the
acquisition of Game Link LLC and its affiliate, companies engaged in digital distribution of adult content over the
Internet and eCommerce development. On OctabeP009 we continued the ongoing expansionunfghobal digital
media platform through the acquisition of Sureflix Digital Distribution and its affiliates, companies engaged in the
business of digital distribution of premium gay adult content. Sureflix is a leading global supplier of adult
programming We believe that our broad, muftrmat distribution network affords our customers convenient access
to high quality adult media content in the format of their choice.

Extensive library of high quality adult media content

We have an extensive libraof high quality adult media content. As of December 31, 2009, our library
included still photographs developed for more than 500-i=stles of magazines and 1,000 movie titles. We hold
exclusive worldwide rights to this entire content archive. This habled us to enter into distribution arrangements
with a wide range of media content platforms, including leading international telecoms and broadcasting companies.
To facilitate electronic distribution of our products, we have converted our entire aofluxiat images into a digital
format. Our video archive is now also stored in rich media digital format, which can be converted into any known file
format and delivered digitally online or on hard drives. We believe that this electronic archive amstiiof the
largest libraries of high quality adult media content in the world.

Flexible operating structure and access to capital

We acquire adult media content from thpdrty producers/directors on a project basis. This approach gives
us substarmdl flexibility in terms of production volume and delivery time, significantly reduces our fixed production
overhead and largely eliminates the risk to us of cost overruns in production. Because of our multiple product and
service formats and broad distitipn network, we can afford to engage top directors in the industry, which we
believe results in a higher quality product for our customers. Similarly, we reduce our fixed processing costs by
outsourcing editing and duplication functions for most of aodpcts, although we retain oversight of the overall



production process for cost and quality control purposes. As a public company with access to the capital markets we
believe that we will have sufficient financial resources to increase our productigmamdhrough acquisitions

without sacrificing our high quality standards. However, we cannot guarantee that funds will be available from the
capital markets when needed.

Experienced professional management

Our management team has extensive experieniteiacquisition and distribution of adult media content and
in general business administration. Berth H. Milton, our Chairman of the Board and CEO, has extensive knowledge of
our industry and has successfully founded and developed other profitablesbasin@ther members of our
management team have broad expertise in content acquisition, sales and marketing, technology and finance.

Our Principal Products and Markets

Internet Services

We launched our first Internet websiggivate.comin 1997. We ne own a number of sites directed at specific
customer bases, includirgamelink.comand maleflixxx.com In January 2009 we expanded our Internet operations
through the acquisin of Game Link LLC and its affiliate, companies engaged in digital distribution of adult content
over the Internet and eCommerce development. On Oc28he2009 we continued the ongoing expansion of our
global digital media platform through the acquasit of Sureflix Digital Distribution and its affiliates, companies
engaged in the business of digital distribution of premium gay adult content. We also generate incremental sales by
licensing our trademarks and proprietary adult media content for ube arebsites of other companies.

Video

Since 1992, we have acquired and distributed adult motion picture entertainment. These productions
generally feature men and women in a variety of erotic and sexual situations, in hardcore and softcore versions. We
maintain the ownership and copyrights of every movie we acquire. As of December 31, 2010, our movie library
contained 1,443 movie titles. We expect to release more than 50 movie titles in 2011, with distribution through our
worldwide network. These produdise sold by both traditional and technologically advanced distributors, and
wholesalers worldwide. Distributors include national video store and newsstand distribution networks, Internet, IPTV,
cable, satellite, mobile telephone networks and hotel tétevaperators.

Wireless- Mobile Entertainment

We launched our mobile content program in 2003. We generate revenues from wireless dealsamath on
off-portal and our current principal market is Europe. Our product offering consist -ohedia mobiledownloads
including; MMS, wallpapers, screensavers, video clips and video streaming.

Magazine Publications

We are the publisher &rivate, an international Xated magazineRrivate was founded in 1965, and was the

first full color, hardcore sex pulsktion in the world. We distribute the magazine through newsstands and other retail
outlets.



INTERNET SERVICES

Private Media GroupQOs Internet team has combined its extensive media library with the most advanced
technology to take advantage of the giowf Internet access and new distribution methods. The CompanyQOs online
offering centers around three core concepts:gyplatforms, eommerce platforms, and mobile platforms.

Through a combination of acquisitions and custom software developmens effiaring 2009 and 2010, the Company
has been able to significantly improve and expand its online infrastructure.

Pay-site platforms

Private.com Wwww.private.comis a membership site which offers access to-ojgality adult content that
includes fultlength Private movies, video clips, photosets, a library of all Private magazines ever published in image
and downloadable PDF format.

In May 2010 we launched our new membership platform, which manages and optiaffie across a large
network of membership pasites. The first properties to leverage the new offering are the companyOs flagship
membership siteyww.private.comand affiliate programvww.privatecash.conilhe two sites have been completely
overhauled following extensive feedback from the affiliate community to maximize conversion, retention and traffic.
With the launch of the membership psije platform, the Company novifers the most comprehensive Internet
marketing, sales and distribution solution in the adult market, fueled by a traffic network that the company has
developed over the past year. Managed by the CompanyOs team of experts and industry veterans, thi@ members
platform offers daily updates of content and a content delivery system that is optimized for traffic conversion. In
addition, the new platform has been built to be substantially less labor intensive to operate compared to the previous
one. During theexcond half of 2010 the new membership-gag attracted 73% more unique visitors compared to the
previous one in the same period in 2009.

The Company has also opened the membershisipayo all major adult studios who are looking for an
externally maaged solution to maximize their online sales. The platform can be branded to each studioOs graphic
requirements to ensure the end consumer has a true experience of the studioOs brand positioning. The platforms
flexibility ensures that websites can be ceglaquickly, at low cost and are immediately integrated into the affiliate
industry standard NATS system via PrivateOs affiliate program. As more studios join PrivateOs network of sites the
platform will become a onstop shop with a variety of high qualiépntent, creating more opportunities tesgll the
content to affiliate driven traffic and ensuring greater conversion.

e-Commerce platforms

GameLink.comOn January 20, 2009 we expanded our Internet operations through the acquisition of the
compary Game Link LLC and its affiliates, companies engaged in digital distribution of adult content over the
Internet and eCommerce development. GamelLink is a leading US adult entertainment VOD and eCommerce platform
through its GameLink.com websifEhe siteOimstalled user base represents over one million domestic and
international customers and it serves over 100,000 users daily. Including 70,000 video titles, GameLink has the larges
library of digital and physical adult media and novelties in the UnitattStGamelLink offers VOD in multiple
media formats including streaming and downloads to computers and mobile phones. GameLinkOs infrastructure is the
most robust in the industry and is highly flexible, customizable and scalable designed to suppo# retaflpl
strategies and products simultaneously. Additionally, through its related company, GamelLink offgrartkhiechd
white-label ecommerce solutions and development.

Maleflixxx.comOn OctobeR9, 2009 we continued the ongoing expansion of ourajldigital media
platform through the acquisition of Sureflix Digital Distribution and its affiliates, companies engaged in the business
of digital distribution of premium gay adult content. Sureflix is a leading global supplier of adult programming. The
company operates a vast network of more than 10@ppayiew VOD websites. It represents premium production
studios. Sureflix has not only-akepth knowledge of adult programming, but also significant VOD technology and
marketing expertise.



Private VOD (ww.privatevod.cony an eCommerce site which offers a catalogue of proprietary and third
party content in multiple media formats including streaming and downloads. The site is based on GameLinkOs
outstanding technology for eCommerce sites.

Online Mobile platforms

In April 2010, GamelLink, launched a proprietary mobile solution enabling users to instantly stream over
15,000 movies. The mobile Internet platform is accessiblemwia.gamelink.comand it is an extensioof
GamelLinkOs leading Videm-Demand ecommerce platform, which allows consumers to purchase and consume
content instantly. All content is available for future viewing in the customerOs virtual media center, stored in the
CompanyOs OCloudO. The platfoaminitially been optimized to work with Apple devices including the iPhone,
iPod, thelPad as well as Android devices. In addition to streaming, consumers can choose to download their movies
or purchase DVDs and novelties from the globally accessibtéopin. A white labélversion of the mobile platform
is available and will be marketed to adult studios and affiliates worldwide.

In August 2010, Sureflix Digital Distribution launched a new mobile VOD platform for its Maleflixxx
network of sites. Theaw mobile platform, Maleflixxx Mobile, allows consumers to view gay content on all mobile
devices, including the iPad, iPod Touch, iPhone and Android handsets. The platform is accessible via
www.maleflixxx.tv and fran MaleflixxxOs network of hundreds of white label websites, which includes PrivateOs gay
content brand MaSize atwvww.mansize.tv SureflixOs proprietary technology detects which devices are being used
to access thats and delivers the interface for a particular device. Users can access their account from any device,
experiencing the same functionality. The platformOsteasgvigate interface allows users to instantly browse
content by category, theme and studicod&lcasting in video quality, equal to a high speed Internet connection, more
than 44,000 scenes from over 200 studios are available. The platform is localized in seven languages: English, Frenct
Spanish, German, Portuguese, Italian and Japanese. Alaldgterersion of the mobile platform is also available and
will be marketed to studios and affiliates worldwide.

In contrast to PrivateOs other mobile content business, which is based groealanodel going through
content aggregators and carriehg hew online mobile platforms are gfrtal and provides substantially improved
margins as content is sold directly by the Company to the consumer.

VIDEO
Production

In 1992, we began releasing movies undePtieate label. As a result of technologylvances during recent
years, we currently spend on average approximately $50,000 per acquired movie. This amount includes post
production, master production and language customization. Generally, we create and design all artwork for
promotional items andackaging and contracts for printing services. With respect to DVDs they are duplicated by
independent laboratories.

We do not produce movies ourselves, we acquire our content from independent producers that are carefully
selected for being the best irethgenre on each particular time and are subject to strict quality controls. All producers
assume production costs, obligations and legal responsibilities, including among other things, the delivery of rights,
model releases and all production and perrsnwelated paperwork. The free lance producers deliver the movies on
digital masters to us. Digital masters are customized, dubbeditledb duplicated by third parties and sent to
different distributors and duplication centers. All marketing mataridl artwork for video covers is createehiouse.

As of December 31, 2010, our movie library contained 1,443 movie titles. During 2011, we expect the total to
increase by more than 50 titles. Almost all titles are available on any available format.Sétglpnmarket our
content in over 40 countries.

2 A white label product or service is a product or service produced by one company (thepritiother companies (the marketers)
rebrand to make it appear as if they made it.



MOVIE LIBRARY As of December 31,

2010 2009
Title NY, of titles  NY of Titles
Amanda's Private Diary.......cccccceeeeeeiiiiiiieeen e, 5 5
Best- ENA Of YEAI........ccvviiiiiieee e, 12 12
Best of by Private............ouviiiiiiiiie e, 137 114
BUKKAKKE ......ceeeeiieee e 7 7
CuM oON MY fACE......coiiiiiiee e 7 7
Phantom SeAUCEL.........coovveeiieeeeeee e 2 2
GAUA coivtieii e e 6 6
Horny HOUSEWIVES........coiiiiiiiiiiiieeeeeeeee e 9 9
10NIE LUVECOXXX...evvuneeiierieieeeeeitieeeeeseeeeestteeeessesaneseesnenneees 20 20
MANSIZE ...ttt eereee e e e e e aens 14 13
Peepshow Special...........ccceiiiiiiii e, 12 12
Pirate Fetish MChiNe...........cooviiiiiiiiiicii e 32 32
1= I VAT [=To KR 12 12
Pirate VIideo de LUXE.........oeieiiieiiiieeeetieeee e 16 16
Private AUItIONS........cooeviiiieieceeeeee e eeee s 10 10
Private Black Label..........ocuvueeeiiiiiiiiicceeee e 56 56
Private BIOCKDUSTEL..........covviieiiiiee e 5 4
Private Bluebird...........ccoooviiiiiii e 18 -
Private CatiNgS.......ccoiviiiiiiii e eeeee e 53 53
Private FHSD ... 4 4
Private FilmMS .. ... 28 28
Private GoOld...........oiiiiiieiie e 111 106
Private Independent..........ccccceeiiiiiiiiiiceeii e 2 1
Private INteractiVe............ooeevvveeeeiiieeee e 1 1
Private Lesbhian.........ccoooviieiiiiiiiiieeeeeee e 10 9
Private LUSE TrEASUIES.........cvveiieeeeeiieeeeeeeeeeeee e e e eeens 9 9
Private Man...........ooiiiiiie et 14 14
Private MamD Stars........ooovevvieeiiieeeesceeee e eeens 12 12
Private MOVIES.......uuiieiieeiiei et eneen e e eens 51 48
Private Porn Vacation..........c.oooeeuvieeiiiieeeeeee e 3 3
Private PreSENntS......c.ccvueiiiiiieee e 2 -
Private Reality VIid€0.........ccooviiiiiiiiiiiiieeee e 26 26
Private SpecialS...........ooovviiiiiiiii e 49 29
Private SPOMS.....ciii it 12 12
Private STOIES......cvviieiieeee e eeees e e e 27 27
Private SUPerf*CKerS.......ooooiiiiiiieeeee e 12 12
Private EXOUC.......ii i eeeee e, 4 4
Private Tropical............coovviiiiiiiicee e eeeee 42 42
Private Video Magazine.........cccooeeeeeeeiiiiiieeei e, 26 26
e A= (oI I (=] 1 L 45 44
Private XXX .ot 39 39
PrivateNINN .....ooeiiiei e 4 4
PrivatePenthouse MOVIES.........cocevveeiieiiieiceciee e, 12 12
The Best of the Year.......ccoooivveeveiiiiiieeee e, 14 13
The Matador SEIES........coeeiieeeeei e, 15 15
The Private Adventures of Pierre Woodman...................... 10 10
The Private Life Of.....oiiiieeeeeeee e 77 66



MOVIE LIBRARY As of December 31,

2010 2009
Title NY% of titles  NY4 of Titles
The Private Story OfE .......c.cceeueiiieieeceeeeeee e 9 9
Triple X FIleS oo, 12 12
Triple X VIdEO ...cooeiiiiiieee e ereeee e 32 32
RV 4L 0 = L SRR 6 6
When Pornstars Play......ccccoooiiieiieiiiiiieee 6 6
Erotica (SOft titleS).........cooviiiiie e, 284 283
Total 1,443 1,354

Distribution

We distribute our productions worldwide via digital files and digital masters. We license our movies to IPTV,
cable and satellite television networks and adultpenview television channels. These licenseseyally grant the
operator a specific right of transmission and we retain the intellectual property rights of every production. We edit
many of our new feature movie releases into several versions depending on the media through which they are to be
distributed. Versions edited for cable, satellite and hotel television programming may be less sexually explicit than the
versions edited for home video distribution. DVDs are sold or rented in video stores, sex shops, newsstands and other
retail outlets, and wdre permitted, through direct mail.

Broadcasting
TV-Channels

Since launching our broadcasting business in 2000, we have rapidly expanded in Europe and Latin America.
The broadcasting business was launched through an exclusive joint venture agredmeaténvitional Film
Productions and Distributions, Ltd., (OIFPDO). IFPD was a Eurbpsad television broadcasting company
associated with major content providers that specialized in the distribution of adult cable and satellite television
channels. Uner the joint venture agreement, IFPD was responsible for promoting and broadcasting two channels,
namely Private Gold (hardcore) and Private Blue (soft core), globally. In 2003 the joint venture was dissolved and the
Company acquired the channel namesd&®evGold and Private Blue, but continued licensing them to affiliated
companies of IFPD under a twear agreement with a minimum guarantee. The license was worldwide excluding
North and Latin America and expired in 2005.

The Private Gold channel was ariglly launched in Europe under an exclusive joint venture agreement with
IFPD. As mentioned above, the Company later acquired the channel name and continued licensing it to an affiliate
company of IFPD for a fixed fee. By the end of 2005, Private Goldkadme the leading Adult Pay channel in
Europe and was distributed via satellite and cable in 25 countries in the region. In November 2005 the agreement with
IFPD expired and the Company and Playboy TV International signed-gdareagreement to mexgheir two adult
pay-TV channels, Private Gold and Spice Platinum, and thereby consolidating their market leadership in Europe. The
new channel was launched under the name of Private Spice and under the terms of the agreement, Playboy TV
International isoperating, distributing and marketing the new channel and Private provides content, brand and
marketing support. Prior to the merging of the two channels, Spice Platinum had rapidly become one of Europe's most
sought after and fastest growing premium adativorks reaching over 15 countries. In May 2006, the Private Spice
Channel was launched in Europe and the new channel makes available unique and proprietary quality content,
offering flexible language tailoring and market localization and platformskdeg@offer their viewers a unique
channel developed and serviced by the worldOs leading adult television brands, while ensuring professional reliability
and continuity. In 2010, the Private Spice agreement with Playboy was renewed for another fivEhgeetiannel is
receivable in all of Europe and it currently has distribution in 22 countries via 101 cable, satellite, DTT and IPTV
platforms.
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The Private Gold channel was also launched in Latin America in 2001, via the joint venture agreement with
IFPD and under a distribution agreement with Pramer S.C.A. The agreement was terminated in 2005 and in May the
same year, the Company partnered with Playboy TV Latin America, by signing an exclusive agreement to operate and
distribute the Private branded chahthroughout Latin America. Under the terms of the agreement, Playboy TV
Latin America is operating and distributing the channel via its Pay TV distribution network. In 2009, the channel was
re-branded to the Private Channel. The channel is receivabledhLatin America and it currently has distribution in
19 countries via 63 cable, satellite and IPTV platforms and reaches 38 million subscribers to these platforms.

IPTV driven Videeon-Demand

While European broadband users are signing up for IPTWces in the hundreds of thousands each month,
making Europe the biggest and fastest growing IPTV region in the world, we have successfully implemented part of
our new media strategy and contracted for supplying content for T\selices to a total of 2@ajor platform
operators in 18 countries in the region. During 2010 the European IPTV market grew by 25% to 20.7 million IPTV
subscribers and by the end of the year we had more than 75% market coverage. France remains the Oworld champiol
IPTV country wih 10.3 million subscribers and we cover 100% of this market.

General Licensing

In Europe we license our content to channel operators. Typically we contract for a certain time period for a) a
set quantity of specific titles, or b) access to our entirahybfor a limited quantity of unspecified titles. The operators
distribute via Digital Terrestrial Television (DTT) and Cable & Satellite and are spread across Europe and include
companies such as: Sky Italy and Canal+.

In-Room Entertainment

The Companwlso licenses the right to use its content tRom Entertainment operators.

DVDs

We have entered into distribution agreements in Europe, North America and Australia. Under these
distribution agreements we provide our back catalogue of titles aadralew titles each month during the term of
the agreement, and a licensee normally serves as the exclusive distributor throughout its own country or language
territory. In general, we believe that national distribution agreements enable us to haveirg lorgaled presence
in international markets and to generate higher and more consistent revenues, than we could achieve selling directly t
retailers.

WIRELESS BDMOBILE CONTENT

We generate revenues from wireless deals both on and off portal. Ourtabéffgctively use and rase our
content creates a highargin business model for wireless since distribution costs are almeskist@nt. The market
currently consist of SMS, games and fidledia mobile downloads including; MMS, wallpapers, screemsavieo
clips and video streaming. During 2010, the distribution of Private content continued to increase and by the end of the
year it was available to 1.5 billion handsets via 114 mobile network operators in 37 countries. The markets of Asia
and the Anericas are still underexploited by us and therefore represent a significant growth potential. Furthermore,
Mobile TV, increased penetration of Smart Phones and the implementation of age verification systems offer
additional growth potential with both cumeand future operators in 2011 and beyond

% True Video On Demand(TVOD) - TVOD is the ideal VOD service where individual users get inmediate responses when interacting
with the VOD system. With TVOD, the usean not only get instant access to the program online and watch it on TV, but also be able
to do any VCR or DVBike commands on the VOD system with the same quick response time as it is when working a VCR or DVD.

4 Juniper Research estimates ind€0 $udy 'Mobile Adult Strategies: Downloads, Video Chat, Apps & Messaging-2016.'that
global revenues from all mobile adult services will rise from $1.7 billion in 2009 to $2.8 billion by 2015.
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MAGAZINE PUBLICATIONS

Our publishing operations include the publication of the adult magazines identified in the table below. All of
these magazines are distributed Europe, North America and Australia.a@azimes feature pictures of men and
women engaged in erotic and sexually explicit situations. During 2010 we distributed approximately 45,000 copies of
our print publications, packaged together with our DVDs, per month at an average retail price dfregiphpXEuro)
14.5019.50. Our current publication Rrivate

MAGAZINE LIBRARY As of December 31,
2010 2009
Title NY, of Issue N¥% of Issue
S U121 (TR 222 216
1= L (TSR 111 111
THIPIE-X i rrr e 85 85
PrIVAtE SEX...ovvuiiiiiiiie ettt ereee e 85 81
Private Man.........ouoeiiiiie e e 4 4
oY 1S S 4 4
Special EAItiONS........ooooiiiiiei e 30 30
Best of Private (BOOK)...........cccveeiiiiiiiiiiieeeie e 15 15
Special Editions (BOOK)...........ccooviiiiiiiiiieeeeeeecn e 1 1
Total 557 547

Quantities of Magazines

Produced

(Printed, not sold)
Title 2010 2009
1V L (= TR 148,413 211,931
PIrate. ..o - 93,913
THIPIE-X i rrr e - 72,948
Private SEX....ccoiiiiiiiiiiiie st 61,254 114,467
Special EAItiONS........oooviiiiei e - -
Total 209,667 493,259

Circulation

Our magazines are distributed to newsstands and other public retail outlets through a network of national
distributors, who maintain a local network of wholesale and retail distributors. Newsstand retail sales are permitted in
most of Europe and wdistribute our magazines to newsstands in: Norway, Sweden, Finland, Denmark, the
Netherlands, Germany, Austria, Switzerland, Belgium, France, Italy, Portugal and Spain. Independent distributors
who distribute our magazines do so under individual firm shiktgbution agreements. Agreements with both
national and independent distributors are normally subject to automatic yearly extensions unless either party
terminates the arrangement.

Production, Distribution and Fulfillment
We print and ship all of auproprietary magazines from Barcelona, Spain. We determine the amount of

printed publications binonthly with input from each of our national distributors. Most of our products are packaged
and delivered directly by the printer or supplier.
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PROPRIETARY RIGHTS
General

We believe that our branded video and magazine titles and logos are valuable assets and are vital to the
success and future growth of our businesses. We have filed trademark registration applications with respect to most of
our trade nmes and logos. We believe that the name recognition and image that we have developed in each of our
markets significantly enhance customer response to our sales promotions. We intend to aggressively defend our
trademarks throughout the world, and we camtfamonitor the marketplace for counterfeit products. We initiate
legal proceedings from time to time to prevent unauthorized use of our trademarks.

Piracy Problems

Our content is constantly being pirated on the Internet. We have an internal progdmallenging websites
who publish our content without permission. The program includes subscribing to different legal programs and
services concerned with Internet piracy.

Our legal counsel handles most piracy problems and attempts to resolve theseanétigate them on a
caseby-case basis.

COMPETITION
General Considerations

Our products compete with other products and services that utilize leisure time or disposable income of adult
consumers. The adult internet industry is highly competaive highly fragmented given the relatively low barriers to
entry. We have few lonrterm or exclusive service agreements with our customers. Business generation is based
primarily on customer satisfaction with key factors in a purchase decision, incledlatylity, timeliness, quality and
price. We believe that our extensive and longstanding international operations, our brand name, image and reputation,
as well as the quality of our content and our distributors, provide a significant competitive aehamamany of
our competitors.

Our primary competitors in the movie industry are adult motion picture studios, withuse production and
postproduction capabilities. These include U.S. producers such as Hustler, Vivid Film, Wicked Pictures and Evil
Angel Productions. Some competitors are smaller, but locally or regionally they are capable of quickly identifying
niche markets that could compete for our customers.

Although we believe our products are wedtablished in the adult entertainment indystre compete with
entities selling adult oriented products via any type of distribution network, including the Internet. Many of these
products are similar to ours. Over the past few years, the adult entertainment industry has undergone significant
change Traditional producers of softcore content as well as mainstream providers of media content have shifted to
producing hardcore content. As a result, we face greater competition to distribute hardcore content. This shift has also
led to industry consoliditn, creating fewer, more financially formidable competitors. Recently, the introduction of a
large number of free content Internet sites that allow users to access large libraries of content has created an even
more challenging environment where both salelume and margins are decreasing substantially.

Internet

The Internet market for adult oriented content has expanded dramatically over the past years. Because it costs
as little as $5,000 to establish an Internet presence, there is significantibtompeatong distributors of adult media
content over the Internet. There are numerous adult media content websites competing with ours, some of which are
operated by companies that possess global distribution, broadcasting and branding. Historica#g payesi
contained most of the adult media content on the Internet, but recently OtubeO sites, offering free content, have becor
a serious threat to both the Internet and DVD distribution of adult entertainment.
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Broadcasting

The distribution of adulinovies on cable and satellite television systems and hotglgrayew systems is
highly competitive. Competition in this area is increasing in line with increasing consumer demand for hardcore adult
entertainment generally. Our strongest geographicatehaosition for cable and television and distribution is in
Europe and Latin America, with the channé&syate SpiceandThe Private Channehnd licensing arrangements
with established European television networks, such as Canal+ and SKY ltaly, ahpl#drms operated by
international telcos.

DVDs

The distribution of adult entertainment DVDs is a highly competitive business. Revenue generation for
motion picture entertainment products depends, in part, upon general economic conditions, bypétigvam
position of a producer or distributor is still greatly affected by the quality of, and public response to, the entertainment
product it makes available to the marketplace. Competition arises from established adult video producers and from
indepenént companies distributing loguality material. The introduction of a large number of free content Internet
sites that allow users to access large libraries of content has created an even more challenging environment where bo
sales volume and marginsatecreasing substantially.

Magazines

We meet with minimal direct competition from other publishers of hardcore adult magazines and paperback
books. We believe that our print publications are dissimilar to other adult publications in style and foematlyT
similar business of which we are aware was represented by Rodox N.V., a Dutch/ Danish corporation, which has
discontinued its publishing operation. We do not believe there is presently any significant competition in this segment
of our business. Mgazines such as Playboy and Penthouse and similar print publications do not compete directly with
our publications, since we consider them to be softcore publications. There are several hardcore publications in each
country where our magazines are soldgémeral, these are printed in limited editions and are of lower quality than
our publications.

EMPLOYEES

As of December 31, 2008, 2009 and 2010 we employed 97, 168 and 112 people. The 2008, 2009 and 2010
numbers include 12, 12 and 3 part time employesgectively. The 2009 and 2010 number of people includes the
addition of 84 and 56 full time employees, respectively, as a result of the acquisitions of GameLink and Sureflix. Our
employees in Spain are represented by two labor unions and we havexperameed a work stoppage. We believe
that we have a good relationship with our employees.

GOVERNMENT REGULATION

We operate in a highly regulated industry. This requires us to be socially aware and sensitive to government
strictures, including laws anmegulations designed to protect minors or which prohibit the distribution of obscene
material. We take great care to comply with all applicable governmental laws and regulations in each jurisdiction
where we conduct business. Moreover, we do not knowiagdyage the services of any business or individual,
including producers/directors, that does not adhere to the same standards. Since 1965, we have never been held to
have violated any laws or regulations regarding obscenity or the protection of minors.

Regulation of the Adult Entertainment Industry in the U.S.

The following is a description of some of the laws and regulations in the United States which impact the adult
entertainment industry. It is not an exhaustive description of all such laws. Mgremveonduct business in over 40
countries around the world, each of which has its own regulatory framework. This regulatory environment is
constantly changing in the geographical areas in which we conduct business, and in some instances laws which are
emacted are subsequently determined by the courts to be unconstitutional.
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The Classification and Rating Administration of the Motion Picture Association of America, MPAA, a
motion picture industry trade association, assigns ratings for age group suifabiliteatrical and home video
distribution of motion pictures. Submission of a motion picture to the MPAA for rating is voluntary, and we do not
submit our motion pictures to the MPAA for review. However, with the exception of several titles whichekave b
re-edited for cable television, most of the movies distributed by us, if so rated, would most likely fall into-iive- NC
No Children Under 17 Admitted rating category because of their depiction of nudity and sexually explicit content.

The right todistribute adult videocassettes, magazines and DVD products in the United States is protected by
the First and Fourteenth Amendments to the United States Constitution, which prohibits Congress or the several State
from passing any law abridging the freedof speech.

The First and Fourteenth Amendments, however, do not protect the dissemination of obscene material, and
several states and communities in which our products are distributed have enacted laws regulating the distribution of
obscene material, ith some offenses designated as misdemeanors and others as felonies, depending on numerous
factors. The consequences for violating these state statutes are as varied as the number of states enacting them.
Similarly, specific U.S. federal regulations prahiihe dissemination of obscene material. The potential penalties for
individuals (including directors, officers and employees) violating the Federal obscenity laws include fines,
community service, probation, forfeiture of assets and incarceration. fitpe oh possible sentences requires
calculations under the Federal Sentencing Guidelines, and the amount of the fine and the length of the period of the
incarceration under those guidelines are calculated based upon the retail value of the unprote@td Alatetaken
into account in determining the amount of the fine, length of incarceration or other possible penalty are whether the
person accepts responsibility for his or her actions, whether the person was a minimal or minor participant in the
criminal activity, whether the person was an organizer, leader, manager or supervisor, whether multiple counts were
involved, whether the person provided substantial assistance to the government, and whether the person has a prior
criminal history. In addition &deral law provides for the forfeiture of: (1) any obscene material produced, transported,
mailed, shipped or received in violation of the obscenity laws; (2) any property, real or personal, constituting or
traceable to gross profits or other proceedsinéthfrom such offense; and (3) any property, real or personal, used or
intended to be used to commit or to promote the commission of such offense, if the court in its discretion so
determines, taking into consideration the nature, scope and proponrjiarialie use of the property in the offense.

With respect to the realm of potential penalties facing an organization such as ours, the forfeiture provisions
detailed above apply to corporate assets falling under the statute. In addition, a fine magdeel jthe amount of
which is tied to the pecuniary gain to the organization from the offense or determined by a fine table tied to the
severity of the offense. Also factored into determining the amount of the fine are the number of individuals in the
organization and whether an individual with substantial authority participated in, condoned, or was willfully ignorant
of the offense; whether the organization had an effective program to prevent and detect violations of the law; and
whether the organizatiorooperated in the investigation and accepted responsibility for its criminal conduct. In
addition, the organization may be subject to a term of probation of up to five years.

Federal and state obscenity laws define the legality or illegality of mateyia¢éference to the U.S. Supreme
Court's thregprong test set forth iMiller v. California, 413 U.S. 1593 (1973). This test is used to evaluate whether
materials are obscene and therefore subject to regulMtibber provides that the following must bertsidered: (a)
whether the average person, applying contemporary community standards would find that the work, taken as a whole,
appeals to the prurient interest; (b) whether the work depicts or describes, in a patently offensive way, sexual conduct
specifcally defined by the applicable state law; and (c) whether the work, taken as a whole, lacks serious literary,
artistic, political or scientific value. The Supreme Court has clarifiediiiler test in recent years, advising that the
prurient interest pmg and patent offensiveness prong must be measured against the standards of an average person,
applying contemporary community standards, while the value prong of the test is to be judged according to a
reasonable person standard.

We are engaged in theholesale distribution of our products to U.S. wholesalers and/or retailers. We have
taken steps to ensure compliance with all Federal, State and local regulations regulating the content of motion pictures
and print products, by staying abreast of all lefgavelopments in the areas in which motion pictures and print
products are distributed and by specifically avoiding distribution of motion pictures and print products in areas where
the local standards clearly or potentially prohibit these productgHhndf our efforts to review, regulate and restrict
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the distribution of our materials, we believe that the distribution of our products does not violate any statutes or
regulations.

Many of the communities in the areas in which we offer or intend to pféelucts or franchises, have
enacted zoning ordinances restricting the retail sale of adult entertainment products. We supply products only in
locations where the retail sale of adult entertainment products is permitted.

In February 1996, the U.S. Cargs passed the Telecommunications Act. Some provisions of the
Telecommunications Act are directed exclusively at cable programming in general and adult cable programming in
particular. In some cable systems, audio or momentary bits of video of prempaymerview channels may
accidentally become available to rRembscribing cable customers. This is called bleeding. The practical effect of
Section 505 of the Telecommunications Act is to require many existing cable systems to employ additional blocking
technology in every household in every cable system that offers adult programming, whether or not customers request
it or need it, to prevent any possibility of bleeding, or to restrict the period during which the programming is
transmitted from 10:00 p.nio 6:00 a.m. Penalties for violation of the Telecommunications Act are significant and
include fines and imprisonment. Surveying of cable operators and initial results indicate that most will choose to
comply with Section 505 by restricting the hours ahsmission. We believe that our revenues will be marginally
adversely affected as a result of enforcement of Section 505. However, as digital technology (which is unaffected by
Section 505) becomes more available, we believe that ultimately the impagg willignificant.

As discussed above, federal and state government officials have targeted sin industries, such as tobacco,
alcohol, and adult entertainment for special tax treatment and legislation. In 1996, U.S. Congress passed the
Communications Decey Act of 1996, or the CDA. Recently, the U.S. Supreme Court, in ACLU v. Reno, held
certain substantive provisions of the CDA unconstitutional. Businesses in the adult entertainment and programming
industries expended millions of dollars in legal and ofles in overturning the CDA. Investors should understand
that the adult entertainment industry may continue to be a target for legislation. In the event we must defend ourselves
and/or join with other companies in the adult programming business totpratagghts, we may incur significant
expenses that could have a material adverse effect on our business and operating results.

Child Pornography and NeMainstream Content

We believe that roughly 90% of the adult material produced and distributetheveast 15 years contains
mainstream sexual acts between consenting adults. The rest could be classified as specialty material which does not
contain explicit sex, but which still involves consenting adults (i.e. fetish, bondage, etc.). Mainstreats sewaas
intercourse, oral sex, anal sex, group sex, etc. Our adult movies do not contain any depictions, let alone actual
performances of rape, sex with coercion, animals, urination, defecation, violence, incest or child pornography.

Since 1990, the Ee Speech Coalition has worked with the U.S. government to create a workable regulatory
system designated to prevent minors from working in the adult industry. Child Protection Restoration and Penalties
Enhancement Act of 1990 (18 U.S.C. section 2257)iregjuin essence, that no one can work without having copies
of their passport or driver's license, and a declaration under perjury of their age and true name, on file with a
designated Custodian of Records, and available for inspection by law enforcement.

As indicated above, all of our products are all in compliance with 18 U.S.C. Section 2257 and all models
performing in our productions are 18 years of age or older. We specifically require compliance from-{bharthird
producers/directors to which vaequire our contents.

Internet Regulation

Government regulation of the Internet is a rapidly developing area and, therefore, adds additional uncertainty
to our business. New laws or regulations relating to the Internet, or more aggressive applieadistngflaws,
could decrease the growth of our websites, prevent us from making our content available in various jurisdictions or
otherwise have a material adverse effect on our business, financial condition and operating results. These new laws ol
reguhtions could relate to liability for information retrieved from or transmitted over the Internet, taxation, user
privacy and other matters relating to our products and services. For example, the U.S. government has recently
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enacted laws regarding websitévacy, copyrights and taxation. Moreover, the application to the Internet of other
existing laws governing issues such as intellectual property ownership and infringement, pornography, obscenity,
libel, employment and personal privacy is uncertain anéldging.

Regulation of the Internet outside the United States

We may also be subject to claims based upon the content that is available on our websites through links to
other sites and in jurisdictions that we have not previously distributed cont&ioriaxample, a recent French ruling
banning the sale of Nazi memorabilia in France suggests that website operators may be forced to undertake expensivi
security measures to block certain users or face significant fines. Implementing such securitysneasduee our
exposure to this liability may require us to take steps that would substantially limit the attractiveness of our websites
and/or their availability in various geographic areas, which could negatively impact their ability to generate revenue

SEASONALITY

Our businesses are generally not seasonal in nature. However, June, July and August are typically impacted
by smaller orders from some European and U.S. distributors, due to the holiday season.

AVAILABLE INFORMATION

As a public companywe are required to file annual, quarterly and special reports, proxy statements and other
information with the SEC. You may read and copy any of our materials on file with the SEC at the SECOs Public
Reference Room at 100 F Street N.E., Washington, 3@2®ur filings are available to the public over the Internet
at the SECOs websitehétp://www.sec.govPlease call the SEC ai8D0-SEG0330 for further information on the
operation of the Public Reference Room. We atsdke available copies of our For®@w, 10-K, 10-Q, Proxy
Statement and Annual Report at no charge to investors through our website, http://www.prvt.com, as soon as
reasonably practicable after filing such material with the SEC. Information on our wisbwitepart of this Report.
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ITEM 1A, RISK FACTORS

You should carefully consider the risks described below, together with all of the other information contained
in this Annual Report on Form 4K in evaluating our business and us. If any of the follgwisks actually occur,
our business, financial condition or results of operations could be materially and adversely affected. In that case, the
trading price of our common stock could decline, and you may lose all or part of your investment.

As a result & operating losses our independent registered public accounting firm has substantial doubt
about our ability to continue as a going concerrn each of the past three years we have experienced losses from
operations. At December 31, 2010, we had caslcasld equivalents of EUR 370,000 andaking capital deficit
of EUR 1,102,000 As a result, our independent registered public accounting firm has concluded that there is
substantial doubt as to our ability to continue as a going concern, and has anitgliggort in the form of an
explanatory paragraph describing the events that have given rise to this unce@ainaility to continue as a going
concern is based on our ability to generate or obtain sufficient cash to meet our obligations bnbasimand
ultimately to attain profitable operations. We currently expect future growth and a return to profitability provided that
we are successful with the following objectives:

¥ rolling out our Internet platforms, including: a) our newly bsigndure property and membership
platform private.com, b) our cutting edge mobile platform for Smartphones and c) our multinational
eCommerce VOD platform

the successful marketing of our affiliate programs for all our properties to compete aggressivaly for, a
attract, affiliate traffi¢

continuing the rollout of our content on cable and IPTV vidaalemand platforms;

completing the integration of businesses acquired in 2009;

consolidating and restructuring our operations into an efficient new media business

outsourcing of nortost effective parts of our operations; and

identifying and exploring new online business opportunities which are less dependent on content.

.'K

KK K K K

If we are not successful in implementing the above objectives, or if we otherwise do mssfulbcrespond
to changing conditions in the adult entertainment industry, we may continue to incur significanflibesesan be
no assurance that we will be able to operate profitably in the future.

Our future capital requirements and needs for atidnal financing are uncertain.Although we expect that
our available cash resources and cash generated from operations will be sufficient to meet our presently anticipated
working capital and capital expenditure requirements for at least the next I2srbased upon our present plan of
operation, we may need to raise additional funds to support more rapid growth or respond to unanticipated
requirements. In this regard, we are presently engaged in a dispute with a third party lender regarding camsbligati
under a promissory note with an outstanding principal balance of not less than $2.9 million. Although we believe that
we have valid claims and defenses against the holder of the promissory note and its affiliates which may ultimately
reduce our oblig#ons relating to the promissory note, we cannot assure you that we will be able to reach agreement
with the holder of the promissory note or that we will ultimately prevail on our claims and defenses. An adverse
outcome in this dispute would likely havereterial impact upon our liquidity if we are unable to obtain additional
debt or equity financing to satisfy any resulting liability.

We currently have no additional availability under our existing credit facilities and we cannot assure you
that additioral financing will be available to us in the futureThe existence of a going concern exception by our
auditors may make it more difficult to obtain additional bank financing if and when required. If additional funds are
raised through the issuance of ag&ecurities, our shareholders' percentage ownership will be reduced, they may
experience additional dilution, or these newly issued equity securities may have rights, preferences, or privileges
senior to those of our current shareholders. Additionahfiimy may not be available when needed on terms
favorable to us, or at all. In this regard, in the past most of our bank financing has included the guaranty of affiliated
companies of our Chairman and principal shareholder, Berth Milton, and a pledgeesf ghcommon stock owned
by him or his affiliated companies. We cannot assure you that Mr. Milton or his affiliated companies will guaranty
future debt financings or that such guaranties will be sufficient to obtain future debt financings. If adetlmtrd
not available or are not available on acceptable terms, we may be unable to develop or enhance our products and
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services, take advantage of future opportunities, maintain the scope of our operations or respond to competitive
pressures or unanti@ped requirements, which could harm our business.

Our business is highly competitivéVe compete in all aspects of our business, including price, promptness
of service and product quality. We compete with a number of other businesses, offering vatieoseaded leisure
time activities, including Playboy Enterprises, Inc., Vivid Entertainment, Larry Flynt Publications, Inc. (Hustler), and
Beate Uhse AG. Some of our competitors have significantly greater market presence, name recognition and financial
and technical resources than we do. In addition, these companies may develop products or services that are more
effective than our products or services and/or they may be more successful than us in marketing their products or
services. We believe that thdudt entertainment market will continue to shift towards the use of explicit sexual
content, our principal market, resulting in increased competition in this area of our business. In our Internet business,
we compete with other adult media content websiteto the content of their programming and the subscription fees
that are offered to members. In addititme growing availability of free adult entertainment through free websites has
resulted in additional pressure on our business, which has advaffeelgd revenues and margins.

Our business involves the provision of sexually explicit content which can create negative publicity,
lawsuits and boycottdNe are engaged in the business of providing aahiginted, sexually explicit products
worldwide. Many people regard our primary business as unwholesome. Various national and local governments,
along with religious and children's advocacy groups, consistently propose and enact legislation to restrict the
provision of, access to, and content of such tatenent. These groups also often file lawsuits against providers of
adult entertainment, encourage boycotts against such providers and mount negative publicity campaigns. In this
regard, our magazines, and some of our distribution outlets and advehi@ser$rom time to time been the target of
groups who seek to limit the availability of our products because of their content. We expect to continue to be subject
to these activities.

The adultoriented content of our websites may also subject us to mibsoe other legal claims by third
parties. We may also be subject to claims based upon the content that is available on our websites through links to
other sites and in jurisdictions that we have not previously distributed content in. Implementingemtaaseniuce
our exposure to this liability may require us to take steps that would substantially limit the attractiveness of our
websites and/or their availability in various geographic areas, which could negatively impact their ability to generate
revente.

In addition, some investors, investment banks, market makers, lenders and others in the investment
community may refuse to participate in the market for our common stock, financings or other activities due to the
nature of our primary business. Theseisals may negatively impact the value of our common stock and our
opportunities to attract market support.

We face online security risks in connection with our Internet businedsline security breaches could
materially adversely affect our business. Avgll-publicized compromise of security could deter use of the Internet
in general or use of the Internet to conduct transactions that involve transmitting confidential information or
downloading sensitive materials in particular. For example, eventsaasutle November 2001 security breach of the
Playboy.com website that allowed a computer hacker to steal customersO credit card numbers could deter current anc
future subscribers from using or subscribing to our website. In offering online payment seveieali,increasingly
rely on technology licensed from third parties to provide the security and authentication necessary to effect secure
transmission of confidential information, such as consumer credit card numbers. Advances in computer capabilities,
new discoveries in the field of data encryption or other developments could compromise or breach the methods and
procedures that we use to protect our consumersO transaction data. In addition, experienced programmers may attem
to steal proprietary informiain or cause interruptions in our services. To prevent such developments we may need to
expend significant capital and other resources to protect against these problems.

Continued imposition of tighter processing restrictions by credit card associatiomsauiring banks
would make it more difficult to generate revenues from our websi@ust ability to accept credit cards as a form of
payment for our online products and services is critical to us. There are ongoing efforts by credit card associations to
restrict the processing of credit cards for online ackifited content. To protect against such restrictions, we must
invest heavily in new technologies to protect against fraud. Unlike a merchant handling a sales transactien in a non
Internet environmem e-commerce merchants are fully responsible for all fraud perpetrated against them.
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Our ability to accept credit cards as a form of payment for our online products and services could be
restricted or denied for many reasons, including:

¥ Visa Tier 1 capithratio requirements for financial institutions have significantly reduced the total

dollar sales volume of Visa credit card activity that any bank can process in any given month;

if we experience excessive chargebackOs and/or credits;

if we experience exassive fraud ratios;

if there is a breach of our security resulting in a theft of credit card data;

if there is a change in policy of the acquiring banks and/or credit card associations with respect to the
processing of credit card charges for adelatal content;

tightening of credit card association chargeback regulations in international commerce;

banks might choose not to accept accounts with adldted content, in a similar manner to one

bank in Spain which we previously used.

K K K K

K K

American Express Isanstituted a policy of not processing credit card charges for online;rathitd
content. If other credit card processing companies were to implement a similar policy, this could have a material
adverse effect on our business, results of operatiahfirrancial condition.

We outsource our production and distributiohVe acquire still photography and motion pictures from
independent producers/directors and we rely on-héndy distributors to deliver our products to ersgkrs through
multiple distritution channels, including newsstands, the Internet and broadcasting. Our relationship with such
producers/directors and distributors is contractually based. We cannot guarantee that our contracts with directors will
be fulfilled or that we will enter intaew ones, in which case we may not have adequate content for our magazines
and movies. Also, we cannot guarantee that our contracts with distributors will be renewed, in which case we may not
be able to sell new products through some or all channelsoosdnte countries. Failure to secure new production
contracts, to secure the fulfillment of current contracts or to maintain our current distribution contracts could have a
material adverse effect on our business, results of operations and financiabconditi

We are dependent upon key employe@sr future success depends, to a significant degree, on the continued
services of our executive officers and other key personnel, including Berth Milton and Johan Gillborg. We have not
procured keyman life insurane and there is no guarantee that we will be able to obtain such insurance in the future
should we so desire. Mr. Milton is the founder of our principal operating division, the Milcap Group, and has taken
part in our management since the acquisition ofrddemark Private in 1990. We cannot guarantee that we will be
successful in retaining his services in the future. We do not presently have employment agreements with many of our
executive officers or key personnel. The loss of the services of any obtteminability to continue to attract,
motivate and retain highly qualified and talented personnel, including software development technical personnel,
could have a material adverse effect on our business and operating results.

We are subiject to rapidlghanging technologyWe are engaged in businesses that have undergone rapid
technological change over the past few years. Therefore, we face risks inherent in businesses that are subject to rapid
technological advancement and changes in consumer deméaslgcludes the possibility that a technology that we
have invested in may become obsolete, requiring us to invest in new technology. Our future success will depend, in
part, on our ability to adapt to rapidly changing technologies, to enhance existitgsand to develop and
introduce a variety of new services to address changing demands of our consumers.

New technological discoveries may render our equipment uneconomical or obsélstiechnologies
change, the equipment used in our markets may beotsolete. As a result, we subcontract and intend to continue
to subcontract capital intensive or technically complex businesses such as editing, DVD replication and other similar
businesses. However, we may not have access to these subcontractorewlservibhes are required, and their
services may not be available on favorable terms.

Increased government regulation in the United States or abroad could limit our ability to deliver content
and expand our busines®ew laws or regulations relating tcethnternet, or more aggressive application of existing
laws, could decrease the growth of our websites, prevent us from making our content available in various jurisdictions
or otherwise have a material adverse effect on our business, financial conditiopexating results. These new laws
or regulations could relate to liability for information retrieved from or transmitted over the Internet, taxation, user
privacy and other matters relating to our products and services. For example, the U.S. goveamamgntly
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enacted laws regarding website privacy, copyrights and taxation. Moreover, the application to the Internet of other
existing laws governing issues such as intellectual property ownership and infringement, pornography, obscenity,
libel, employnent and personal privacy is uncertain and developing.

Cable system operators could also become subject to new governmental regulations that could further restrict
their ability to broadcast our programming. If new regulations make it more difficult ft& opbrators to broadcast
our programming, our operating performance would be adversely affected.

We face risks relating to our proprietary intellectual property right¥e rely on a combination of copyright
and trademark laws, trade secrets, softwarerggeneasures, license agreements anddisolosure agreements to
protect our proprietary products. Despite these precautions, it may be possible for unauthorized third parties to copy
parts of, or otherwise obtain and use, our products without authonizat to substantially use our concepts and
market them, trading on our established customer base. Products sold over the Internet are particularly vulnerable to
piracy, particularly in some developing countries. In addition, we cannot be certairhératwill not develop
substantially equivalent or superseding products, thereby reducing the value of our proprietary rights. Confidentiality
agreements with our employees or license agreements with our customers may not provide meaningful protection for
our proprietary information in the event of any unauthorized use or disclosure of that proprietary information.

We do not believe that our products infringe the proprietary rights of third parties, and we are not currently
engaged in any intellectual propetitigation or proceedings. Nonetheless, in the future we could become the subject
of infringement claims or legal proceedings by third parties with respect to current or future products. In addition, we
may initiate claims or litigation against thirdrgias for infringement of our proprietary rights or to establish the
validity of our proprietary rights. We cannot be sure that any lawsuits or other actions brought by us will be successful
or that we will not be found to infringe the intellectual propeights of third parties. In addition, to the extent we
may desire, or are required, to obtain licenses to patents or proprietary rights of others, there can be no guarantee thai
any such licenses will be made available on terms acceptable to us|.if at al

Enforcement of civil liabilities against Private Media Group and its management may be difficult.
Presently, most of our directors and officers reside outside the United States. As a result, it may not be possible for
investors to effect service of pess within the United States upon them or to enforce, in courts outside the United
States, judgments against these persons obtained in U.S. courts based upon the civil liability provisions of the U.S.
federal securities laws. In addition, since a substhptirtion of our assets are located outside the United States, a
judgment obtained in the United States against us may not be fully collectible within the United States.

There are risks associated with our foreign operatioAslarge part our operationseaconducted outside the
United States. In addition, our growth strategy contemplates increased services to foreign customers and to domestic
customers distributing programming to international markets. As a consequence of the global nature of our business
we will be exposed to market risks from changes in interest rates and foreign currency exchange rates that may
adversely affect our results of operations and financial condition. By virtue of our significant operations outside the
United States, we wilbe subject to the risks normally associated with ebmsder business transactions and
activities, including those relating to delayed payments from customers in some countries or difficulties in the
collection of receivables generally.

In addition, we wi be exposed to the risk of changes in social, political and economic conditions in the
countries where we engage in business. Political and economic instability in these countries could adversely affect our
business activities and operations. Unexpectethges in local regulatory requirements, tariffs and other trade
barriers and price or exchange controls could limit operations and make the repatriation of profits difficult. In
addition, the uncertainty of differing legal environments could limit oiitylo effectively enforce our rights in
some markets.

We are subiject to risks relating to performefSur movie, video and photo productions are subject to U.S.
and foreign regulations which govern the terms and conditions under which sexually ex@lictproductions may
occur. We have adopted practices and procedures intended to ensure compliance with these regulations. Although
these measures are intended to protect us from liability under applicable U.S. and foreign laws governing sexually
explicit media productions, we cannot guarantee that we will not be subject to successful legal attacks in the future.
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We do not expect to pay dividends on our common stock in the foreseeable fédtineugh our
shareholders may receive dividends if, as andwdeelared by our board of directors, we do not intend to pay
dividends on our common stock in the foreseeable future. Therefore, you should not purchase our common stock if
you need immediate or future income by way of dividends from your investment.

We may issue additional shares of our capital stock that could dilute the value of your shares of common
stock.We are authorized to issue 110,000,000 shares of our capital stock, consisting of 100,000,000 shares of our
common stock and 10,000,000 shareswfpreferred stock. At April 8, 2011, 20,815,824 shares of our common
stock and no shares of our preferred stock were issued and outstanding. In connection with our acquisition of Game
Link, LLC and its affiliate on January 20, 2009, 2,844,770 sharesrafommon stock were issued and up to
1,531,799 shares of our common stock are issuable in the future. In connection with our acquiBitreflirfDigital
Distribution and its affiliates in October 2009 we issued securities convertible into 1,300:0688 sf our common
stock and up to 700,000 shares of our common stock are issuable in thefudcldition, approximately 9,668
shares of our common stock were issuable upon the exercise of options or warrants.

Should we obtain additional financingewnay issue authorized and unissued shares of common stock at
below current market prices or preferred stock that could dilute the earnings per share and book value of your shares
of our common stock.

There are risks relating to the issuance of additiorsilares of preferred stock, including deterring
attempts by third parties to acquire uQur board of directors has the authority to issue up to 10,000,000 shares of
preferred stock, none of which are currently issued and outstanding, and to determjméctheand other rights,
preferences, privileges and restrictions without any further vote or action by our stockholders. The rights of the
holders of common stock are subject to, and may be adversely affected by, the rights of the holders of aadly preferr
stock, including preferred stock that we may issue in the future. If preferred stock is issued, it may rank senior to our
common stock in respect of the right to receive dividends and to participate in distributions or payments in the event
of our liguidation, dissolution or winding up. The provisions in our articles of incorporation authorizing preferred
stock could delay, defer or prevent a change of control and could adversely affect the voting and other rights of
holders of our common stock, includithe loss of voting control to others, which could make it more difficult for a
third party to acquire control of us.

Our Chairman of the Board owns a significant amount of our common stock, which may enable him to
exercise significant influence or contl over our business and affairs, and he may have interests which differ from
the other holders of our stockBerth Milton, our Chairman, President and principal shareholder, owns up to 43.5%
of our issued and outstanding stock. Therefore, he may béoadfiectively exercise significant influence or control
over all matters requiring approval by our shareholders, including the election of directors and the approval of
significant corporate transactions. His interests may differ from the interesteothtreholders and, therefore,
result in corporate decisions that may be disadvantageous to other shareholders. This concentration of ownership may
also have the effect of delaying or preventing a change in control, which could have a material acdotise et
stock price.

Future sales of common stock by our Chairman or third parties as a result of foreclosures could adversely
affect the price our common stock and could in the future result in a change in control of the Comgi2ury.
Chairman, BerttMilton, claims direct or indirect beneficial ownership of 9,059,840 shares of our common stock, or
approximately 43.5% of our outstanding common stock. All of these shares have been pledged by Mr. Milton or
entities controlled by Mr. Milton or are subjdotliens or claims by third parties. Depending on a number of factors,
including the status of the various loan obligations for which the shares serve as collateral, and the outcome of legal
disputes involving some of these shares, Mr. Milton or hisa# may experience a foreclosure that could result in
the sale of the pledged shares, in the open market or otherwise, or Mr. Milton may otherwise cease to have voting
rights with respect to these shares under the terms of loan agreements or applicdbiidike Mr. Milton, sales by
these persons or entities may not be subject to the volume limitations of Rule 144. Sale of these shares, or the
perception of possible future sales, could have a materially adverse effect on the trading price of ourstoaknaon
make it more difficult for the Company to raise additional capital through sales of equity securities.
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In particular, it is our understanding that two of the purported pledgees, claiming rights to 5,600,000 and
1,842,179, pledged shares, regpety, have made various attempts to foreclose on the collateral of the pledged
shares, or to exercise voting rights in order to effect a change of control, and that Mr. Milton is currently involved in
legal disputes regarding the voting rights for thelsares and a possible foreclosure and sale of these shares. A sale
of these shares, or the successful exercise of voting rights in a manner adverse to Mr. Milton, could result in a change
of control of the Company, depending upon the number of shardheandnership interests of other shareholders.

There may be adverse consequences to our shareholders and our business if our common stock ceases to
be quoted on the NASDAQ Stock Market or a principal stock excharfigecontinue to be listed on the NBBQ
Stock Market, we must maintain certain requirements. If we fail to satisfy one or more of the requirements, our
common stock may be delisted. If our common stock is delisted, and does not become listed on another stock
exchange, then it will be tradeifiat all, in the ovethe-counter market commonly referred to as the FINRA OTC
Bulletin Board or the "pink sheets." If this occurs, it may be more difficult for you to sell our common stock.

If we are delisted from the NASDAQ Stock Market, your abilitysell your shares of our common stock
would also be limited by the penny stock restrictions, which could further limit the marketability of your shHres.
our common stock is delisted and trades below $5.00 per share, it would come within the defidig@mny stockO
under SEC rules. The penny stock rules impose additional sales practice requirements atebteiewho sell
securities to persons other than established customers and accredited investors. For transactions covered by the penr
stock ules, the brokedealer must make a special suitability determination for the purchaser and receive the
purchaserOs written agreement to the transaction prior to the sale. Consequently, if the penny stock rules were to
become applicable, this would affeébe ability or willingness of brokedealers to sell our securities, and accordingly
would affect the ability of shareholders to sell their shares in the public market. These additional procedures could
also limit our ability to raise additional capitaltime future

ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable
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ITEM 2. PROPERTIES

Private Media Group maintains an office in the United States at 3230 Flamingo Road, Suite 156, Las Vegas,
Nevada 89121.

Since October 2007, Milcap Media Group leadfismspace in Torre MAPFRE, located at Calle de la
Marina 1618, 08005 Barcelona, Spain, for a term of five years. Average monthly base rental expense is
approximately $30,000. The office space is currently used primarily by our departments providimgt,Intarketing
and administration services to the group. In addition, the office space serves as the European headquarters of Private
Media Group, Inc. The lease also requires us to pay our proportionate share of the building's real estate taxes and
operding expenses. In January 2008 Milcap Media Group partly renewed the lease for office space in the building
located at Carretera de Rubi 22, 08173 Sant Cugat del Valles, Barcelona, Spain for a further term of five years. The
lease can be cancelled prematyragainst a penalty of one yearOs rent. Average monthly base rental expense is
approximately $23,000. The building is currently used by our operating departments engaged in providing
programming and logistic services for the group.

In connection with th acquisition of GameLink LLC by the Company, we entered into a lease of
anapproximately 10,000 square feet building used by GameLink in San Francisco, California. The lease extends
through December 31, 2011, has a base rent of $13,620 per month, addforiGameLink to be responsible for
property taxes and maintenance expenses during the term of the lease.

In connection with the acquisition of Sureflix by the Company, we entered into a lease of an approximately
5,250 square feet office space usedhyeflix in Toronto, Canada. The lease extends through February 28, 2013, has
a base rent of $8,132 per month, and provides for Sureflix to be responsible for property taxes and maintenance
expenses during the term of the lease.

We recognize rent expenea a straightine basis over the term of the leases. The leases also require us to
pay our proportionate share of the building's real estate taxes and operating expenses.
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ITEM 3. LEGAL PROCEEDINGS
Termination of llan Bunimovitz as CEO and Subsequenttigiation

On July19, 2010, llan Bunimovitz was terminated as Chief Executive Officer of Private Media Group, Inc.
Mr. Bunimovitz was employed as CEO since 2009 pursuant to a written employment agreement, which agreement
was terminated by the Company ungeovisions allowing it to terminate the agreement for OcauseO (as defined in
such agreement). Conduct of NBunimovitz constituting OcauseO included breach of fiduciary duty, conflict of
interest, material acts of dishonesty and violations of the Copdm@ode of Ethics. MBunimovitzOs termination
for cause was unanimously approved by all three independent directors and a majority of the disinterested directors.
Mr. Bunimovitz continues to serve as a director of the Company for the remainder efrhisbéch expires when his
successor is duly elected by the shareholders.

Immediately following BunimovitzOs termination, he instituted two legal proceedings against the Company,
both of which are believed by the Company to be without merit and are dmibested vigorously by the Company.
These legal proceedings are described below uriErepoyment Arbitration and U.S. Department of Labor C@aim
and @GlevadaState CourtActionO

Employment Arbitration and U.S. Department of Labor Claim

On July23, 2010, Mr.Bunimovitz filed a Demand for Arbitration and related Statement of Claim against the
Company with JAMS (Case N©100063395), a private arbitration service, pursuant to the dispute resolution
provisions of his Employment Agreement, contestingdrisination as CEO. In the Statement of Claim,

Mr. Bunimovitz alleged that (is termination on Jul§9, 2010, was without OcauseO under his written Employment
Agreement; (2jhe termination was taken in retaliation for Bunimovitz demanding an indepeéent investigation

of Berth MiltonOs alleged Oseéfaling transactions and was taken in an effort to silence himO; ahd {&mination

of employment was not properly authorized by the Board of Directors, and is therefore invaBdinvinovitz seeks
unspecified compensatory and punitive damages. On Aégastl0, the Company filed an Answer, denying

Mr. BunimovitzOs allegations in all material respects. The Company and GameLink, a wholly owned subsidiary, have
also filed a Cros€laim against MrBunimovitz for breach of contract and conversion, based upon his failure to

return property belonging to Private which Bunimovitz had wrongfully refused to turn over to the Company at the
time of his termination.

In March 2011 Bunimovitz amended his Stagerinof Claim to include two additional allegations: that the
Company improperly failed to allow him to sell shares he received when his company was acquired; and that the
Company has failed to deliver the shares to which he is entitled to receive unegamtet provisions of the
acquisition agreement between the Company and GamelLink. The Company has denied both of these additional
claims.

Although Bunimovitz claims that he was terminated in retaliation for demanding an Oindependent
investigationO of #edealing transactions on JuBe2010, in fact both MBunimovitz and his personal legal counsel
were aware of the request made by the Chairman to the Board of Directors to terminate Bunimovitz for cause since at
least May5, 2010. The alleged OsdEding transactionsO of which MBunimovitz complains include Opayment of
rent for the ChairmanOs personal offices, the failure of the Chairman to repayrailtiuitidollar loan from the
Company and unauthorized cash payments that the Chairman beddicebibmself,O transactions which were under
review by the independent directors since January 2010 and disclosed in the CompanyOs SEC reports, to the extent
required by SEC rules. In particular, ForaK8iled with the SEC on Marchl, 2010, addressed detail payments
made to MrMilton in 2009, and their approval by the Board of Directors. In addition, 1t8in the CompanyQOs
ANNUAL REPORT on Form 14 filed with the SEC on Mag5, 2010, addressed in detail the status of the loan
transaction. MrBunimovitz signed this ANNUAL REPORT on Form¥0as CEO and director and personally
certified the accuracy and completeness of this filing pursuant to the provisions of the Sa@rkagesct of 2002.
As required by Nasdaq corporate governance rules, akdatetrty transactions involving directors and officers
continue to remain under the ongoing review of the Audit Committee, comprised solely of three independent
directors, to ensure fairness of these transactions to the shareholders.
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On Septembe?4, 20D, the Company received notice of Claims filed by Bunimovitz with the U.S.
Department of Labor against Private (Case N8290-10-057) alleging that Bunimovitz was terminated as CEO by
Private in violation of SectioB06 of the Sarbanedxley Act in retailation for Bunimovitz raising questions about
self-dealing transactions involving the Chairman of the Company and the accuracy of the CompanyOs public
disclosures in light of these transactions, and seeking reinstatement and unspecified compensatoitiwvand pu
damages. The Company has filed an Answer denying these claims.

Nevada State Court Action (the ONevada ActionO)

On Augustl1, 2010, MrBunimovitz, together with Consipio Holding BV (OConsipioO), a creditor of the
Company, and Tisbury ServicegInfiled a Complaint against Private Media Group, Inc. in Nevada County Court,
Clark County, Nevada (Case No-18-622802B) alleging mismanagement of the CompanyOs business by the
CompanyOs three independent directors, Johan G. Carlberg, Peter DixinBerRodebrandt, and Berth Milton, the
CompanyOs Chairman and CEOQ, and seeking to haukimovitz and another neindependent director, Eric
Johnson, appointed as receivers to run the business and affairs of Private, to the exclusion of thectuiterTdie
Complaint also sought an injunction which, if granted, would prevent Private from issuing any stock, borrowing any
money or taking any other action outside the ordinary course of business. The Coasptaiginally fileddid not
name any defatant other than the Company. The matter was set by the Court for a Preliminary Hearing on
SeptembeB, 2010, to determine whether the Plaintiffs were entitled to any of the requested relief. On2&ugust
2010, the plaintiffs amended the Complaint by addin additional cause of action as a shareholder derivative suit
against Messrs. Carlberg, Dixinger, Rodebrandt, and Milton, as well as the CompanyOs CFO, Johan Gillborg, and Phi
Christmas, the Financial Director of PrivateOs principal operating supsidieging gross mismanagement and
breach of fiduciary duty, arising out of transactions between the Company and Milton or his affiliates, including the
failure of an affiliate of Milton, Slingsby Enterprises Limited, to repay a related party receimabtedss of EUR
7 million, and compensation paid to Milton in 2009 without prior Board approval. On Sept8ntherCompany
filed Counterclaims against Bunimovitz and Consipio, alleging that Bunimovitz breached his fiduciary duty as a
director and CEO dPrivate by improperly conspiring with Consipio, a creditor of the Company, to take over control
of the Company, and seeking unspecified damages.

On Augustl 3, 2010, the Plaintiffs also requested the Court to grant a temporary injunction, to remain in
effect until the Preliminary Hearing on SeptemBgwhich, if granted, would have prohibited the Company from
engaging in any transaction outside the ordinary course of business. The Court denied the PlaintiffsO requested
temporary relief, but issued a tennpry order, to remain in effect until the conclusion of a Preliminary Hearing,
requiring Private to seek permission of the Court to hold any special Board meeting.

The Preliminary Hearing commenced on Septen3b@010 before Presiding Judge Elizabetmzdez to
determine whether the Plaintiffs were entitled to appointment of a receiver or other injunctive relief. On Novemberl7,
2010, following the conclusion of the Preliminary Hearing, the Court denied the PlaintiffOs request for appointment of
a receier, determining that the statutory requirements to appoint a receiver to address alleged mismanagement were
not met. The Court also modified its temporary order issued on Ai§ug010. As modified, the preliminary
injunction requires Private to seek passion of the Court to hold any special Board of Directors meeting. The
preliminary injunction also requires that all transactions outside of the ordinary course of business be approved by a
majority of disinterested directors without such directmmgunduly influenced bgurrent management or its
current outside legal counsel. Further, although the Preliminary Injunction contains a specific finding by the Court
that it has found no violation of any federal rule or listing requirement regarding tladssof shares, sealealing or
misappropriation, allegations contained in the Complaint, the Court made a preliminary finding that the failure of
Private to demand repayment of related party receivables from Slingsby Enterprises Limited (currentlypi.4 mi
EUR at December 31, 2010), much of which has been outstanding since at least 2002, is a violation by the Company
of the provisions of Sectiof02 of the Sarbanedxley Act, and that the Company has an obligation to bring legal
proceedings to enforaepayment of the outstanding amount. This finding appears to be based upon an interpretation
by the Court of SectiodA02 which the Company believes is erroneous. The Court seems to have concluded that
because MrMilton may have indirectly personally beitefi from the extension of indebtedness to his controlled
companies arising out of business transactions with the Company, the continued extension of this indebtedness
constitutes a Opersonal loan to or for the benefit of any director or executive offtb@réhe meaning of
Section402 of SOX. The Company believes that this preliminary ruling misstates the scope and purpose of
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Section402, which was to prohibit personal loans to affiliates, but not to prohibit incurring indebtedness in connection
with bona fide business transactions between the Company and an affiliate.

The Preliminary Injunction also contains preliminary findings that notwithstanding approval by all three
independent directors and a majority of the disinterested directors of aceteomnius of EUR139,000 awarded to
Mr. Milton in March 2010, the retention bonus was improper and the bonus should be returned. Specifically, the
Court made preliminary findings that this decision was improperly influenced by statements madd/ilyoMin a
Board of Directors meeting that he would resign and sell his position in the Company if he was not adequately
compensated, and the advice of the CompanyOs outside legal counsel that the directors should consider the advisabil
of granting a retentiobonus, a subject that had not been considered by the directors prior to counselOs advice.

In January and March 2011 the Court granted motions filed by defendants Bo Rodebrandt, Peter Dixinger,
Johan Carlberg, Johan Gillborg and Philip Christmas dismgjsali of the plaintiffsO claims against each of them, due
to lack of jurisdiction over them. Accordingly, there is only one remaining named defendant, Berth Milton, who also
filed a motion dismissing him from the action on the grounds that the Nevadaaeuro jurisdiction of Mr. Milton.
This motionwas denied by the courh June 2, 201 but without prejudice of Mr. Milton to raise this objection at a
later time during the proceeding

The Company believes that this litigation is an improper attéongitcumvent valid and lawful actions of the
disinterested majority of the Board of Directors, including all of the independent directors, and to instead place control
of the Company in the hands of a disgruntled former employee (Bunimovitz), his farloedimate employee (Eric
Johnson) and a creditor (Consipio Holding BV) with whom the Company has been in a protracted and heavily
litigated dispute reported in SEC filings since 2003. Consipio, in addition to being a creditor, is also an affiliate of a
competitor of Private, Beate Uhse, AG, an adult entertainment company listed on the Frankfurt Stock Exchange. For
further information regarding the other litigation with Consipio S8er@ipio Holding BV vs. Private Media Group,

Inc. and Slingsby Enterprisésmited, New York State Supreme Court, County of New York, CaséMi&2/10,
which appears in this Ite@ below.

The Company also believes that the actions ofBvinimovitz as a director since he was terminated as CEO,
including pursuing a lawsuitith a creditor with whom the Company is in protracted litigation, are a clear and serious
breach of his fiduciary duties, and have been taken in bad faith to advance the personal intereBisrofidvitz.
Accordingly, the Company has filed counterclaiagginst Bunimovitz in this proceeding, discussed above, seeking
monetary damages and other appropriate relief.

The Company believes that the allegations in the Complaint against the Company and the single remaining
individual defendant, and the findingéthe Court in the Preliminary Injunction are without merit, and that the
Company and the individual defendant will prevail upon the conclusion of this proceeding.

Consipio Holding BV vs. Private Media Group, Inc. and Slingsby Enterprises Limited, Nevk 6tate Supreme
Court, County of New York, Case N650462/10 (the ONew York ActionO)

On May1, 2009, Consipio Holding BV filed a lawsuit against the Company in U.S. federal court asserting a
claim for unspecified damages under a Note dated Dece2itp2001 in the original principal amount of $4,000,000,
which was guaranteed by Slingsby Enterprises Limited (OSlingsbyO), an affiliate of the CompanyOs Chairman and
principal shareholder. The guarantee was secured by a pledge of 1,650,000 shares op#my@seommon stock,
and SlingsbyOs agreement to pledge an additional 3,950,000 shares upon the occurrence of an event of default. The
Company filed its Answer and asserted several affirmative defenses. The lawsuit also included a claim against
Slingsby toenforce its guaranty of the Note. On Mag#) 2010, the Court dismissed the lawsuit, finding that U.S.
federal courts did not have jurisdiction over the subject matter of the lawsuit.

On July9, 2010, the Company received a notice from Consipio stttatighe Company continued to be in
default under the Note and requesting Slingsby to deliver an additional 3,950,000 shares of common stock as
collateral to Consipio under the terms of the pledge agreement. In addition, pursuant to such notice Consipio
purported to exercise the right as pledgee to vote all of the 5,600,000 collateral shares, including the 1,650,000 shares
of common stock previously pledged as collateral, so long as an event of default has occurred and is continuing under
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the Note.

On August12, 2010, the Company received notice that Consipio héitbdethe lawsuit against the
Company and Slingsby in New York State Court in May 2010 to enforce the Note and the related guaranty agreement.
As amended, the Complaint against the Compaleged that the Company had orally agreed with Consipio in 2003
to change the stated interest rate on the Note from 7% to 9.9 %, and to denominate the principal amount under the
Note in euro instead of U.S. dollars, a position which the Company believéallis wothout merit. On Octobet2,
2010, Slingshy filed a Motion to Dismiss the claims against it under the guaranty agreement based upon the position
that ConsipioOs claims against Slingsby were time barred under the statute of limitations. In NadEdrther 2
Company filed an Answer, and included affirmative defenses, including claims of substantial offsets to the amounts
due under the Note. On Decemi&r 2010, following a hearing on Novemi8r2010, the Court granted SlingsbyOs
Motion to Dismiss th€Complaint against it, and granted Consipio leave to amend the Complaint to plead additional
allegations against Slingsby which, if proven by Consipio, would extend the statute of limitations. On D&iember
2010 Consipio filed an amended Complaint whiohtained substantially similar allegations as against the Company
and Slingsby. The amended Complaint also named Berth Milton as a defendant and included additional allegations
against Slingsby and MMilton. Mr. Milton has not yet been served with thmended Complaint. In February 2011,
Slingsby filed a motion to dismiss the amended Complaint against it, principally on the grourdethidthe
allegations in the amended Complaint were tamdgorcement of the guaranty was time barred under thecapisi
statute of limitationsThe court denied the motion to dismiss, and discovery is now underway in this cas¢éheBoth
Companyand Slingsbyntend to continue twigorouslycontest the allegations of Consipio, including defenses by the
Company of suliantial offsets against the Note and defenses by Slingsby based upon the defense that the statute of
limitations bars enforcement of the guaranty agreement and related pledge agreement from Slingsby which purports tc
grant a pledge in favor of Consipio laslder of the Note against 5,600,000 shares of Private Common Stock
originally registered in the name of Slingsby.

On April 1, 2011, Consipio filed an application with the court seeking-gugigment writ of attachment
against the Company in the amooht$6.7 million. On April 12, 2011, the Company filed an opposition to the
application which has been set for a hearing on June 16,.20&4sipio had previously filed a similar application for
attachment in September 2010, which was summarily deniduebgourt.

_ For additional information relating to this litigation see Note 10 to the consolidated financial statements
under OOther DebtO for additional information regarding the Note obligation. The Company, Slingsby and Berth
Milton intend to vigorouly defend against these claims.

Litigation Regarding Election Results for 2010 Annual Meeting of Shareholders

As noted above, on Ju§; 2010, the Company received a notice from Consipio stating that the Company
continued to be in default under the Nated requesting Slingsby to deliver an additional 3,950,000 shares of
common stock as collateral to Consipio under the terms of the pledge agreement from Slingsby to Consipio. In
addition, pursuant to such notice Consipio purported to exercise the rigletdgge to vote all of the 5,600,000
collateral shares pledged under the pledge agreement, including the 1,650,000 shares of common stock previously
pledged as collateral, so long as an event of default has occurred and is continuing under the NptenDerEe,

2010, the Company was notified by Consipio that it intended to nominate six directors at the 2010 Annual Meeting,
five of whom had not been nominated by the CompanyOs Board of Directors. On September 22, 2010, Slingsby
advised Consipio and ti@ompany that under New York law all of ConsipioOs rights under the pledge agreement and
related guarantee agreement in respect of the 5,600,000 collateral shares had terminated, including any rights of
Consipio to vote these shares, and instructed the @oynpot to allow Consipio to vote any of the collateral shares.

On October 21, 2010, Consipio, llan Bunimovitz and the other plaintiffs in the Nevada Action obtained an
Order from Judge Gonzalez requiring that the Company recognize the right of Cémsipie the 5,600,000
collateral shares under the pledge agreement at the 2010 Annual Meeting of Shareholders. As discussed below, this
Order has been appealed by the Company and is therefore under the review of the Nevada Supreme Court.

The Company helis 2010 Annual Meeting of Shareholders on Novenil®2010, in Barcelona, Spain.
Two proposals were presented at the Meeting for approvab @gct six directors; and (8) ratify the appointment

28



of BDO Auditores, S.Las the CompanyOs independegistered public accountants for the fiscal year ended
DecembeBl, 2010. Following the closing of the polls, the Annual Meeting was continued in order to allow the
independent Inspector of Elections to tabulate the votes and issue his final repgihgehté results.

On Decembet 6, 2010, the Company received the independent Inspector of ElectionOs Final Report. The results
of the voting at the 2010 Annual Meeting, as set forth in the Inspector of Elections Final Report, are as follows:

Proposal Na 1DElection of Six Nominees for Director:

Number of Number of

Nominee Shares Shares
for Director Voted for Withheld
Eric Johnson 15,893,296 7,507
Jan Jensen 8,095,390 6,256
Bernt Akander 8,094,351 7,295
Peter Dixinger 8,073,491 28,1%
Bo Rodebrant 8,072,525 29,121
Berth Milton 8,071,301 30,345
llanBunimovitz 7,799,157 -
David Dohrmann 7,799,157 -
Alexander V. Matveev 7,509,016 290,141
Charles William Prast 7,509,016 290,141
John S. Wirt 7,509,016 290,141

Proposal No. 2bRatify BDO Auditores, S.L. as Independent Registered Accounting Firm for the Fiscal
Year ending December 31, 2010:

Number of Number of Number of
Shares Shares Shares
Voted for Against Abstained

16,033,432 998 5,740

Under Nevaddaw, the six nominees who are finally determined to have received the highest number of votes
are elected to the Board of Directors and serve as directors until the 2011Annual Meeting and until their successor is
elected and qualified. However, followitige delivery of the Inspector of ElectionOs Final Report on December 16,

2010, Consipio contended that 3,950,000 of the collateral shares pledged by Slingsby to Consipio were not voted in
favor of five of the six Consipio director nominees (Messrs. Bunitap@ohrmann, Matveev, Prast and Wirt), as

required by the Nevada CourtOs October 21, 2010 Order. Accordingly, in December 2010 the Nevada Court entered &
Order at the request of Consipio, llan Bunimovitz and the other plaintiffs in the Nevada Actlomeféect that the
InspectorOs Final Report was subject to review by the Court, and could not be deemed final and effective by the
Company until approved by the Court.

The InspectorOs Final Report was reviewed by the Court at a hearing on d4agQktyto determine
whether the Inspector of ElectionOs Final Report would be approved by the Court. Following the conclusion of the
hearing on Janua#, 2011, the Court entered a further Order refusing to either modify or confirm the InspectorOs
Report. Acordingly, the then current directors (Messrs. Milton, Rodebrandt, Dixinger, Jensen, Johnson and
Bunimovitz) continue to remain in office pending further order of the Court approving or modifying the Inspector of
ElectionOs Final Report, or until the Compeanvenes the 2011 Annual Meeting of Shareholders. On Ja28ary
2011, the Court ordered that an evidentiary hearing be held in June 2011 to determine whether there is sufficient
evidence to confirm or modify the Final Report of the Independent Inspedidections. As noted above, Consipio
contends that the 3,950,000 collateral shares were not voted as directed by ConsipiG@onkiplo contends is
inconsistent wittthe CourtOs Order of October 21, 2010. As discussed belowAppeal to Nevada Same
Court,Othis Order is currently being challenged by the Company in the Nevada Supreme Court. In order to comply
with Nasdaq listing requirements requiring that a majority of the directors in office be independent, on January 28,
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2011, the Court furthreordered that the CompanyOs six member board create a vacancy for a seventh director and to
fill the newly created vacancy with an independent director, to serve until the earlier of the 2011 Annual Meeting or
until the Court is able to confirm the finallection results for the November 2010 election.

On Februang, 2011, the Board of Directors voted to create a seat for a seventh director and to fill this
vacancy by appointing Bernt Akander. His nomination was unanimously approved by all three irdéderdtors
and a majority of the six directors in office. Mikander, who was a Company nominee for the Board of Directors at
the 2010 Annual Meeting, has accepted the Febiapgpointment. Accordingly, as of Febru&,)2011, the
CompanyOs Board bfrectorswascomprised of seven directors, four of whararedetermined to be independent
directors in accordance with the applicable Nasdaq listing raigepreviously reported, Mr. Akander resigned in May
2011; thus the vacancy created by the Couaidsdy 28, 2011 court order remains unfilled until a nominee who is an
independent director is selected and approved by the Board of Directors.

On April 14, 2011, pursuant to a stipulation entered into by the Company and the plaintiffs in the Nevada
Coutt proceeding and approved by the Court, the vote regarding the CompanyOs moptattte appointment of
BDO Auditores, S.Las the CompanyOs independent registered public accountants for the fiscal year ended December
31, 2010, was approved as final

If the Nevada Court at any time in the future confirms either of the two director nominee slates presented at
the November 2010 Annual Meeting, then at that time the Board of Directors is expected to be comprised of six
directors, four of whom will bendependent directors.

Appeal by the Company to the Nevada Supreme Court

As discussed above, on October 21, 2010, Consipio, llan Bunimovitz and the other plaintiffs in the Nevada
Action obtained an Order from Judge Gonzalez requiring that the Comgaognize the right of Consipio to vote the
5,600,000 collateral shares under the pledge agreement in favor of Consipio at the 2010 Annual Meeting. On
December 3, 2010, the Company filed a Petition for Writ with the Nevada Supreme Court seeking and&ataer dir
Judge Gonzalez to vacate her Order of October 21, 2010, on the basis that she did not have jurisdiction of this issue,
and seeking a stay of the Order until the issue can be decided in the New York Action. The October 2010 Order
required the Company recognize the right of Consipio to vote the 5,600,000 collateral shares under the pledge
agreement at the 2010 Annual Meeting of Shareholders.

In particular, the Company believes that Judge Gonzalez exceeded her authority by entering the @eder, on t
basis that (i) Slingsby Enterprises Ltd., the entity which pledged the collateral shares to Consipio, is not a party to the
Nevada Action, and (ii) the Order is beyond the scope of the Complaint filed in the Nevada Action. On January 7,
2011, the Nevad&upreme Court agreed to hear the appeal and directed that the interested parties, including Consipio,
file opposing papers. In February 2011 Consipio filed its opposition to the CompanyOs request for a Writ. The parties
are awaiting the ruling of the Neda Supreme Court.

Swedish Tax Authority Proceedings

In December 1999 the Company received final notification from the Swedish Tax Authority assessing its
subsidiary in Cyprus for the tax years 190808 for a total amount of SEK 42,000,000 (approx. ELBmillion)
plus fines amounting to SEK 16,800,000 (approx. EUR 1.8 million) plus interest. The Swedish Tax Authority has
taken the position that the subsidiary carried on business in Sweden from a permanent establishment during the perio:
in question ad should therefore be taxed on the income attributable to the permanent establishment. The Company is
of the view that no permanent establishment is at hand in Sweden. However, the Administrative Court of Appeal has
finally decided that a permanent estabinent is at hand. In February 2009, the County Administrative Court reduced
the assessment for the tax years 12988 to a total amount of SEK 12,600,000 (approx. EUR 1.1 million) plus fines
amounting to SEK 5,040,000 (approx. EUR 0.5 million) plus egerdn November 2010, the Administrative Court of
Appeal decided that the County Administrative CourtOs decision should prevail. However, as a matter of fact, the tax
claim on the Company has been extinguished according to Administrative Law. Duedctttierfe is no longer any
claim at stake, no amounts have been provided in the CompanyOs financial statements for this dispute.
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We are from time to time a defendant in suits for defamation and violation of rights of privacy, many of
which allege substdial or unspecified damages, which we vigorously defend.

We are presently engaged in litigation, most of which is generally incidental to the normal conduct of our
business and is immaterial in amount. We believe that our reserves are adequate arglitiatiation will have a
material adverse impact on our financial condition. However, there can be no assurance that our ultimate liability will
not exceed our reserves.

Except as disclosed above, neither Private Media Group, Inc. nor its subsidiamesiied in any other

litigation or arbitration proceedings which could have a material influence on our financial condition or results of
operations.

ITEM 4. Not applicable
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PART Il

ITEM 5. MARKET FOR THE REGISTRANTOS COMMON EQUITY, RELATED STOCKHOLD ER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market for Private Media Group, Inc. Common Stock

The common stock of Private Media Group, Inc. has traded on the NASDAQ National and Global Markets
since February 1, 1999 under the symbol OPRRfiously, our common stock traded on the FINRA (formerly
NASD, Inc.) OTC Bulletin Board since March 29, 1996. The following table sets forth the range of representative
high and low sales prices for the common stock for the periods indicated, as réydtiedNASDAQ Stock Market.
Quotations represent intdealer prices, do not include retail markups, markdowns or commissions and may not
represent actual transactions.

High Low
Fiscal 2010:

First QuarterEEEEEEEEEEEEEEEEE $2.85 $1.55

Second QuaéerEEEEEEEEEEEEEEEE $3.05 $1.69

Third Quarter EEEEEEEEEEEEEEEE! $2.19 $1.33

Fourth QuarterEEEEEEEEEEEEEEEE $1.91 $1.00

Fiscal 2009:

First QuarterEEEEEEEEEEEEEEEEE $3.87 $2.70

Second QuarterEEEEEEEEEEEEEEE $4.14 $1.68

Third Quarte EEEEEEEEEEEEEEEEE $2.76  $1.80

Fourth QuarterEEEEEEEEEEEEEEEE $3.60 $1.75

On April 8, 2011, the last sales price reported on the NASDAQ Stock Market was $0.65. On September 23,
2010, there were approximately 1,668 beneficial owners of aumum stock.

Dividend Policy

We did not pay any cash dividends during our last two fiscal years and we do not contemplate doing so in the
near future. We currently intend to retain all earnings to finance the development and expansion of our opaditions,
do not anticipate paying cash dividends on our shares of common stock in the foreseeable future. Our future dividend
policy will be determined by our Board of Directors on the basis of various factors, including results of operations,
financial conditon, business opportunities and capital requirements. The payment of dividends will also be subject to
the requirements of Nevada Law, as well as restrictive financial covenants which may be required in credit
agreements.

Transfer Agent

The transfer agarand registrar for our common stock is InterWest Transfer Co., Inc., 1981 East 4800 South,
Suite 100, Salt Lake City, Utah 84117.

ITEM 6. Not applicable
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

You should read this section together with the consolidated financial statements and the notes and the other
financial data in this Report. The matters that we discuss in this section, with the exception of historical information,
are forwardlooking statemestwithin the meaning of the Private Securities Reform Act of 1995. Such ferward
looking statements are subject to risks, uncertainties and other factors which could cause our actual results to differ
materially from those expressed or implied by such foavi@oking statements. Potential risks and uncertainties
relate to factors such as: (1) the timing of the introduction of new products and services and the extent of their
acceptance in the market; (2) our expectations of growth in demand for our prartiliservices; (3) our ability to
successfully implement expansion and acquisition plans; (4) the impact of expansion on our revenue, cost basis and
margins; (5) our ability to respond to changing technology and market conditions; (6) the effects amegulat
developments and legal proceedings with respect to our business; (7) the impact on the Company and its investors
from the outcome of legal proceedings discussed under I®hegal Proceedings; (8) the impact of exchange rate
fluctuations; and (9) ouability to obtain additional financing. The foregoing list of factors is not exhaustive. For a
more complete list of factors that may cause results to differ materially from projections, please refer to the Risk
Factors section of this Fort©-K.

Overview

We are an international provider and distributor of adult media content. We acquire or license content from
independent studios, producers and directors and process these images into products suitable for popular media
formats such as digital media aent for Broadcasting, Mobile and Internet distribution, and print publications and
DVDs. In addition to media content, we also generate additional sales through the licensing of our Private
trademark to third parties.

On January 20, 2009 we expanded lobernet operations through the acquisition of Game Link LLC and
its affiliates, companies engaged in digital distribution of adult content over the Internet and eCommerce
development. GamelLink is a leading US adult entertainment VOD and eCommerce pilattargh its
GamelLink.com websit& he siteOmstalled user base represents over one million domestic and international
customers and it serves over 100,000 users daily. Including 70,000 video titles, GameLink has one of the largest
libraries of digital ad physical adult media and novelties in the United States.

On OctobeR9, 2009 we continued the ongoing expansion of our global digital media platform through the
acquisition of Sureflix Digital Distribution and its affiliates, companies engaged irutiedss of digital distribution
of premium gay adult content. Sureflix is a leading global supplier of adult programming. The company operates a
vast network of more than 100 ppgrview VOD websites and has a North American broadcast presence. It
represats premium production studios in global television broadcast (cable, satellite), mobile, IPTV and Internet
VOD markets. Sureflix has not only-grepth knowledge of adult programming, but also significant VOD technology
and marketing expertise.

We operat in a highly competitive, serviewiented market and are subject to changes in business, economic
and competitive conditions. Nearly all of our products compete with other products and services that utilize adult
leisure time and disposable income. Alilgh we believe our products are wedlitablished in the adult entertainment
industry, we compete with entities selling adult oriented products via any type of distribution network, including the
Internet. Many of these products are similar to ours. Owepd#st few years, the adult entertainment industry has
undergone significant change. Traditional producers of softcore content as well as mainstream providers of media
content have shifted to producing hardcore content. As a result, we face greatertaomtpetistribute hardcore
content. This shift has also led to industry consolidation, creating fewer, more financially formidable competitors.
Recently, the introduction of a large number of free content Internet sites that allow users to accelssldegeofi
content has created an even more challenging environment where both sales volume and margins are decreasing
substantially. In addition, the recent recession has shown that the adult industry is not immune to economic cycles.

Despite serious clHanges in the market for online content, we expect growth going forward. There are many
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reasons to be optimistic about our opportunities and our Internet group has been working hard to position itself to take
advantage of these opportunities.

The primarysource of growth is expected to come from a significant increase in traffic to our online
properties coupled with improved conversion and retention rates and a much more sophisticated approach to traffic
management. We have rebuilt our signature propprivate.com, and restructured our affiliate programs in all
properties to compete aggressively for affiliate traffic. In addition to our technical systems, we have restructured our
departments with resources highly skilled in affiliate traffic developrardtshifted our emphasis from account
management towards sales. We have also developed solutions for critical new markets: gay, international, and mobile
Finally, we have increased our efforts to defend against piracy of our content and the propagatoedacontent.
The combination of the breadth of our premium assets and the scope of our market reach give us a unique and very
defensible position.

During 2010, the DVD market has continued to shrink, with sales for our physical products declining by
18%. However, the DVD business is by no means dead even in this competitive landscape. The content providers thai
manage to survive the current Oclean outO will control the DVD market going forward.

With respect to broadcasting, Private is a leadingtamuitent provider in Europe and Latin AmeriPaivate
content is currently continuously broadcasted via 194 platforms in 42 coufiraedition to this we are providing
content to leading PayV operators. Our strategic partnerships prove to be aalidstrong revenue generators and
will continue to perform well.

PrivateOs mobile Oon portalO revenues declined again in 2010. We are still the most distributed adult brand ir
the world and will monetize existing distribution as best as we can by geagilih the few outstanding carriers and
replacing norperforming content aggregators with new ones. During 2010 we have enabled smart phone users to
browse, purchase and consume our library of content on all of our web properties and expect to gbsenaialsu
growth from this initiative going forward.

Through the acquisition of Gamelink and Sureflix, Private acquired a team of the most innovative and
experienced developers in the adult industry who will lead a product development effort focustelbomgaal:
increase qualified traffic to our web properties. There are three key strategies: opening our services to third parties to
develop products on top of our platform; developing applications like Smart Phone & TV apps that give our content
hooks nto emerging markets and devices; and developing widgets that will merge the unique data analytics we have
with our vast product offering and enable sites to easily leverage our catalog and transactional capabilities to their
customers.

One Movie All Screns: the VOD landscape is an endless field of format proliferation. Consumers are forced
to purchase the same movie in a variety of different formats at various price points in order to view it on different
devices. Our goal is to provide our customer$lie ability to watch any movie in our catalog on any screen
available to them.

In addition to our online R&D efforts for traffic generation and improving conversion and retention rates, we
will continue to explore the most effective way to enable custeno view our movies on all screens. The primary
focus of our online R&D efforts will be on delivering content to the TV and enabling purchase and consumption on
Smart Phones.

We generate revenues primarily through:

¥ Internet ecommerce, subscriptionga licensing;

¥ the broadcasting of movies through IPTV (Internet Protocol Television), cable, satellite and hotel
television programming;

sales of DVDs and magazines;

sales of adult mobile content, B2B @uurtalO and B2C OgdbrtalO (wireless); and

corntent, brand name and trademark licensing.

K K K
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The following table illustrates our net sales by product group for the periods indicated.

Years ended December 31,
2008 2009 2010

EUR EUR EUR
Net sales by product group (in thousands)
INEEINE ... 4,218 13,129 14,766
Broadcasting.....ccccooeeeeeiiiiiiiiieeee e 5,805 4,491 3,859
DVDS & MagazinNesS.........cccceeeiiieeeeeiiiiieeei e, 7,687 3,843 3,151
WITEIESS. ...ttt 1,957 1,597 1,494
TOtAL e 19,667 23,061 23,270

Over time, we expect net sales from DVDs & magazines to continue to decline@eat@pge of net sales
in relation to total net sales from Internet, broadcasting and wireless. We expect net sales from Internet and wireles:
broadcasting to grow during the coming years.

We recognize net sales on delivery (for further information, sege& Accounting Estimates).

Even though we recognize net sales upon delivery, we generally provide extended payment terms to our
distributors of between 90 and 180 days. Although our extended payment terms increase our exposure to accounts
receivable wite-offs, we believe our risk is minimized by our generally kbegn relationships with our distributors.

In addition, we view our extended payment terms as an investment in our distribution channels which are important to
the growth of our business.

Our primary expenses include:

web page development costs;

acquisition and licensing of content for our library of photographs and videos;
printing, processing and duplication costs; and

selling, general and administrative expenses.

K K K K

We released 71, 7d 87 proprietary video titles during 2010, 2009 and 2008, respectively. The releases
include both new and archival material. We plan to release more than 50 proprietary video titles in 2011.

Over the years, our cost of sales has been fluctuating refathet sales due to our use of new mediums
for our products, such as the Internet, broadcasting and wireless. We also incur significant intangible expenses in
connection with the amortization of our library of photographs and movies and capitalize¢dermtigosts,
which include the Internet. We amortize these tangible and intangible assets on alsimlftis for periods of
between three and five years.

Restructuring

During 2009 and 2010 we have faced several organizational challenges asaf tesudicquisitions and
integration of the online businesses GameLink and Sureflix into the group. Parallel with the integration, we have
rebuilt our signature property, private.com, and restructured our affiliate programs in all properties to compete
aggessively for affiliate traffic. In addition, we have restructured our departments with resources highly skilled in
affiliate traffic development and shifted our emphasis from account management towards sales. We have also
developed solutions for criticaew markets: gay, international and mobile. Furthermore, as a response to decreased
margins in the adult entertainment industry, we have reviewed, analyzed and continued to restructure the operations o
the noronline part of the business in order to beeamore cost effective. All the aforementioned processes have had
impact both in terms of lost sales and additional selling, general and administrative expenses. However, as part of
these processes, during 2010 we have reduced our workforce by 34% freon1li&8employees and we expect to
continue this process as we become more efficient and enjoy economies of scale from the aforementioned
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acquisitions. During 2011, we expect to benefit from the continued restructuring and reduce costs and increase sales
as we implement and launch new initiatives, such as fully combining our Internet assets, outsourcing major parts of
our nononline operations and aggressively marketing our new Internet platforms.

Critical Accounting Estimates
General

Our discussion andnalysis of our financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these fihatateEments requires us to make estimates and
judgments that affect the reported amount of assets and liabilities revenues and expenses. On an ongoing basis, we
evaluate our estimates, including those related to impairment of the library of photogrdpideas and other long
lived assets, allowances for bad debt, income taxes and contingencies and litigation. Accounts receivable and sales
related to certain products are, in accordance with industry practice, subject to distributors right of regata to un
items. We base our estimates on historical experience and on various assumptions that are believed to be reasonable
under the circumstances, the results of which form the basis for making judgments about the carrying values of assets
and liabilities hat are not readily available from other sources. Management periodically reviews such estimates.
Actual results may differ from these estimates as a result of unexpected changes in trends.

We believe the following critical accounting policies are sigaifitly affected by judgments and estimates
used in the preparation of our consolidated financial statements.

Recognition of Revenue

The CompanyOs primary sources of revenue are the sale of content delivered via Internet, broadcasting, DVD
& magazines ad mobile phones.

Internet video ordemand offerings are sold directly via the CompanyOs online retail websites and are paid for almost
exclusively by credit card. The Company recognizes revenue from-siddemand when the service is rendered and
collectability is reasonably assured, specifically, when the customerOs credit card is charged, which is, in most cases,
simultaneous with delivery of the atemand video. Credit card payments accelerate cash flow and reduce the
CompanyOs collection risk, suttjeo the merchant bankOs right to hold back cash pending settlement of the
transactions. The Company also offers a prepaid wigdedemand service in which a customer purchases a number of
minutes of ordemand video at a set rate per minute based oruthbar of minutes purchased. The rate per minute
decreases as the number of prepaid minutes increases. The Company records revenu@ipoupremers as

deferred revenue prior to commencement of services and recognizes revenue as the servicesdréPrepdéat

minutes purchased under this program do not expire.

The Company also offers a customer loyalty program under which each memberOs purchase of video on
demand, DVDs, movie downloads, books, novelties or other items earns the member one eadtft émllar spent.
After accumulating 150 points, a customer may redeem the points for a $5 purchase. Points increase in value as they
are accumulated and redeemed, with a maximum accumulation of 2,000 points, which may be redeemed for a $200
purchase. A of a customerOs points expire after 180 days of no purchase activity. Because the value of the award
points is not significant in relation to the value of the services or products purchased by the customer, the Company
records a liability for the estinted cost of the discounted services or products to be provided in the future.

Revenues from the sale of subscriptions to the CompanyOs Internet website are deferred and recognized
ratably over the subscription period.

IPTV (Internet Protocol Television¥atellite & cable broadcasting revenues are recognized upon delivery
when the following conditions have been met (i) license period of the arrangement has begun and the customer can
begin its exploitation, exhibition, or sale (ii) the arrangement faeged r determinable and (iii) collection of the
arrangement fee is reasonably assured. Such revenues may be generated by either a fixed license fee or as an agree:
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percentage of sales, based on sales reported each month by the CompanyQOs IPTV, ctlflitezaffilzdes. The

affiliates do not report actual monthly sales for each of their systems to the Company until approxima@€lyl&gs

after the month of service ends. This practice requires management to make monthly revenue estimates based on
historical experience for each affiliated system. Revenue is subsequently adjusted to reflect the actual amount earned
upon receipt. Adjustments made to adjust revenue from estimated to actual have historically been immaterial.

DVDs & Magazines (physical pducts) are sold both to wholesalers, on firm sale basis, and via national
newsstand distributors, with the right to return. Our physical products are generaliimguki and the principal
market is in Europe. Revenues from the sale of physical proddere distributors are not granted rigbtseturn
are recognized upon transfer of title, which generally occurs upon delivery. Revenues from the sale of physical
products under consignment agreements with distributors are recognized based uponsapsrigdthe CompanyOs
distributors. Revenues from the sale of physical products under agreements that grant distributofsreghtsare
recognized upon transfer of title, which generally occurs on delivery, net of an allowance for returned product.
Distributors with the right to return are primarily national newsstand distributors. Most of our productsargtdy
(six issues per year) and remain on sale at a newsstand for a period of two months. Normally, all unsolds are reported
to us within gperiod of four to six months from delivery. There are normally two to four national newsstand
distributors for all newspapers and periodicals operating in each country. A majority of our national newsstand
distributors are members of Distripress, the iméional organization for publishers and distributors, and carry out the
distribution of the largest national and international newspapers and periodicals, including: Financial Times, Herald
Tribune, Time, Newsweek, Vogue, etc. The Company uses spetifio percentages per title and distributor based
on estimates and historical data. The percentages vary fré@d@%0Percentages are reviewed on aigoing basis.
Magazines have an approximate retail price of EUR 11.50 (USD 15.95) per copy and areoprigitessy high
quality paper at a cost of EUR 1.25 (USD 1.75). They are often shriaggped in order to comply with local
regulation or guidance for the sale of adult publications. In view of the high retail price, the margin and the physical
quality ofthe magazines and the fact that the content has a very longl@sBedince it is not particularly linked to
time, trends, fashion or current events, the Company has always collected the returns from newsstands in order to
make them available for salgain. The Company operates scheduledis&ribution of returned magazines, via
national newsstand distributors, together with DVDs as Magazine/DVD packs as a way of increasing DVD
distribution. Since the national newsstand distributors have the rightiutm y the DVD packs are returned in order to
be sold via an additional scheduleedistribution. The retail price for products sold viadistribution vary between
EUR 14.9519.95 (USD 20.787.70). Magazine returns notdéstributed as per above am@don a firm sale basis to
wholesalers as back numbers at a lower price than new issues. The Company has historically sold all returnad copies
at an average price higher than, or equal, to cost.

Revenues from mobile content (wireless) sales are recagba=ed on sales reported each month by mabile
operators via aggregators. The aggregators do not report actual monthly sales for each of their operators to the
Company until approximately 6090 days after the month of service ends. This practice reqnaragement to
make monthly revenue estimates based on historical experience for each affiliated system. Revenue is subsequently
adjusted to reflect the actual amount earned upon receipt. Adjustments made to adjust revenue from estimated to
actual have htsrically been immaterial.

Accounts receivable

We are required to estimate the collectability of our trade receivables and notes receivable. A considerable
amount of judgment is required in assessing the ultimate realization of these receivablegjitichudinrent credit
worthiness of each customer. Significant changes in required reserves have been recorded in the past and may occur
the future due to the current market environment.

Management reviews the allowance for doubtful accounts on atlepstrterly basis and adjusts the balance
based on their estimate of the collectability of specific accounts as well as a reserve for a portion of other accounts
which have been outstanding for more than 180 days. This estimate is based on hist@icahlddsformation about
specific customers. After collection attempts have failed, the Company writes off the specific account.
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Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price paid over the fair valueeaifdbsets of businesses
acquired.

Other Intangible Assets represents the value attributable to: a) Customer base, which was acquired from two
of the CompanyQs former distributors in the U.S. and in Canada in 2001 and 2003, respectively, (see Note 8). The
amortization expense is calculated on a strdigktbasis over 10 years for each acquisition, b) Broadcasting asset,
which was acquired from International Film Production and Distribution Limited in 2003 (see Note 8). At the time of
acquisition, the agt was deemed to have an indefinite life and is not subject to amortization, and c) Trade and
Domain names, which were acquired from GameLink and Sureflix (see Note 8). At the time of acquisition, the assets
were deemed to have an indefinite life and aresnbject to amortization.

Goodwill and indefinite lived intangible assets are reviewed annually for impairment (or more frequently if
indicators of impairment arise), see Note 8. Further separable intangible assets that are not deemed to have an
indefinite life are amortized over their expected useful lives.

During 2008, 2009 and 2010, the we had impairment charges of EUR 293 thousand, EUR 884 thousand and
EUR 1,562 thousand, respectively, and going forward additional impairment charges may occate see N

Impairment of Long.ived Assets

The Company evaluates the carrying value of itsdbregd assets when events or circumstances indicate the
carrying value may not be recoverable through the estimated undiscounted cash flows from the ussedf &re as
impairment loss is then measured as the amount by which the carrying value of the asset exceeds its estimated fair
value. In 2010, the Company had an impairment charge of EUR 548 thousand relating developed website technology,
see Note 6. Going farard additional impairment charges may occur.

Inventories

Inventories are valued at the lower of cost or market, with cost principally determined on an average basis.
Inventories principally consist of DVDOs and magazines held for sale or resale. Tikarynigenritten down to the
estimated market value based upon assumptions about future demand and market conditions. If actual market
conditions are less favorable than those projected by managementjawits may be required.

Results of Operations
2010 compared to 2009

Net salesFor the twelve months ended December 31, 2010, we had net sales of EUR 23.3 million compared
to net sales of EUR 23.1 million for the twelve months ended December 31, 2009, an increase of EUR 0.2 million, or
1%. The increaswas the result of increased Internet sales offset by decreases in sales of DVD & Magazines,
broadcasting and wireless. Internet sales increased EUR 1.6 million to EUR 14.8 million, which represents an increase
of 12% compared to the same period last y€he increase in Internet sales was the result of our acquisitions last
year. Discounting EUR 3.4 million in impact from acquisitions, Internet Sales decreased EUR 1.8 million as a result
of the rebuilding of our website private.com. Broadcasting salgeased EUR 0.6 million, or 14%, to EUR 3.9
million. Wireless sales in the period decreased EUR 0.1 million, or 6%, to EUR 1.5 million as a result of a reduced
share in the consumer spend provided to aggregators and content providers by telecom opgeaitral iin this
business. DVD & Magazine sales decreased EUR 0.7 million, or 18%, to EUR 3.2 million. The reduction in DVD &
Magazine sales was primarily attributable to an industry wide decre@8&lrsales (see discussion undautiook
below).

Net sdes in general were affected by changes in exchange rates. The annual average U.S. dollar exchange

rate for the fiscal year 2010 compared to 2009 increased 4.2% which increased all our sales, cost and expenses
denominated in U.S. dollars by the same peasagmn Fluctuations in exchange rates between the euro and the dollar
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can affect the comparability of our results from year to year. We translate our consolidated subsidiaries whose
functional currency is not the euro into the euro for reporting purpasasnk statement amounts are translated into
euro using the average exchange rate for the fiscal year. The balance sheet is translated -&nithe@yelzange rate.

Overall, net sales and margins were affected by the impact of free adult content aderties.IGoing
forward, we expect Internet, wireless and Broadcasting sales to increase (see discussiontlouldrelow).

Cost of SalesOur cost of sales was EUR 16.8 million for the twelve months ended December 31, 2010
compared to EUR 16.9 milliorof the twelve months ended December 31, 2009, a decrease of EUR 0.1 million.
Included in cost of sales is Internet, broadcasting and wireless. printing, processing and duplication and amcrtization
of library. Internet cost was EUR 9.6 million for the twelmonths ended December 31, 2010 compared to EUR 7.3
million for the twelve months ended December 31, 2009. Internet cost as a percentage of related sales in the period
was 65% compared to 55% in the same period last year. The increase of EUR 2.4 radlpnmarily the result of
the acquisition obur acquisitions last yeavhich contributed EUR 2.6 million. In addition, we rebuilt our
private.com membership site and as a result of this we incurred accelerated amortization of EUR 0.4 million of the old
site which was decommissioned in May 2010. Finally, developed website technology was charged with impairment of
EUR 0.5 million. Discounting the effects of acquisitions, accelerated amortization and impairment, Internet cost
would have decreased by EUR inillion. Broadcasting and wireless cost was EUR 0.3 million for the twelve
months ended December 31, 2010 compared to EUR 0.6 million for the twelve months ended December 31, 2009.
Broadcasting and wireless cost as a percentage of related sales inddevasr6% compared to 10% in the same
period last year. Printing, processing and duplication cost was EUR 1.8 million for the twelve months ended
December 31, 2010 compared to EUR 3.1 million for the twelve months ended December 31, 2009, a decrease of
EUR 1.3 million, or 43%. The decrease was a reflection of the decrease in sales and the absenegooimoite
magazine inventory which took place in 2009. Printing, processing and duplication cost as a percentage of CVD &
Magazine sales was 57% for the lveemonths ended December 31, 2010 compared to 81% in the same period last
year. Amortization of library was EUR 5.1 million for the twelve months ended December 31, 2010 compared to EUR
5.8 million for the twelve months ended December 31, 2009, whicbgepts a decrease of EUR 0.7 million.
Amortization of library does not vary with sales since it reflects the amortization of our investments in content which
has been available for sale for a period of three to five years.

Gross Profit.In the twelve moths ended December 31, 2010, we realized a gross profit of EUR 6.4 million,
or 28% of net sales compared to EUR 6.2 million, or 27% of net sales for the twelve months ended December 31,
2009.

Selling, general and administrative expenggsr selling, gen&l and administrative expenses were EUR
13.1 million for the twelve months ended December 31, 2010 compared to EUR 23.9 million for the twelve months
ended December 31, 2009, a decrease of EUR 10.8 million, or 45%. Adjusting the difference for indemnifica
expense of EUR 0.5 million, impact from last yearOs acquisitions of EUR 1.8 million offset by the absence of EUR 9.5
million of nonrecurring expenses in 2009 made up of: provision against related party receivable of EUR 7.3 million,
investment writeoff of EUR 1.0 million, expense related to closing down subsidiary of EUR 0.6 million and
acquisition related expenses of EUR 0.6 million, we reduced selling, general and administrative expenses by EUR 3.6
million as a result of our restructuring prograsaeRestructuringabove for additional discussion.

Considering indications during the three month period ending December 31, 2010, we expect to continue to
reduce our selling, general and administrative expenses in 2011, significantly.

Impairment of godwill and other intangible assetfSuring the twelve month period ended December 31,
2010, we recorded impairment charges of EUR 1.6 million compared to EUR 0.9 raitlithe twelve months ended
December 31, 2009. Impairment charges in 2010 consi§tedR 1.5 million and EUR 0.1 million related ¢ur
newly acquired eCommerce business in USA and our video distribution company in the Benelux countries,
respectively. Impairment charge in 2009 relateduovideo distribution company in the Benelux ctngs,

Change in fair value of contingent consideration payablaring the twelve month period ended December

31, 2010, we recorded a EUR 4.2 million gain from change in fair value of contingent consideration payable as a
result of the performance of @&Link and Sureflix. The two recently acquired companies have not reached the
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earnout targets set for 2009 and 2010 and the fair value was adjusted accordingly.

Operating lossWe reported an operating loss of EUR 4.1 million for the twelve months é&wtmmber 31,
2010 compared to an operating loss of EUR 18.6 million for the twelve months ended December 31, 2009. The
decrease of EUR 14.5 million in operating loss was the result of the increase in gross profit, the reduction in selling,
general and admistrative expenses amghin from change in fair value of contingent consideration payable offset by
impairment charges.

Interest expens&Ve reported interest expense of EUR 0.3 million for the twelve months ended December
31, 2010, compared to EUR Qmillion for the twelve months ended December 31, 2009.

Income tax expense/benefife reported an income tax expense of EUR 0.1 million for the twelve months
ended December 31, 2010, compared to an income tax expense of EUR 1.7 million for the twéhgeemaed
December 31, 2009. The income tax expense/benefit recorded for both 2010 and 2009 were deferred.

Net lossWe reported a loss of EUR 4.3 million for the twelve months ended December 31, 2010, compared
to EUR 20.5 million for the twelve montlesided December 31, 2009. The decrease of EUR 16.2 million was
primarily the result of decreased operating loss and deferred tax.

2009 compared to 2008

Net salesFor the twelve months ended December 31, 2009, we had net sales of EUR 23.1 million compared
to net sales of EUR 19.7 million for the twelve months ended December 31, 2008, an increase of EUR 3.4 million, or
17%. The increase was the result of increased Internet sales offset by decreases in sales of DVD & Magazires,
broadcasting and wireless. énhet sales increased EUR 8.9 million to EUR 13.1 million, which represents an increase
of 211% compared to the same period last year. The increase in Internet sales was the result of the acquisition of
GameLink and Sureflix which contributed EUR 10.2 mailland was offset by a decrease of EUR 1.3 million in cur
prior Internet business. The decrease in the prior Internet business was the result of a complete reorganization of this
business as a result of the rebuilding of the Private websites. Broadsadtiaglecreased EUR 1.3 million, or 239%,
to EUR 4.5 million primarily as a result of a decrease in cabin royalties and title sales, offset by increases in TV
channel and video on demand sales via IPTV and cable. Wireless sales in the period decre@sédriliti, or
18%, to EUR 1.6 million as a result of a reduced share in the consumer spend provided to aggregators and content
providers by the telcos in general in this business. DVD & Magazine sales decreased EUR 3.8 million, or 50%, to
EUR 3.8 million The reduction in DVD & Magazine sales was primarily attributable to an industry wide decrease in
DVD sales (see discussion undautiookbelow).

Net sales in general were affected by changes in exchange rates. The annual average dollar exchange rate fol
the fiscal year 2009 compared to 2008 increased 6% which increased all our sales, cost and expenses in dollar by the
same percentage. Fluctuations in exchange rates between the euro and the dollar can affect the comparability of our
results from year togar. We translate our consolidated subsidiaries whose functional currency is not the euro into the
euro for reporting purposes. Income statement amounts are translated into euro using the average exchange rate for t
fiscal year. The balance sheet is slated at the yeagnd exchange rate.

Overall, net sales and margins were affected by the current state of world economy and the impact of free
adult content on the Internet. Going forward, we expect Internet, wireless and Broadcasting sales toseerease (
discussion undedutlookbelow).

Cost of SalesOur cost of sales was EUR 16.9 million for the twelve months ended December 31, 2009
compared to EUR 13.5 million for the twelve months ended December 31, 2008, an increase of EUR 3.4 million, or
25%.Induded in cost of sales is Internet, broadcasting and wireless. printing, processing and duplication and
amortization of library. Internet cost was EUR 7.3 million for the twelve months ended December 31, 2009 compared
to EUR 1.2 million for the twelve moin$ ended December 31, 2008. Internet cost as a percentage of related sales in
the period was 55% compared to 28% in the same period last year. The increase of EUR 6.1 million was primarily the
result of the acquisition of GameLink and Sureflix which cdmiitd EUR 5.4 million. In addition, we are rebuilding
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our private.com membership site and as a result of this we have incurred increased costs, including accelerated
amortization of EUR 0.2 million of the old site which is being decommissioned in May Bédédcasting and

wireless cost was EUR 0.6 million for the twelve months ended December 31, 2009 compared to EUR 0.6 million for
the twelve months ended December 31, 2008. Broadcasting and wireless cost as a percentage of related sales in the
period was 0% compared to 8% in the same period last year. Printing, processing and duplication cost was EUR 3.1
million for the twelve months ended December 31, 2009 compared to EUR 5.4 million for the twelve months ended
December 31, 2008, a decrease of EUR 2.8Banjlor 42%. The decrease was primarily a reflection of the decrease in
sales offset by the writdown of our magazine inventory by 50%. Printing, processing and duplication cost as a
percentage of DVD & Magazine sales was 81% for the twelve months Bedethber 31, 2009 compared to 70% in

the same period last year. Amortization of library was EUR 5.8 million for the twelve months ended December 31,
2009 compared to EUR 6.3 million for the twelve months ended December 31, 2008, which represents aflecrease
EUR 0.5 million. Amortization of library does not vary with sales since it reflects the amortization of our investments
in content which has been available for sale for a period of three to five years.

Gross Profit.In the twelve months ended DecemBé&, 2009, we realized a gross profit of EUR 6.2 million,
or 27% of net sales compared to EUR 6.2 million, or 31% of net sales for the twelve months ended December 31,
2008. GamelLink and Sureflix contributed EUR 4.8 million which was offset by EUR 4i8miil reduced gross
profit from our other lines of business.

Selling, general and administrative expenggar selling, general and administrative expenses were EUR
24.8 million for the twelve months ended December 31, 2009 compared to EUR 13.1 foillloe twelve months
ended December 31, 2008, an increase of EUR 11.8 million, or 90%. The increase was primarily the result-of the non
recurring expense of EUR 7.3 million associated with the full provision against related party receivable, see Note 13
to the consolidated financial statements, and the acquisition of GameLink and Sureflix which added EUR 5.2 million.
The total of EUR 12.5 million was offset by EUR 0.7 million net in reduced selling, general and administrative
expenses in all other ared$e net EUR 0.7 million consisted of a reduction in payroll and general expenses of EUR
1.1 million and EUR 2.0 million, respectively, offset by an increase of EUR 0.3 million in bad debt provision, EUR
0.2 million in depreciation and other noecurringexpenses of EUR 1.9 million, including investment wafg
expense related to closing down subsidiary and acquisition expenses.

Discounting the effect of newly acquired companies andreouarring expenses, the company reduced
selling, general and admistrative expenses by EUR 2.6 million.

Overall, selling, general and administrative expenses included EUR 9.5 million-oécuming expenses
made up of; provision against related party receivable of EUR 7.3 million, investmenbfiiofeEUR 1.0 milion,
expense related to closing down subsidiary of EUR 0.6 million and acquisition related expenses of EUR 0.6 million.

Operating lossWe reported an operating loss of EUR 18.6 million for the twelve months ended December
31, 2009 compared to an openg loss of EUR 6.9 million for the twelve months ended December 31, 2008. The
increase of EUR 11.7 million in operating loss was the result of the increase in selling, general and administrative
expenses.

Interest expens&Ve reported interest expenseEUR 0.4 million for the twelve months ended December
31, 2009, compared to EUR 0.3 million for the twelve months ended December 31, 2008.

Income tax expense/benefife reported an income tax expense of EUR 1.7 million for the twelve months
ended Deamber 31, 2009, compared to an income tax benefit of EUR 1.8 million for the twelve months ended
December 31, 2008. The income tax expense/benefit recorded for both 2009 and 2008 were deferred.

Net lossWe reported a loss of EUR 20.5 million for the lwveemonths ended December 31, 2009, compared
to EUR 5.2 million for the twelve months ended December 31, 2008. The increase of EUR 15.3 million was primarily
the result of increased selling, general and administrative expenses, including EUR 9.5 milbamesfurring
expenses and a difference in deferred tax of EUR 3.5 million.
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Liquidity and Capital Resources

We generate cash from our operating activities and borrowings from third parties. Our principal uses of cash
include website development and lding our library of photographs and movies.

We reported a working capital deficit of EUR 1.1 million at December 31, 2010, a decrease of EUR 2.4
million compared to the year ended December 31, 2009. The reduction in working capital is attributdeleréase
in current assets and an increase in current liabilities.

Operating Activities

Net cash provided by our operating activities was EUR 4.7 million for 2010 compared to EUR 3.3 million for
2009, and was primarily the result of net loss, as adjUstenoncash transactions. We adjusted our net loss of EUR
4.3 million to reconcile it to net cash flows from operating activities. Adjustments included (1) deferred income taxes
EUR 0.3 million, (2) depreciation of EUR 0.7 million, (3) gain from chaimgfair value ofcontingent consideration
payable of EUR 4.2 million, (4) bad debt provision of EUR 0.7 million, (5) impairment of goodwill and other
intangible assets of EUR 1.6 million, (6) amortization of other intangible assets of EUR 0.1 milliamo(Tization
of web pages of EUR 3.4 million and (8) amortization of photographs and videos of EUR 5.1 million, providing a
total of EUR 11.6 million which was offset by deferred income taxes EUR 0.3 million and gain from change in fair
value ofcontingentconsideration payable of EUR 4.2 million, which resulted in an adjusted income of EUR 2.8
million. Changes in operating assets and liabilities added EUR 1.9 million net through trade accounts receivable,
inventories, prepaid expenses and other currertgsacome taxes payable and accrued other liabilities totaling EUR
2.0 million, offset by EUR 0.1 million from accounts payable trade. The increase in cash provided by operating
activities for 2010 compared to 2009 is primarily the result of net losgjjasted for nomtash transactions.

Net cash provided by our operating activities was EUR 3.3 million for 2009 compared to EUR 5.2 million for
2008, and was primarily the result of net loss, as adjusted fecagintransactions. We adjusted our net tddsUR
20.5 million to reconcile it to net cash flows from operating activities. Adjustments included (1) deferred income taxes
EUR 1.7 million, (2) depreciation of EUR 1.0 million, (3) bad debt provision of EUR 7.8 million, (4)-daita of
magazine inentory of EUR 0.8 million, (5) amortization of other intangible assets of EUR 0.1 million, (6)
impairment of goodwill of EUR 0.9 million, (7) writeff of investment of EUR 1.0 million, (8) amortization of web
pages of EUR 2.1 million and (9) amortizatioihphotographs and videos of EUR 5.8 million, which resulted in an
adjusted income of EUR 0.8 million. Changes in operating assets and liabilities added EUR 2.6 million net through
trade accounts receivable, inventories, prepaid expenses and otherassedniand accounts payable trade totaling
EUR 3.2 million, offset by EUR 0.7 million from, income taxes payable, related party receivable, and accrued other
liabilities. The decrease in cash provided by operating activities for 2009 compared to 2@@auikypthe result of
net loss, as adjusted for noash transactions, offset by changes in operating assets and liabilities.

Net cash provided by our operating activities was EUR 5.2 million for 2008 compared to EUR 7.6 million for
2007, and was primayilthe result of net loss, as adjusted for+ash transactions and uses of cash related to
changes in operating assets and liabilities. We adjusted our net loss of EUR 5.2 million to reconcile it to net cash
flows from operating activities. Adjustmentsinded (1) depreciation of EUR 1.0 million, (2) bad debt provision of
EUR 0.3 million, (3) amortization of other intangible assets of EUR 0.4 million and (4) amortization of photographs
and videos of EUR 6.3 million which was offset by EUR 1.9 million frdeferred income taxes, which resulted in an
adjusted income of EUR 1.1 million. Changes in operating assets and liabilities added EUR 4.1 million net through
trade accounts receivable, inventories, prepaid expenses and other current assets and ircpayaldexdotaling
EUR 5.7 million, offset by EUR 1.6 million from, related party receivable, accounts payable trade and accrued other
liabilities. The decrease in cash provided by operating activities for 2008 compared to 2007 is primarily the result of
net loss, as adjusted for ngash transactions, offset by changes in operating assets and liabilities.

Investing Activities

Net cash used in investing activities for the fiscal year ended December 31, 2010 was EUR 3.5 million. The
investing activities wre investment in library of photographs and videos of EUR 1.8 million, which were carried out
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in order to maintain the 2010 and 2011 release schedules for videos and capital expenditure of EUR 1.8 million.
Capital expenditures is primarily related to istraent in our websites. The decrease of EUR 0.4 million over the
comparable twelvenonth 2009 period is principally due to decreased investment in library of photographs and
videos, offset by increased investment in our websites.

Net cash used in invesg activities for the fiscal year ended December 31, 2009 was EUR 3.9 million. The
investing activities were investment in library of photographs and videos of EUR 2.3 million, which were carried out
in order to maintain the 2009 and 2010 release scheftulggleos and capital expenditure of EUR 1.6 million.

Capital expenditures is primarily related to investment in our websites. The decrease over the comparable twelve
month 2008 period is principally due to decreased investment in library. The deargagstment in library is the
result of our restructuring plans, see above uR#structuring

Net cash used in investing activities for the fiscal year ended December 31, 2008 was EUR 5.4 million. The
investing activities were investment in librarypifotographs and videos of EUR 4.3 million, which were carried out
in order to maintain the 2008 and 2009 release schedules for magazines, DVDs. In addition to investment in library of
photographs and videos, EUR 1.1 million was invested in capital expessliThe decrease over the comparable
twelve-month 2007 period is principally due to decreased investment in both library and capital expenditures. The
decrease in investment in library is the result of our restructuring plans, see abovieesidertunng.

Financing Activities

Net cash used in financing activities for the fiscal year ended December 31, 2010 was EUR 0.2 million,
represented primarily by net reductions in borrowings Nsete 10. Borrowings, in the consolidated financial
statements fofurther information.

Net cash provided by financing activities for the fiscal year ended December 31, 2009 was EUR 0.1 million,
represented primarily by net additions to lelegm borrowings of EUR 1.6 million offset by EUR 1.5 million in net
reduction ofshortterm borrowings, sedote 10. Borrowings, in the consolidated financial statements for further
information.

Net cash provided by financing activities for the fiscal year ended December 31, 2008 was EUR 0.1 million,
represented primarily by additistio shorterm borrowings of EUR 0.4 million offset by EUR 0.3 million in
repayments on short and leteym borrowings.

Liquidity

In each of the past three years we have experienced losses from operations. At December 31, 2010, we had
cash and cash eyalents of EUR 370,000 andvworking capital deficit of EUR 1,102,008s a result, our
independent registered public accounting firm has concluded that there is substantial doubt as to our ability to
continue as a going concern, and has modified itsrépthe form of an explanatory paragraph describing the events
that have given rise to this uncertainty. Our ability to continue as a going concern is based on our ability to generate or
obtain sufficient cash to meet our obligations on a timely basisiimately to attain profitable operations. We
currently expect future growth and to return to profitability provided we are successful with the following objectives:

¥ the continued rollout ansuccessful marketingf our Internet platforms, including) aur newly built
signature property and membership platform private.com, b) our cutting edge mobile platforms for Smart
Phones and c) our multinational eCommerce VOD platform

¥ the successful marketing of our affiliate programs for all our propertiesripate aggressively for, and
attract, affiliate traffi¢

¥ continuing the rollout of our content on cable and IPTV vidaalemand platforms;

¥ completing the integration of businesses acquired in 2009;

¥ consolidating and restructuring our operations into aniefft new media business;

¥ outsourcing of nortost effective parts of our operations; and

¥ identifying and exploring new online business opportunities which are less dependent on content.
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If we are not successful in implementing the above objectivesyar @therwise do not successfully respond
to changing conditions in the adult entertainment industry, we may continue to incur significanflibesesan be
no assurance that we will be able to operate profitably in the future.

Although we expect thatur available cash resources and cash generated from operations will be sufficient to
meet our presently anticipated working capital and capital expenditure requirements for at least the next 12 months,
we may need to raise additional funds to support mapi growth or respond to unanticipated requirements. In this
regard, we are presently engaged in litigation in New York state court with a third party lender regarding our
obligations under a promissory note. An adverse outcome in this dispute welychilve a material impact upon our
liquidity if we are unable to obtain additional debt or equity financing to satisfy any resulting liability. In addition, this
lender has recently filed an application with the New York court seeking an order attasgetgyaf the Company as
security for the promissory note, which if granted may make it more difficult to obtain bank financing. For additional
information regarding this litigation, see Itenb®Legal Proceedings.O Also see Note 10 to the consolidatecidln
statements under OOther DebtO for additional information regarding this obligation.

We currently have no additional availability under our existing credit facilities. The existence of a going
concern exception by our auditors may make it morecdilffito obtain additional bank financing if and when
required. If additional funds are raised through the issuance of equity securities, our shareholders' percentage
ownership will be reduced, they may experience additional dilution, or these newly ésgligdsecurities may have
rights, preferences, or privileges senior to those of our current shareholders. Additional financing may not be available
when needed on terms favorable to us, or at all. In this regard, in the past most of our bank finamthgdleasthe
guaranty of affiliated companies of our Chairman and principal shareholder, Berth Milton, and a pledge of shares of
common stock owned by him or his affiliated companies. We cannot assure you that Mr. Milton or his affiliated
companies will garanty future debt financings or that such guaranties will be sufficient to obtain future debt
financings. If adequate funds are not available or are not available on acceptable terms, we may be unable to develop
or enhance our products and services, takantage of future opportunities, maintain the scope of our operations or
respond to competitive pressures or unanticipated requirements, which could harm our business.

Outlook

During 2009 and 2010, We have developed Internet solutions for criticahaekets: gay, international and
mobile. Furthermore, as a response to decreased margins in the adult entertainment industry, we have reviewed,
analyzed and continued to restructure the operations of thenlime part of the business in order to beconoeam
cost effective. Last yearOs acquisitions of GameLiniSaneflix have also presented a challenge in terms of
integration. All the aforementioned processes have had impact both in terms of lost sales and additional selling,
general and administrativegenses. However, as part of these processes, during 2010 we have reduced our
workforce by 34% from 168 to 112 employees and we expect to continue this process as we become more efficient
and enjoy economies of scale from the aforementioned acquisitianag2011, we will start benefiting from the
restructuring and reduce costs while increasing sales as we implement, launch and market new initiatives.

As part of our digital strategy, we have established that the combination of Private with majorataliaes
and accomplished platform developers is the approach to achieving our goals in the rapidly changing business
landscape. The combined content assets of Private and core competencies of GameLink and Sureflix offer a
compelling new business model eWill be expanding our joint Internet strategies globally with additional formats
and applications to be launched in 2011. Currently we are reformatting and migrating all content on the GameLink
VOD platform to a Content Delivery Network (CDN) and we eotphis to enhance the user experience substantially
and therefore improve both conversion and retention rates in general, but particularly in eastern North America and in
Europe. This is a paramount initiative which is expected to increase sales sifiyifical also make it possible to
expand our cooperation with affiliates worldwide. In addition, this initiative is crucial for the development and
distribution of apps which will enable consumer access from the growing market of SMART TVs. The comopletion
the CDN initiative is expected to take place in the second half of 2011. In addition, during 2011 we will continue to
aggressively market our recently launched cutdge Internet assets discussed below.

In May 2010, we launched our new private.coemmbership platform which we have been building since

44



mid 2009. The new platform features a number of proprietary sites and it is also available as a whiteribe)

which we expect will attract adult content providers and affiliates worldwide. liti@ddhe new platform has been

built to be substantially less labor intensive to operate compared to the previous one. The new platform has already
proved to have improved conversion rates and during the second half of 2010 the new membesit@@apayted

73% more unique visitors compared to the previous one in the same period in 2009.

In April 2010, GamelLink, launched a proprietary mobile solution enabling users to instantly stream over
15,000 movies. The platform is available to Smart Phond®atrt: www.gamelink.comThe mobile Internet
platform allows consumers to purchase and consume content instantly. All content is available for future viewing in
the customerOs virtual media center, stored in the ay@paDcloudO. The platform has been optimized to work with
Apple devices including the iPhone, iPod, the iPad as well as Android devices. Furthermore, in 2010, AppleOs OS
upgrade to i0S4.3 for iPhones, iPads and iPod touches made it possible to watcin@amelobile library on Apple
TV by allowing users to redirect content streaming from those devices to their Apple TV. In addition to streaming,
consumers can choose to download their movies or purchase DVDs and novelties from the globally accessible
platform. A white label version of the mobile platform is available and is being marketed to adult studios and affiliates
worldwide. Our objective is to become the main provider of aqpoffal mobile platform solution to all major
content providers in our ingtry. In contrast to PrivateOs existing mobile content business, which is based-on an on
portal model going through content aggregators and carriers, this new businegmitabfind provides substantially
improved margins as content is sold direcyydarselves to the consumé&ur weekly sales for the GameLink VOD
mobile solutionhas beersteadily increasing since its launch annirent weekly sales representd @D 1.0 million
twelve-month run rateln August 2010, Sureflimtroduced mobile VOD oits existing platfornfor its Maleflixxx
network of hundreds of sites. The new mobile platform, Maleflixxx Mobile, allows consumers to view gay content on
all mobile devices, including the iPad, iPod Touch, iPhone and Android handsets. Further@dt@0i0, we
released a number of Smart Phone apps with an end to increase traffic to our mobil&/aébsthis.Smart Phone
market growing rapidf}; we expect to generate substantial growth from our mobile VOD initiatives going forward.

With respect to bradcasting, Private content is currently broadcasted via 194 platforms in 42 countries. We
are continuing to implement our media growth strategy across all delivery systems, including: DTT, satellite, cable
and IPTV. While European broadband users aresigap for IPTV services in the hundreds of thousands each
month, making Europe the biggest and fastest growing IPTV region in the world, we have successfully implemented
part of our new media strategy and contracted for supplying content for T¥@iicego a total of 26 major
platform operators in 18 countries in the region. During 2010 the European IPTV market grew by 25% to 20.7 million
IPTV subscribefsand by the end of the year we had more than 75% market coverage. France remains the Oworld
champiot® IPTV country with 10.3 million subscribers and we cover 100% of this market. In relation to Private
branded TV channels carrying our content in Europe and Latin America, our partners Playboy TV International and
Playboy TV Latin America continue to impre distribution. In 2010, the Private Spice agreement with Playboy TV
International was renewed for another five years. The channel is receivable in all of Europe and it currently has
distribution in 22 countries via 101 cable, satellite, DTT and IPTMa@las. During the past twelve months, Playboy
TV Latin America continued to increase the distribution of the Private Channel. The channel is receivable in all of
Latin America and it currently has distribution in 19 countries via 63 cable, satellite Bigl&forms and reaches
38 million platform subscribers.

PrivateOs mobile Oon portalO revenues declined again in 2010. We are still the most distributed adult brand ir
the world and will monetize existing distribution as best as we can by going livéhwifew outstanding carriers and
replacing norperforming content aggregators with new ones. During 2010, the distribution of Private content
continued to increase and by the end of the year it was available to 1.5 billion handsets via 114 mobile network

® A white label product or service is a product or servicelpced by one company (the producer) that other companies (the
marketers) rebrand to make it appear as if they made it.

® According to Parks Associates report of March, 2010, OSmart Phone: King of ConvergenceO: the number of Smart Phone users is
expectedo quadruple, exceeding 1 billion worldwide by 2014.

"True Video On Demand(TVOD) - TVOD is the ideal VOD service where individual users get inmediate responses when interacting
with the VOD system. With TVOD, the user can not only get instant acc#ss ppogram online and watch it on TV, but also be able
to do any VCR or DVBike commands on the VOD system with the same quick response time as it is when working a VCR or DVD.

8 According to Point TopicOs report of March, 2012T% Q4 2010 Short ReptD.
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operators in 37 countries. The markets of Asia and the Americas are still underexploited by us and therefore represent
a significant growth potential. Furthermore, Mobile TV, increased penetration of Smart Phones and the
implementation of age verificati®ystems offer additional growth potential with both current and future operators in
2011 and beyorid

During 2010, the DVD market has continued to shrink, with sales for our physical products declining by
18%. However, the DVD business is by no means éead in this competitive landscape. The content providers that
manage to survive the current Oclean outO will control the DVD market going forward.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not applicable.
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Our audited consolidated financial statements and related notes appear at the end of this Report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.
ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures designed to ensure that information required to
be disclosed in reports filed under the Securities Exchange Act df 49&amended, is recorded, processed,
summarized and reported within the specified time periods. Disclosure controls and procedures include, without
limitation, controls and procedures designed to ensure that information required to be disclosed mptrey Go
the reports that it files or submits under the Securities Exchange Act of 1934 is accumulated and communicated to its
management, including its principal executive and principal financial officers, or persons performing similar
functions, as apppriate to allow timely decisions regarding required disclosure. As of the end of the period covered
by this report, the CompanyOs management evaluated, with the participation of the CompanyQOs Chief Executive
Officer and Chief Financial Officer, the effasthess of the CompanyOs disclosure controls and procedures. Based on
the evaluation, the CompanyQOs Chief Executive Officer and Chief Financial Officer concluded that the CompanyOs
disclosure controls and procedures were effective as of December 31, 2010.

Changes in Internal Control Over Financial Reporting

There were no changes in the CompanyOs internal control over financial reporting that occurred during the
CompanyOs fiscal quarter ended December 31, 2010 that have materially affected, or ardyrieigrtab
materially affect, the CompanyOs internal control over financial reporting.

Inherent Limitations on Effectiveness of Controls

The Company does not expect that its disclosure controls and procedures or its internal control over financial
repating will prevent all error and all fraud. A control procedure, no matter how well conceived and operated, can
provide only reasonable not absolute, assurance that the objectives of the control procedure are met. Because of the
inherent limitations in altontrol procedures, no evaluation of controls can provide absolute assurance that all control
issues and instances of fraud, if any, within the Company have been detected. These inherent limitations include the
realities that judgments in decisiomakingcan be faulty, and that breakdowns can occur because of simple error or

® Juniper Research estimates in26L0 studyMobile Adult Strategies: Downloads, Video Chat, Apps & Messaging-2016.'that
global revenues from all mobile adult services will rise from $1.7 billion in 2009 to $2.8 billion by 2015.

46



mistake. Additionally, controls can be circumvented by the individual acts of some persons, by collusion of two or
more people, or by management override of the control. The desamy abntrol procedure also is based in part

upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will
succeed in achieving its stated goals under all potential future conditions; over time, coayrblscome inadequate
because of changes in conditions, or the degree of compliance with the policies or procedures may deteriorate.
Because of the inherent limitations in a eeffective control procedure, misstatements due to error or fraud may
occur anl not be detected.

ManagementOs Annual Report on Internal Control Over Financial Reporting

The CompanyOs management is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rule 135(f) of the Seurities Exchange Act of 1934. The CompanyOs internal
control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external punpesesrdance with United States
generally accepted accounting principles. Internal control over financial reporting includes policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairlyheeflansactions
and dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with United States generally accepted
accounting pringles, and that receipts and expenditures of the Company are being made only in accordance with
authorizations of management and directors of the Company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acitjoiss, use or disposition of the CompanyOs assets that could
have a material effect on the financial statements.

Management assessed the effectiveness of the CompanyQs internal control over financial reporting as of
December 31, 2010. In making thisassment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (OCOS®@Yiral Controtintegrated Framework Based
on this assessment, and on those criteria, management concluded that they@sripternal control over financial
reporting was effective as of December 31, 2010.

This annual report does not include an attestation report of the CompanyOs registered public accounting firm
regarding internal control over financial reporting. Mg@@entOs report was not subject to attestation by the
CompanyOs registered public accounting firm.

ITEM 9B. OTHER INFORMATION
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PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS
Identification of Directors, Executive Officers and Key Employees

The fdlowing table sets forth all of the current directors, executive officers and key employees of Private
Media Group, Inc., their age and the office they hold with Private Media Group or a subsidiary. Executive officers and
employees serve at the discretifrthe Board of Directors. All directors hold office until the earlier of (1) the
confirmation of the Final Report of the Inspector of Elections for the 2010 Annual Meeting of Shareholders, cr (2)
2011Annual Meeting of Shareholders. For information raggrthe status of the Final Report of the Inspector of
Elections for the 2010 Annual Meeting of Shareholders, sigig&lion Regarding Election Results for 2010 Annual
Meeting of Shareholderséppearing in Item 3 of this report.

Name Age Position With the Company or Subsidiary

Directors

Berth H. Milton 55 Chairman of the Board, Chief Executive Officer, and
President

Bo Rodebrant 58 Director

Peter Dixinger 43 Director

Jan Jensen 57 Director

llan Bunimovitz 55 Director

Eric Johnson 50 Director; President and CEO of Entruphema, Inc.

Other Executive Officers and Key Employees

Johan Gillborg 49 Secretary and Chief Financial Officer, Private Media

Group, Inc.; Administrator, Milcap Media Group

The following setdorth certain information with respect to the persons who are members of the Board of
Directors, executive officers or key employees of Private Media Group, Inc.:

Berth H. Milton was appointed to the Board of Directors of the Company in February 199&arttle Corporate
Secretary from June 1998 until February 1999. In February 1999 Mr. Milton was appointed Chairman of the Board
and Chief Executive Officer of Private, and served as Chief Executive Officer until May 2002. In November 2003 Mr.
Milton was reppointed President and Chief Executive Officer of the Company and remained as Chief Executive
Officer until April 2009.Mr. Milton was reappointed as Chief Executive Officer in July 2040.Milton was

Administrator of Milcap Media Group from its incepti until June 2000 and has been acting as an advisor to the
Milcap Group since 1991. Mr. Milton is also active in several international industry and real estate projects and
developments. Mr. Milton brings to the Board the highest level of business kmmided experience in the adult
entertainment industry in general, and the CompanyOs operations in particular. This extensive knowledge and
experience makes Mr. Milton an extremely valuable experience, both as a visionary in the adult entertainment market
generally, and in pursuing commercial ventures which are complementary to the CompanyOs core businesses.

Bo Rodebrantwas appointed as a Director of Private Media Group, Inc. in August 1998. Mr. Rodebrant has operated
his own accountancy and managememiscdting services, R&S Ekonomiservice, since 1986. Prior to that time-he co
founded an ice cream business, Hemglass, which was the largest of its kind in Stockholm, Sweden. The business was
sold by Mr. Rodebrant in 1986. Mr. Rodebrant holds a degree stragtion engineering which he received in 1974.

Mr. Rodebrandt brings to the Board a strong background and experience in both accounting and management
consulting. This background and experience has made him a valuable resource in evaluating busih@sisiepp

and addressing accounting issues. Also, his many years of experience on the Board as an outside director provide a
unique perspective to the Board.
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Peter Dixinger was appointed to the Board of Directors in June 2010. Mr. Dixinger operatediisompany,
Finanshuset, in Sweden from 2002 to 2010 until its sale to a third party. Mr. Dixinger has continued as an employee
of Finanshuset following its sale. The company acts as a licensed independent financial advisor to companies, trusts
and highnetworth individuals. Prior to 2002, Mr. Dixinger was a CEO and Board member in the same field of
business. Mr. Dixinger holds a BachelorOs Degree in Finance from the University of Stockholm. Mr. Dixinger has
extensive background and experience in thasaof investment advice and asset management. These attributes allow
Mr. Dixinger to contribute to the Board of Directors a solid understanding in business and financial strategy.

Jan Jenserwas appointed as a Director of Private in November 2010. éviceh has operated his own construction
and real estate consultancy business, Jenbo AB, in Sweden, since 2008. Prior to this time, Mr. Jensen operated his
own agency and retail business, Respira AB, in the fashion industry in Scandinavia for more s 20iy

business represented several vkalbwn brands such as: Geox, Benetton and Sisley, Jean Franco FerrZ, Jean Paul
Gaultier Junior and Katherine Hamnett. As the exclusive representative for Benetton and Sisley in Sweden and
Finland, Mr. Jensen lauhed 90 Benetton shops during the period 1985 to 1989. Mr. Jensen was also an active board
member and shareholder in Hard Rock CafZ, Sweden, befW88and 1995, and has been a shareholder and board
member in several other companies, industry associainhsocieties. Mr. JensenOs strong understanding of retail
and marketing allows him to offer valuable insight to our Board on operational matters and strategic planning. His
experience as a director of other companies also contributes to the Boarti(ts abitiress corporate governance
matters.

llan Bunimovitz was appointed to the Board of Directors in March 2009 pursuant to his Employment Agreement
with Private entered into in January 2009 in connection with the acquisition of Game Link LLC afitiats,af

companies engaged in the business of digital distribution of adult content over the Internet and online eCommerce
development. MrBunimovitz was appointed as Executive Vice President of the CompanyOs Online Media Division in
January 2009. In AgrR009, he was also appointed as Chief Executive Officer of the Company. In July 2010 Mr.
Bunimovitz was terminated as CEO of Private. Bunimovitz was the founder, chief executive officer anébamer

of Game Link LLC prior to its acquisition by the @pany, which he operated since its founding in 188ce 2011

Mr. Bunimovitz has been an Investment Banker with Ackrell Capital, Inc., a member of FIMRABunimovitz

holds a Bachelor's Degree in Psychology from-Bar University, Israel.

Eric Johnsonwas appointed to the Board of Directors in December 2009 pursuant to his Employment Agreement

with Private entered into in October 2009 in connection with the acquisition of Sureflix Digital Distribution Inc. and
Sureflix Digital Logistics Inc., compaes engaged in the business of digital distribution of premium gay adult

content. Mr. Johnson serves as the President and CEO of Entruphema, Inc., a subsidiary of Private which operates th
business of the Sureflix companies. Mr. Johnson has served aeRteSEO and CFO for the Sureflix group of

companies since 2003. Mr. Johnson holds the designations of Chartered Accou@tardda and C.P.An the

United States and is a graduate of the University of Toronto where he earned his Bachelor of ChragreeéMir.
JohnsonOs extensive experience in planning and managing adult content is a valuable asset to the Board in

matters involving strategic planning. His accounting experience also allows him to contribute to addressing
accounting issues.

Johan Gillborg was appointed as Chief Financial Officer of Private Media Group, Inc. in August 1998 and has been
the Chairman and Managing Director of Milcap Publishing Group AB from 1994 until January 2000.Mr. Gillborg
joined the group in 1992 as Marketi@gnsultant. From 1991 to 1992 he operated his own business which acted as
sub-contracting sales force for Securitas Direct of Sweden. From 1988 to 1990, Mr. Gillborg served as a general
manager in the hotel business in the United Kingdom and PortugaBiltrorg holds a Bachelor's Degree in

Business Administration from Schiller International University in London.

Certain Relationships

Effective Marchl, 2009, the Company appointed llan Bunimovitz as a director to fill the newly created
vacancy on the Bard. Mr.Bunimovitz was appointed as a director pursuant to his Employment Agreement with the
Company and Game Link LLC, a subsidiary of the Company, entered into on Ja@uafp9.Under the terms of the
Employment Agreement the Company agreed to appdinBunimovitz to its Board by March, 2009, and to
nominate him to continue to serve as a director in 2009, 2010 and 2011 until such time as he ceases to be employed
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the Company. The Employment Agreement was entered into in connection with thétiaooqpfissame Link LLC

and its affiliate by the Company on Januaéy 2009, companies engaged in the business of digital distribution of

adult content over the Internet and online eCommerce development. Under a separate agreement entered into in
connectim with the acquisition of Game Link, Berth Milton agreed to vote Private shares beneficially owned by him

in favor of Mr. BunimovitzOs election to the Board of Directors in 2009, 2010 and 2011, so long as he continues to be
employed by the Company. Effea July 2010 Mr. Bunimovitz ceased to be employed by the Company.

Accordingly, Mr. Bunimovitz was not nominated by the Company to serve as a director in connection with the 2010
Annual Meeting of Shareholders held on November 18, 2010.

Effective Decembet 7, 2009, the Company appointed Eric Johnson as a director pursuant to his Employment
Agreement with the Company and Entruphema Inc., a subsidiary of the Company, entered into on October 29, 2009.
The Employment Agreement was entered into in connectitnthe acquisition of Entruphema and its affiliate,

Sureflix Digital Distribution Inc. on October 29, 2009. Under a separate agreement entered into in connection with the
acquisition of Game Link, Berth Milton has agreed to vote Private shares beneboiaky by him in favor of Mr.
JohnsonOs election to the Board of Directors in 2010, 2011 and 2012, so long as he continues to be employed by the
Company.

No other director or executive officer serves pursuant to any arrangement or understanding between him
her and any other person. There are no family relationships between any of our directors or executive officers.

Audit Committee

We maintain an Audit Committee in accordance with applicable SEC and Nasdagq rules. The Audit
Committee is currently comiged of Peter Dixinger, Bo Rodebrandt and Jan Jensen. All of the members of the Audit
Committee are OindependentO as defined in applicable Nasdaq listing requirements and SEC regulations, and each ¢
them is able to read and understand fundamental firlagiatements. The Board has determined that Peter Dixinger
is an Oaudit committee financial expertO as defined under applicable SEC regulations. The Audit Committee reviews
and recommends to the Board, as it deems necessary, the internal accountingnaral iantrols for the Company
and the accounting principles and auditing practices and procedures to be employed in preparation and review of
financial statements of the Company. The Audit Committee makes recommendations to the Board concerning the
engag@ment of independent public accountants and the scope of the audit to be undertaken by such accountants. The
Audit Committee has adopted a written Audit Committee Charter.

Code of Ethics

We have adopted a code of ethics that applies to our prireipaltive officer, principal financial officer,
principal accounting officer and persons performing similar functions. Our code of ethics is filed as Exhibit 14.1 to
this Annual Report on Form 1K. We intend to satisfy the disclosure requirements under 10 of Form &,
regarding an amendment to or waiver from our code of ethics, by posting the required information on our corporate
Internet website avww.prvt.comor as otherwise permitted under applicable law.

Section16(a) Beneficial Ownership Reporting Compliance

Based solely upon a review of Forms 3, 4 and 5 furnished to Private covering its 2010 fiscal year filed under
Section 16(a) of the Securities Exchange Act of 1934, each of PrivateOs officers and doegtbed with the
reporting requirements under Section 16(a) for the 2010 fiscal year, except as:f@dlowsnsen and Peter Dixinger
failed to file a single Form 3 upon being appointed a director of Private in 2010; Eric Johnson failed to filentwo For
40s reporting the acquisition of an aggregate of 120,000 shares of common stock
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ITEM 11. EXECUTIVE COMPENSATION

The following table summarizes all compensation paid to (i) our two Chief Executive Officers serving during

in such capacity during any paf 2010, and (ii) the other most highly compensated executive officer who was

serving as an executive officer at the end of 2010 who earned compensation in excess of $100,000 in 2010, in each
case for services rendered in all capacities to Private M&diap for the two fiscal years ended December 31, 2009,
and December 31, 2010. No other executive officer earned compensation in excess of $100,000 in 2010.

2010 Summary Compensation Table

All Other
Fiscal Salary Compensat Total

Name and Principal Position During Fiscal 2010 Year ($)(1) ion ($)(1) (®Q)
Berth H. Milton, President, CEO,(2)(3) ..ccceeeeeeeeeeennen, 2010 415,000 26,000(4) 441,000

Director and Chairman of the Board 2009 625,000 58,000(4) 683,000
llan Bunimovitz, CEQDirector, (5) ....ccccevveeeeeieeeeeeeennn. 2010 196,000 22,000(6) 218,000
Executive Vice President Online Media Division, 2009 279,000 30,000(6) 309,000

Private Media Group, Inc.; President, GameLink Ll

Presidet eLine LLC
Johan Gillborg (7) ... 2010 197,000 - 197,000

Chief Financial Officer and Secretary, Private Med 2009 206,000 - 206,000

Group, Inc.;

)
&)
©)

4

®)

(6)

7

Salary amounts received in rtd8 currency have been converted into dollars using the average exchange rate for the applicable
year.

Mr. Milton served as CEO until April 2009, at which time he was appointed as President. Mr. Mitoeapaointed as CEO in

July 2010. The Table includes compensation received by Mr. Milton in all capacities in 2009 and 2010.

Salary received in nelS currency, 311,000 euro in 2010 and 450,000 euro in 2009. As the salary paidididvirfor 2009 was

not approved by the other directors in 2009, in January 2010 the Board of Directors directed that three independent directors, acting
as the Compensation Committee, determine and recommend to the Board of Directors an appropriate level of compensation for
Mr. Milton for 2009 and 2010.In March 2010 the Board of Directors reduced Mr. MiltonOs 2009 salary to $432,000 (311,000
euro).The Board determined that the remaining $193,000 (139,000 euro) receivedvilftdvras salary in 2009 would be retained

by Mr. Milton as a retention bonus provided he remains with the Company through De&mbet 1. For additional information,

see OCompensatory Arrangements for Berth H. MiltonO below.

Comprises amounts paid by the Company for security, local transportatioegahéxpenses relating to a tax proceeding in Sweaden,
which may be deemed to be OOther CompensationO under applicable SEC rules. The Company furnished security and local
transportation for Mr. Milton and his immediate family in 2010 and 2009, in the amofi$8,000 and $25,000, respectively. The
amounts in the Table for security and local transportation represent thisioess portion of such benefits, valued at the

incremental cost to the Company. The Company also paid approximately $18,000 anfl B8&@8l fees for Mr. MiltonOs account

in 2010 and 2009, respectively.

Mr. Bunimovitz was appointed as Executive Vice President of the CompanyOs Online Media Division on January 20, 2009. In April
2009 he was also appointed as Chief Executive Officdreo€Company. Mr. Bunimovitz was terminated as an officer in July 2010.
Table includes compensation received by Mr. Bunimovitz in all capacities in 2009 and 2010.

Under Mr. BunimovitzOs employment agreement he received a $1,500 per meateawrtable caallowance during the time he
served as an officer. He also received health insurance coverage at an amount of $16,000 in 2009 and $12,000 in 2010 under an
executive plan which is available generally to Company employees. The Company also provided @@hfkrat an amount of

$2,400 and $4,000 in 2010 and 2009. The amount in the table representstiusiness portion of the car allowance and the dollar
amount of premiums paid by the Company for Mr. BunimovitzOs health insurance.

Salary received in nelS currency, 148,000 euro in 2010 and 148,000 euro in 2009.
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No bonuses or stock awards were granted to any of the named executive officers in 2009 or 2010 otner than
the retention bonus for Mr. Milton described in Note 3 above and in the sectaw &etlitled OCompensatory
Arrangements for Berth H. Milton.O

Compensatory Arrangements for Berth H. Milton

During the fiscal year ended December 31, 2009, Berth H. Milton received cash compensation totaling EUR
450,000 for services rendered to the Comypdurring 2009 as Chairman, President and Chief Executive Officer (In
2009 Mr. Milton served as CEO of the Company until April 2009). As the amounts paid to Mr. Milton as
compensation for 2009 were not approved by the other directors in 2009, in JariiatiieBoard of Directors
directed that three independent directors, acting as the Compensation Committee, determine and recommend to the
Board of Directors an appropriate level of compensation for Mr. Milton for 2009 and 2010.

In March 2010, based in gaupon information provided by Mercer Consulting S.L., a large independent
international compensation consultancy firm retained by the Compensation Committee, the Compensation Committee
recommended a compensation proposal for Berth Milton for 2009 ari] @@ich was approved by the Board of
Directors on March 5, 2010. Following is a description of the compensation proposal for Mr. Milton for 2009 and
2010, approved by the Board of Directors.

2009 CompensatioBMr. Milton was entitled to a salary of R 311,000 for 2009. The remaining EUR
139,000 received by Mr. Milton in 2009 would be retained by Mr. Milton as a retention bonus (ORetention BonusO).
Mr. Milton is required to return the EUR 139,000 Retention Bonus to the Company if he does notwitmthia
Company through December 31, 2011.

2010 CompensatioBMr. Milton was entitled to receive a salary of EUR 311,000, and was entitled to a
performance bonus of up to 50% of his 2010 base salary (EUR 155,500) as follows:

¥ Mr. Milton was eligible toreceive a bonus of up to 32.5% of his 2010 base salary, if the share price
of the CompanyOs Common Stock at the end of 2010 was greater thapr$3&@,based upon the
amount increase of the share price over $3.00, with the maximum amount (32.584)ietdre share
price equals or exceeds $6.00.

¥ Mr. Milton was eligible to receive a bonus of up to 17.5% of his 2010 base salary based upon certain
corporate projects completed by Mr. Milton in 2010.

No portion of the performance bonus was earned f@020
Compensation Committee Interlocks and Insider Participation

During the last fiscal year Bo Rodebrandt, Daniel Sfnchez and Johan Carlberg, none of whom are officers,
former officers or employees of the Company, acted as the Compensation Commititeg tlixulast fiscal year,
none of our executive officers served on our Board of Directors or Compensation Committee of any other entity
whose officers served either on our Board of Directors or Compensation Committee.

Grants of Plan-Based Awards in the last Fiscal Year

There were no plabased awards granted to the individuals named in the Summary Compensation Table
above for the year ended December 31, 2010.

Outstanding Equity Awards at 2010 Fiscal YeatEnd

No stock options, stock awards or equityantive plan awards were issued in 2010 or were outstanding at
the end of 2010 for the individuals named in the Summary Compensation Table.
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Option Exercises and Stock Vesting During 2010

No stock options were exercised during 2010 by the individualschamtbe Summary Compensation Table.
No stock awards were issued or outstanding during fiscal 2010.

Employment Contracts, Termination of Employment Contracts and Change in Control Arrangements

We generally do not enter into lotgrm employment agreemtsrwith our executive officers. We generally
do not enter into severance agreements or similar agreements providing for payments upon termination of
employment or changi@-control. Such agreements, when entered into, are negotiated onley-aase basisVe
have not entered into any employment agreements or severance agreements with the named executive officers other
than llan Bunimovitz.

Ilan Bunimovitz was appointed as a director in March 2009 pursuant to his Employment Agreement with the
Company and @me Link LLC, a subsidiary of the Company, entered into on Ja20a3009. The Employment
Agreement was entered into in connection with the acquisition of Game Link LLC and eLine LLC by the Company
on Januang0, 2009, companies engaged in the businkdigital distribution of adult content over the Internet and
online eCommerce development. NBunimovitz was the founder and chief operating officer of Game Link LLC and
an indirect ceowner of Game Link LLC and eLine, LLC. The Employment Agreement dealfor Mr.Bunimovitz
to serve as Executive Vice President of the consolidated Internet and hnedated business conducted by the
Company and its subsidiaries for a period of three years, subject to earlier termination by either party under specified
circumstances. Under the terms of the Employment Agreement the Company agreed to apgainirvbvitz to its
Board by MarcHL, 2009, and to nominate him to continue to serve as a director in 2009, 2010 and 2011 until such
time as he ceased to be emplbyy the Company. The Employment Agreement provided foBJnimovitz to
receive an annual base salary of $281,828, $271,070 and $302,648 in the first, second and third years of the
employment term. He was also entitled to receive stock options on tleetaians as stock options granted to Berth
Milton, the CompanyQOs Chairman, President and principal shareholder, during the term of the Employment
Agreement, in an amount proportionate to the relative stock ownership as betw@&mivrovitz and MrMilton. If
the Company terminated MBunimovitzOs employment during the term of the Employment Agreement other than for
Ocause,O or if MBunimovitz terminated his employment with the Company for Ogood reason,O tBemivovitz
would be entitled to continue receive his monthly base salary for the remaining period of the three year term. In
April 2009 Mr. Bunimovitz was also appointed as the CompanyOs Chief Executive Officer, and his Employment
Agreement was modified to provide for an annual base salagcim of the three years of his employment term of
$295,000 per year. Mr. BunimovitzOs Employment Agreement also provided feaaconmtable monthly car
allowance of $1,500 per month and health insurance benefits equivalent to benefits affordedetaeothize
officers of the Company. On July 19, 2010, llan Bunimovitz was terminated as Chief Executive Officer for OcauseO
(as defined in the Employment Agreement). Mr. Bunimovitz is contesting his termination for OcauseO in a private
arbitration proceddg pursuant to the terms of his Employment Agreement.
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Director Compensation During 2010
The following table summarizes all compensation paid to ouremaployee directors during 2010.

2010 DIRECTOR COMPENSATION TABLE

Fees

Earned Non-Equity

or Paid Stock Option Incentive Plan  All Other

in Cash Awards  Awards  Compensatior Compensatior Total
Name ®@) % $) 2 %) ) ®@)
Bo Rodebrant 29,333 - - - - 29,333
Lluis Torralba - - - - - -
Johan G. Carlberg (: 17,333 - - - - 17,333
Daniel S¥nchez (4) 29,333 - - - - 29,333
Peter Dixinger (5) 5,333 - - - - 5,333
Jan Jensen - - - - - -

(1) Fee earned in nedS currency have been converted into dollars using the average exchange rate for the applicable year.

(2) Reflects the fair marketalue amount at the date of grant using the assumptions set forth in Note 18 to the financial statements
included elsewhere in this Annual Report.

(38) The director earned 13,000 euro in 98 currency and, as of December 31, 2010, the director had 3,008somtitstanding.

(4) The director earned 22,000 euro in fld8 currency and, as of December 31, 2010, the director had 6,668 options outstanding.

(5) The director earned 4,000 euro in AJB currency [and, as of December 31, 2010, the director had no optionsdintsta

Our Board of Directors may, at its discretion, compensate directors for attending board and committee
meetings and reimburse the directors forafdpocket expenses incurred in connection with attending such meetings.

We have agreed to pay oud&pendent directors a fee of EUR 1,000, for each board and committee meeting

attended. With respect to Bo Rodebrant, we have agreed to pay a fee of EUR 1,000, for each committee meeting
attended.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS A ND MANAGEMENT

The following table presents certain information as of April 8, 2011, regarding the beneficial ownership of
our common stock by:

¥ each of our directors and executive officers individually,
¥ all persons known by us to be beneficial ownerfivef percent or more of our common stock, and

¥ all of our directors and executive officers as a group.

Unless otherwise indicated in the footnotes belbased upon information known to the Compaithg
persons and entities named in the table havevedileg and investment power as to all shares beneficially owned.

Percent

Number of Shares Beneficially
Name and Address Beneficially Owned (1) Owned (1)
Berth H. Milton (2) EEEEEEEEE.EE 9,059,840 (3) 43.5%
Consipio Holding BV EEEEEEEEEEE 5,600,00 (4) 26.9%
RS Platou Markets AS EEEEEEEEEEEEE 2,929,672 (5) 14.1%
Tisbury Services Inc. EEEEEEEEEEE 2,781,029 (6) 13.4%
Abacus (Nominees) Limited EEEEEEEE 2,781,029 (6) 13.4%
llan Bunimovitz (7) EEEEEEEEEEEEE 1,875,951 9.0%
Eric Johnson (2)EEEEEEEEEEEEE 130,000 *
Johan Gillborg (2) EEEEEEEEEEEEE 35,000 *
Bo Rodebrant (2) EEEEEEEEEEEEE - -
Peter Dixinger (2) EEEEEEEEEEEEEE - -
Jan Jensen (2) EEEEEEEEEEEEEE 21,281 *
All Executive Officersand Directors
as a groupq people) EEEEEE.............. EE 11102072 533%

* Denotes less than 1%

(1) Beneficial ownership is determined in accordance with rules of the U.S. Securities and Exchange
Commission. The calculation of tipercentage of beneficial ownership is based upon 20,815,824 shares of
common stock outstanding on April 8, 2011. In computing the number of shares beneficially owned by any
shareholder and the percentage ownership of such shareholder, shares of corimehisiomay be
acquired by such shareholder upon exercise or conversion of warrants or options which are currently
exercisable or exercisable within 60 days of April 8, 2011, are deemed to be exercised and outstanding. Such
shares, however, are not deenoedistanding for computing the beneficial ownership percentage of any other
person. Except as indicated by footnote, to our knowledge, the persons named in the table above have the sol
voting and investment power with respect to all shares of commondtoukn as beneficially owned by

them.
(2) His mailing address is c¢/o Milcap Media Group SLU, Calle de la Marirb81Bloor 18 Suite D, 08005

Barcelona, Spain.

(3) All of these shares have been pledged by Mr. Milton or entities controlled by Mr. Milton or agetgabj
liens or claims by third parties. Accordingly, Mr. Milton may be deemed to share voting and investment
power with respect to these shares. Includes 1,842,179 shares held in Mr. MiltonOs margin brokerage accoun
with RS Platou Markets. As disclos&dNote 5, RS Platou also claims beneficial ownership and sole voting
and investment power of these 1,842,179 shares under the terms of pledge agreements entered into between
RS Platou and Mr. Milton. As disclosed in Note 4, Consipio Holding BV also clsdhesvoting and
investment power over the 5,600,000 shares beneficially owned by Mr. Milton based upon a pledge
agreement with Slingsby Enterprises Limited.
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(4) Based upon information reported by Consipio Holding BV on Schedule 13D filed with the SEC on Augus
11, 2010. The 5,600,000 shares of Common Stock as to which beneficial ownership is claimed by Consipio
are the subject of a pledge agreement executed in favor of Consipio (as successor in interest to Commerzbanl
AG) by Slingsby Enterprises Limited to see certain indebtedness of the Company to Consipio. Slingsby is
controlled by Berth H. Milton. In July 2010 Consipio delivered a written demand for payment and notice of
default to the Company, Slingsby, Mr. Milton and each member of the board of diretthe Company.
The demand for payment included a demand for delivery of the pledged shares and formal notice to Slingsby,
the Company and Mr. Milton that Consipio claims voting power over the 5,600,00 shares under the pledge
agreement. Berth Milton alsclaims beneficial ownership and sole voting and investment power of these
5,600,000 shares. The business address of Consipio is Walsoordensestraad583 IKD, Walsoorden,
The Netherlands.

(5) Based upon information reported by RS Platou Markets AS oadbtd 13G filed with the SEC on February
16, 2010. Includes 1,842,179 shares held in Mr. MiltonOs margin brokerage account with, RS Platou Markets.
Berth Milton also claims beneficial ownership and sole voting and investment power of these 1,842,179
shares Its mailing address is Post Office Box 1474 Vika, Oslo, Norw#AM6.

(6) Based upon information reported by Abacus (Nominees) Limited (OAbacusO) and Tisbury Services Inc.
(OTisburyO) on Schedule 13D jointly filed by them with the SEC on August 12, @afigrto 2,781,029
shares directly owned by Tisbury. Tisbury is wholly owned by Golden Lake Trust, a discretionary and
revocable trust organized under the laws of Cyprus (OGolden LakeO). Abacus is the sole trustee of Golden
Lake and, as such, directstvoting and investment of Golden LakeOs portfolio securities. These investment
and voting decisions are made by the 16 member board of directors of Abacus. Tisbury and Golden Lake are
private investment and financing vehicles. Abacus is in the bushfiggeviding business services, including
trustee services, to international clients. The mailing address of these filers is c/o Abacus (Nominees)
Limited, Elenion Building, ¥ Floor, 5 Themistocles Dervis Street, @066, Nicosia, Cyprus. Abacus
(Nominees) Limited disclaims beneficial ownership of these shares.

(7) Based upon information reported by Illan Bunimovitz on Schedule 13D/A filed with the SEC on September 2,
2010. His mailing address is 515 Arkansas Street, San Francisco CA 94107, USA.

Changes inControl

As described under ItemE3Legal Proceedings and Item 418ertain Relationships and Related Transactions
and Director Independence, appearing elsewhere in this Report, &) 2000, the Company received a notice from
Consipio Holding B/ advising it that the Company continues to be in default under the Note held by Consipio and
requesting Slingsby Enterprises Limited to deliver 3,950,000 shares of common stock as collateral to Consipio under
the terms of the Pledge Agreement, in additmthe 1,650,000 shares previously pledged by Slingsby under the
Pledge Agreement. In addition, pursuant to such notice Consipio purported to exercise the right as pledgee 1o vote all
of the collateral shares, including the 1,650,000 shares of commdrpseéaiously pledged as collateral, so long as
an event of default has occurred and is continuing under the Note. On September 16, 2010, the Company was notifie
by Consipio that it intended to nominate six directors at the 2010 Annual Meeting, fivewf dd not been
nominated by the CompanyOs Board of Directors. In October 2010 Consipio obtained an order from a Nevada state
court requiring the Company to recognize the right of Consipio to vote the 5,600,000 shares it claims as collateral at
the 2010 Amual Meeting of Shareholders held on November 18, 2010. The Company has appealed this ruling to the
Nevada Supreme Court. If the October 2010 Order is ultimately determined to be valid, this could result in a change
in control of the Compangt some timén the future There are no assurances as to the outcome of the appegl
other proceedings to determine the rights of Consipio to vote these.skaresdditional information regarding this
litigation and the status of the voting results for th&®Bnnual Meeting, sed. {figation Regarding Election Results
for 2010 Annual Meeting of Shareholdersibearing in Item 3 of this report.

Equity Compensation Plan Information
. We have an expired Employee Stock Option Plan (Othe 1999 PlanO) and aitelmdemiive Plan (the
02009 EIPO) available. The 1999 Plan, was in effect until its expiration on March 1, 2009. The 1999 Plan authorized

us to grant stock options exercisable for up to an aggregate of 2,400,000 shares of common stock. No stock options
may be granted under the 1999 Plan, following its expiration. At December 31, 2010, options for 8,668 shares were
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outstanding under the 1999 Plan. The 2009 EIP was shareholder approved and came into effect on Dicemkber
20009. It allows the Company to gtancentive stock options, nestatutory stock options, restricted stock,
unrestricted stock and other equitygsed awards, such as stock appreciation rights, phantom stock awards, and
restricted stock units, which we refer to collectively as Awards. Tdregany may issue up to 2,066,667 shares cf its
common stock pursuant to Awards granted. Shares pursuant to Awards that have expired or are forfeited will be
returned to the 2009 EIP.

Full details of the plans are included in Note 18 to the financiamtaits and are summarized below as of
December 31, 2010:

(a) Number of securities to be issued upon exercise of outstanding options, warre 9,66¢
rights

(b) Weightedaverage exercise price of outstanding options, warrants and rights $6.4:

(¢) Number of securities remaining available for future issuance under equity 2,065,66

compensation plans (excluding securities reflected in row (a) above)

We do not maintain any other equity compensation plans.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELA TED TRANSACTIONS, AND
DIRECTOR INDEPENDENCE

Related Transactions

Guaranty of Commerzbank Note by Affiliate of Berth Milton

In December 2001 the group's holding company, Private Media Group, Inc., borrowed $ 4.0 million from
Commerzbank AGyursuant to a Note originally due on December 20, 2002. The Note bore interest at an annual rate
of 7%, payable quarterly, with the entire principal amount and accrued interest originally due on December 20, 2002.
The Note was guaranteed by Slingsby Eniegs Limited, an affiliate of Berth Milton, Private's Chairman, President
and principal shareholder, and the guaranty was secured by 1,650,000 shares of Private Media Group, Inc. common
stock. In December 2002 Commerzbank AG agreed to extend the mdaiatgf the Note to March 20, 2003. In
April 2003 the Note was acquired by Consipio Holding b.v. from Commerzbank AG, and Consipio and Private
reached an agreemeintprinciple with Consipio to extend the maturity of the Note until April 2008. However,

Corsipio and Private were unable to reach final agreement on other terms and conditions relating to the restructured
Note. Accordingly, in December 2003 Consipio notified Private and Slingsby Enterprises that Private was in default
under the Note, and demamidg3.4 million as payment in full of all outstanding principal and interest under the Note.
The Company continued to make regular payments on the Note, including principal and accrued interest, through
February 2008. In April 2008 Consipio requested Pevatpay the remaining balance of the Note, without indicating

the amount due. Private in turn requested that Consipio provide a statement of the amount due and the basis for its
calculation. In response, Consipio demanded payment of $3,194,000 as setittefulé of the Note, to be received

by May 9, 2008. This calculation was made using an interest rate of 9.9%, as opposed to the 7% rate providad under
the original terms of the Note. Consipio also advised that if payment was not received on suchalddeinitstitute

litigation, in which event Consipio would claim that the amount due under the Note should be denominated in Euro,
rather than U.S. dollars. In August 2008 Consipio notified Private that the Note was in default and that it intended to
exergse its rights under the Note and the pledge of shares by Slingsby of Private common stock. Private believes that
the amount due under the Note at May 9, 2008, including accrued interest, was no more than $2.4 million ($2.9
million at December 31, 2010)tilizing an interest rate of 7%.

For additional information regarding this litigation, see IteB@GLegal Prpceedings,O and ltem@Becurity
Ownership of Certain Beneficial Owners and Managem@&@hanges in ControlO elsewhere in this Report.

Guaranty of EUR One Million Loan by Affiliate of Berth Milton

In December 2007 an affiliate of Mr. Milton agreed to guarantee a bank line of credit agreement of Euro 1.0
million entered into by one of the CompanyOs European subsidiaries, which wa#lyodg@an December 31,
2008, and was subsequently extended until it expired in December 31, 2009. On December 11, 2009, the cradit line ol
Euro 1.0 million was refinanced with a six year term loan by an institutional lender at an interest rate of EURIBOR
1.2%. Interest is payable annually starting December 11, 2010 and the loan is repayable in equal annual installments
over a five year period starting December 11, 2011 (the ODecember 2009 Refinancing®). The December 2009
Refinancing was arranged and carateed by an affiliate of Berth Milton and the guaranty is secured by 666,667
shares of Private common stock beneficially owned by Mr. Milton.

Unsecured Loans to Slingsby Enterprises Limited

We have unsecured loans to Slingsby Enterprises Limitdth@Si$/0), an entity controlled by Mr. Milton
(the OSlingsby LoansO). The Slingsby Loans bear interest at the rate of EURIBOR+1% per annum and have no
maturity date. During 2010 the highest amount outstanding was EUR 7.1 million. As of December 34n@010,
March 31, 2011, EUR 7.1 million and EUR 7.1 million, respectively, remained outstanding on these loans, including
interest. No payments of principal or interest have been made in respect of the Slingsby Loans. As of December 31,
2010, there are no aunts recorded in the CompanyOs financial statements with respect to the loans, see below for
further infamation.
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In connection with the acquisition of Game Link LLC by the Company on Ja@0ag009, in order to
induce the sellers to consummate thguition, Slingsby Enterprises Limited entered into an agreement (the
OGamelLink Letter AgreementO) with the Company and the sellers with regard to the partial repayment of the Slingsby
Loans. Under the GamelLink Letter Agreement, in each of the fiscal gaded December 31, 2009, 2010, and 2011,
Slingsby is required to repay not less than EUR one million, either in cash or in Private common stock valued at its
fair market value as determined by the disinterested directors of Private, to be appliedaficstied interest and then
to principal of the loan. At December 31, 2010, Slingsby had not made the EUR one million payments due on
December 31, 2009 and December 31, 2010.

In January 2010 Mr. Milton advised the CompanyOs Board of Directors that Blifidjsiot make the EUR
one million payment due under the GamelLink Letter Agreement on December 31, 2009, as he had arranged for the
EUR one million December 2009 Refinancing on terms favorable to the Company and arranged for the pledge of
666,667 shares @ommon stock beneficially owned by Mr. Milton to secure the December 2009 Refinancing. In
February 2010 the CompanyOs independent directors determined that it was not in the best interest of the Company t:
enforce the December 31, 2009 EUR one millionnpayt obligation under the GameLink Letter Agreement, in view
of its determination that the arrangement by Mr. Milton of December 2009 Refinancing was done in good faith and
was in the best interests of the Company and that Mr. MiltonOs involvementsfirtheaing was an important factor
in completing this financing, but that the payments due in 2010 and 2011 would remain in place.

The independent directors further determined in April 2010 that the terms of the Slingsby Loan should be
renegotiated with W Milton to reflect reasonable market terms in view of a number of factors, including the size of
the loan, the failure of Slingsby Enterprises Limited to make the scheduled payment due on December 31, 2009, the
absence of any security for the loan areldbsence of a fixed maturity date or agreed payment schedule sufficient to
repay the full amount of the Slingsby Loan. In April 2010 Mr. Milton proposed to restructure the payment terms of
the Slingsby Loan to provide for a personal guaranty of the slingoan by Mr. Milton, a fixed maturity date of five
years, and payments of EUR 1 million, in cash or Private common stock, in 2011 and 2012. However, the Company
and Mr. Milton were unable to reach agreement on the material terms of the restructthim&lifigsby Loan.

Based upon the payment history of the loan and the absence of any security for the Slingsby Loan, in May 2010 the
Company determined to fully provide against the Loan in its financial statements until such time as the terms of the

Slingsby Loan are modified to provide adequate assurances of the collectability of the Slingsby Loan. As of the date
of this Report no agreement has been reached regarding the restructuring of the Slingsby Loan.

The terms of the GameLink Letter Agreement jevthat it may not be amended without the consent of the
GamelLink sellers, which includes llan Bunimovitz. These terms require payments of the Slingsby Loan of EUR1
million, in cash or Private common stock, on or before December 31, 2009, 2010 andrBeddfore, any
restructuring of the Slingsby Loan which requires a modification of the payment terms in the GameLink Letter
Agreement will be subject to obtaining the consent of the GameLink sellers. As of the date of this report the
GamelLink sellers havnot agreed to waive or defer any required payments, including the payment required to be
made by Slingsby to Private on December 31, 2009, and December 31, 2010.

For additional information regarding the Slingsby Loans, see ItBr@Begal ProceedingNevada State
Court Action,Oand the CompanyOs Consolidated FinaBtzementsONote 2 Summary of significant accounting
policiesbReclassificationand Immaterial ErrgDappearing elsewhere in this report.

Game Link Agreements

In January 200%he Company completed the acquisition of Game Link LLC and eLine LLC, companies
engaged in the business of digital distribution of adult content over the Internet and online eCommerce development.
Mr. Bunimovitz was the founder and chief operating offideGame Link LLC and an indirect eswner of Game
Link LLC and eLine, LLC. In consideration of the acquisition of IBumimovitzOs interests in Game Link LLC ard
eLine LLC, he received 2,066,725 shares of the CompanyOs common stock and he is entitiee tpreo an
additional 1,112,852 shares of common stock if the combined EBITDA of the digital media operations of the
Company and Game Link meet specified targets in 2009, 2010 and 2011. The total value of the shares received and t
be received by MiBunimovitz in connection with the acquisition, assuming the EBITDA targets are met in 2009,
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2010 and 2011, is EUR 7,418,271 (USD 9,634,118), based on the closing price of the CompanyOs common stock on
January20, 2009. The Company and the sellers have etegached agreement as to what extent the EBITDA target
has been met for 2009 or 2010.

In connection with the acquisition by the Company of Game Link LLC and its affiliate, Game Link LLC
entered into a lease agreement with 537 Stevenson Street L.lirflited liability company which is 50% owned by
Mr. Bunimovitz, providing for the lease by Game Link LLC of the land and building used by Game Link in San
Francisco, California. The lease extends through December 31, 2011, has a base rent of $13@20, @ardn
provides for Game Link to be responsible for property taxes and maintenance expenses during the term of the lease.

Sureflix Transactions

Effective December 17, 2009, the Company appointed Eric Johnson as a director pursuant to hisdéfmnploym
Agreement with the Company and Entruphema Inc., a subsidiary of the ComBaty@em®), entered into on
October 29, 2009. The Employment Agreement was entered into in connection with the acquisition of Entruphema
and its affiliate, Sureflix DigitaDistribution Inc. on October 29, 2009, companies engaged in the business of digital
distribution of premium gay adult content. Mohnson was the chief executive officer and a minority owner of
Entruphema prior to its acquisition by Private on Octobe2299.

The Employment Agreement provides for Mehnson to serve as Chief Executive Officer of Entruphema for
a period of three years, subject to earlier termination by either party under specified circumstances. Under the terms o
the Employment Agrement the Company agreed to appoint Mhnson to its Board by December 31, 2009, and to
nominate him to continue to serve as a director in 2010 and 2011 until such time as he ceases to be employed by
Entruphema. The Employment Agreement provides forddhnson to receive an annual base salary of CAD 235,000
during each year of the three year employment term. If Entruphema terminateshisonOs employment during the
term of the Employment Agreement other than for Ocause,O odifivison terminatesshemployment with the
Entruphema for Ogood reason,O therddmson is entitled to continue to receive his monthly base salary for the
remaining period of the three year term.

In consideration of the acquisition of MiohnsonOs interest in Entrupheheareceived nomoting Class A
Preference Shares of Entruphema convertible into 130,000 shares of the CompanyOs common stock, and he is entitle
to receive additional Class A Preference Shares convertible into up to 70,000 shares of the Company&soommon
if the combined EBITDA of the digital media operations of the Company and Entruphema meet specified targets in
the three months ended December 31, 2009, the twodth periods ending December 31, 2010 and 2011, and the
nine month period ending Sepaber 30, 2012. The Company and the sellers have not yet reached agreement as to
what extent the EBITDA target has been met for the three months ended December 31, 2009, and the 12 months
ended December 31, 2010.

The total value of the shares received smde received by Midohnson in connection with the acquisition,
assuming the EBITDA targets are met, is $474,000, based on the closing price of the CompanyOs common stock on
October 29, 2009. The total value of the acquisition of Entruphema by the Cgrbpaad upon shares received and
to be received by all of the sellers of Entruphema common stock in the transaction, includiobdan, assuming
the EBITDA targets are met, is $4,740,000, based on the closing price of the CompanyOs common stmo#ron Oct
29, 2009.

Review and Approval of Related Party Transactions

Our Audit Committee is responsible for the review and approval of all related party transactions required to
be disclosed to the public under SEC rules. This procedure, which is contathedvritten charter of our Audit
Committee, has been established by our Board of Directors in order to both meet the requirements of applicable
Nasdaq rules requiring review and approval of related party transactions, and to serve the interests of our
shareholders. In addition, we maintain a written Code of Ethics which requires all employees, including our officers,
to disclose to the Audit Committee any material relationship or transaction that could reasonably be expected to give
rise to a personal odlict of interest. Related party transactions are reviewed and approved by the Audit Committee
on a casdy-case basis. Under existing, unwritten policy no related party transaction can be approved by the Audit
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Committee unless it is first determined tktae terms of such transaction is on terms no less favorable to us than could
be obtained from an unaffiliated third party on an alemgth basis and is otherwise in our best interest.

Director Independence

All of the members of our Board of Directaage OindependentO as defined in Nasdaq Stock Market Rule
5605(a)(2) other than Berth Milton, who is our Chairman and CEO, llan Bunimovitz, a director and former CEO, and
Eric Johnson, who is President of Entruphema, Inc., a subsidiary of Private.

Our Boad of Directors has an Audit Committee and a Compensation Committee. Our Board of Directors
does not have a formal nominating committee. Therefore, all decisions regarding director nominations are addressed
by the entire Board of Directors, subject to #pproval of a majority of the independent directors. All of the members
of the Audit Committee are independent under applicable SEC and Nasdagq listing rules.

Mr. Rodebrandt was appointed to the Audit Committee on January 14, 2010, on an interim bsiac¢o
Lluis Torralba. Prior to his appointment to the Audit Committee, a company owned and operated by Mr. Rodebrandt
provided services to a subsidiary of Private, for which it was paid fees of less than $120,000 in 2007, 2008, 2009 and
2010.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
Fees Paid todBDO Auditores, S.L.

Following is information regarding fees billed B{pO Auditores, S.Lfor services rendered to the Company
in 2009 and 2010.

Audit FeesThe aggregate fees billed to the Compaypyhe CompanyOs principal accountBBtQ
Auditores, S.L.for the audit of the CompanyOs annual financial statements and for the review of the financial
statements included in the CompanyOs quarterly reports on F@rotdled $275,000 and $139,000 D02 and
2010, respectively. Audit fees consist of fees for the audit and review of the CompanyOs financial statements, statutor
audits, consents and assistance with and review of documents filed with the SEC.

Audit-Related FeeBDO Auditores, S.Ldid not provide any assurance or related services which are not
included under OAudit FeesO in 2009 and 2010, respectively.

Tax FeesBDO Auditores, S.Ldid not provide any tax compliance, tax advice, or tax planning services in
2009 and 2010, respectively.

Policy on Audit Committee Pre Approval of Audit and Permissible NonAudit Services of Independent
Auditors

The Audit Committee prapproves all audit and permissible raundit services provided by the CompanyOs
independent auditors. These services majude audit services, audilated services, tax and other services: Pre
approval is generally provided for up to one year, and angmpeoval is detailed as to the particular service or
category of services and is generally subject to a specific bublgeindependent auditors and management are
required to periodically report to the Audit Committee regarding the extent of services provided by the independent
auditors in accordance with this paipproval, and the fees for the services performed @ dae Audit Committee
may also preapprove particular services on a cagecase basis. During 2009 and 2010, all services provided by
BDO Auditores, S.Lwere preapproved by the Audit Committee in accordance with this policy.
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PART IV

ITEM 15.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8 -K

(@) Documents filed as part of this Form 14K:
1. Financial Statements.
See Consolidated Financial Statements
2. Financial Statement Schedules.
See Schedule II.
3. Exhibits.

See Exhibit Index
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Exhibit
No.

4) 2.1

(5) 2.2

9) 3.1
(9) 3.2
(9) 3.3
(1)3.4

*4.1

(8)4.2

*10.1
*10.2

**10.3

++10.4

+10.5

(1)10.6

(3)10.7

(9)10.8

(6) 10.9

INDEX TO EXHIBITS

Description of Document

Agreement and Plan of Reorganization dated as of January 20, 2009, by and among Private Media
Group, Inc., PRVT Acquisition Corp. I, RVT Acquisition Corp. Il, Game Link LLC, eLine, LLC,
MamaOs LLC, ThinkForward, Inc. GreenCine, Inc., llan Bunimovitz, Andrew Sullivan, Dennis

Woo and Peter Marinac.

Acquisition Agreement dated as of October 9, 2009, by and among Private Medlig, Inc.,
2220445 Ontario Inc., Entruphema Inc., 2062249 Ontario Inc., Eric Johnson, Erik Schannen and
Michel Lozier, and Eric Johnson in his capacity as Sellers Representative.

Restated Articles of Incorporation
Articles of Amendnent to the Articles of Incorporation

Certificate of Amendment to Articles of Incorporation

Amended and Restated Bylaws

Specimen Common Stock Certificate.

Exchange and Support Agreement dated October 29, 2009, ey Private Media Group, Inc.,
2220445 Ontario Inc., Entruphema Inc., 2062249 Ontario Inc., Eric Johnson, Erik Schannen and
Michel Lozier, and Eric Johnson in his capacity as Sellers Representative, including Schedule A
thereto (Exchangeable ShareWsions).

Milcap Acquisition Agreement dated December 19, 1997
Cinecraft Acquisition Agreement dated December 19, 1997
7% Note Due 2002 from the Registrant to Commerzbank AK.
Amendment No.1 to the 7% Note Du@02

Share Purchase Agreement dated as of December 9, 2002, by and among Fraserside Holdings
Limited, Luthares Investments N.V. and Stichting de Oude Waag.

Consulting Agreement dated September 29, 2006, by and between the Camgdister Cohen, as
amended by letter dated September 29, 2006.

Employment Agreement dated as of January 20, 2009, by and among llan Bunimovitz, Game
Link LLC and Private Media Group, Inc.

Amended and Restated Employrhé&greement dated as of October 8, 2009, by and
among llan Bunimovitz, Game Link LLC and Private Media Group, Inc.

Employment Agreement dated as of October 29, 2009, by and among Eric Johnson, Entruphema Inc.
and Private Media Grqy Inc.

63



++10.10

(7

10.11

(2)14.1

21

23.1

23.2

31.1

31.2

32.1

Amended and Restated1999 Employee Stock Option Plan

2009 Equity Incentive Plan

Code of Ethics

Subsidiaries.

Consent oBDO Auditores, S.L.

Consent of Odenberg, Ullakko, Muranishi & Co. LLP

Certffications pursuant to Rule 134 under the Securities Exchange Act of 1934.
Certifications pursuant to Rule 1:34 under the Securities Exchange Act of 1934.

Certification of CEO and CFO Pursuant to 18 U.S.C. = 1350, as Adopted Pursuant to
a 906 of the Sarbana3xley Act of 2002.

*Incorporated by reference from the registrantOs Registration Statement on FRr{8EB File No. 33%2075).
**|ncorporated by reference from the registrantOs Registration Statementro8-E¢SEC File No. 33%9654).
+Incorporated by reference from the registrantOs Fa¢rda@ed January 14, 2003.

++Incorporated by reference from the registrantOs Annual Report on Fétiiorithe year ended December 31,
2002.

)
2
3
4

®)

(6)
(7
C)
)

Incorporated by referendeom the registrantOs Annual Report on ForriK T6r the year ended December
31, 2006.

Incorporated by reference from the registrantOs Annual Report on Fétriodthe year ended December
31, 2003.

Incorporated by reference from the registrant@sitim Report on Form-& filed with the SEC on March 5,
2009.

Incorporated by reference from the registrantOs Current Report on-Rofile@with the SEC on

January 23, 2009. Schedules and exhibits to the Agreement have been omitted pursuinhto Sec
601(b)(2) of Regulation-&. Private agrees to furnish supplementally a copy of any omitted schedule or
exhibit upon the request of the SEC. B

Incorporated by reference from the registrantOs Current Report onHRofilr@Bwith the SEC on October

16, 2009. Schedules and exhibits to the Agreement have been omitted pursuant to Section 601(b)(2) of
Regulation K. Private agrees to furnish supplementally a copy of any omitted schedule or exhibit upon
the request of the SEC. ~

Incorporated byeference from the registrantOs Current Report on Fétriléd with the SEC on

December 23, 2009. B

Incorporated by reference from the registrantOs definitive Proxy Statement filed with the SEC on November
3, 2009.

Incorporated by reference from theistrantOs Current Report on Fori 8led with the SEC on

November 3, 2009. B

Incorporated by reference from the registrantOs Annual Report on Fétrfodthe year ended December
31, 20009.
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SIGNATURES

In accordance with the requirements ott®m 13 or 15(d) of the Exchange Act, the registrant has caused
this Report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: June2, 2011 PRIVATE MEDIA GROUP, INC.

By:_/s/ Berth Milton
Berth Milton, Chi€Executive
Officer

In accordance with the requirements of the Exchange Act, the Report has been signed below by the following
persons on behalf of the registrant in the capacities and oatibeiddicated.

Name Title Date
/s/ Berth Milton Chairman of the Board, Director, June2, 2011
Berth H. Milton Chief Executive Officer

Director June_ , 2011

llan Bunimovitz

/s/Johan Gillborg Chief Financial Gficer, Chief June2, 2011
Johan Gillborg Accounting Officer
/s/Bo Rodebrant Director June2, 2011

Bo Rodebrant

[s/ Peter Dixinger Director June2, 2011
Peter Dixinger

/s/Jan Jensen Director June2, 2011
Jan Jensen

Director June_ , 2011

Eric Johnson
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Private Media Group, Inc.

1. We have audited the accompanying consolidated balance sheetgaté Rtedia Group, Inc. as of December
31, 2010 and 2009 and the related consolidated statements of income and comprehensive income,
shareholders« equity, and cash flows for each of the three years in the period ended December 31, 2010. |
connection with ar audits of the financial statements, we have also audited the schedule listed in the
accompanying index. These financial statements and schedule are the responsibility of the CompanyO:s
management. Our responsibility is to express an opinion on theseifihatatements and schedule based on
our audits. We did not audit the consolidated financial statements of ThinkForward, Inc., aowadly
subsidiary, which consolidated statements reflect at December 31, 2010 and 2009 total assets constituting
U.S. $2,054,574and U.S. $3,610,264 respectively, and total revenues UOfS. $12,264,439and U.S.
$14,295,293for the years then ended. Those consolidated statements were audited by other auditor whose
report has been furnished to us, and our opinion, inseférralates to amounts included for ThinkForward,
Inc., is based solely on the report of the other auditor.

2. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards reqthiee we plan and perform the audit to obtain reasonable
assurance about whether the financial statements and schedule are free of material misstatement. The
Company is not required to have, nor were we engaged to perform, an audit of its internal axamtrol
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing ai
opinion on the effectiveess of the CompanyOs internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements and schedule, ass#wsimagcounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation
We believe that our audits provide a reasonable basis for our opinion.

3. In our opinion, based on our audits ati@ report of other auditors, the consolidated financial statements
referred to above present fairly, in all material respects, the consolidated financial position of Private Media
Group, Inc. at December 31, 2010 and 2009, and the consolidated restsitspafrations and its cash flows
for each of the three years in the period ended December 31, 2010, in conformity with accounting principles
generally accepted in the United States of America.

4. The accompanying financial statements have been prepanemiingsthat the Company will continue as a
going concern. As discussed in Note 1 to the financial statements, the Company has not yet reestablishec
profitable operations. The Company has suffered recurring losses from operations over the past years and ha
aworking capital deficit These factors raise substantial doubt about its ability to continue as a going concern.
Management's plans in regard to these matters are also described in Note 1. The financial statements do nc
include any adjustments that mtglksult from the outcome of this uncertainty.

5. Also, in our opinion, the financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the infoseatiorth
therein.

/s/BDO Auditores, S.L.

BDO AUDITORES, S.L.

Barcelona, Spain
May 31, 2011



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
ThinkForward, Inc.

We have audited the accompanying consolidatatdrtte sheets of ThinkForward, Inc. (the OCompanyO) as of
December 31, 2010 and 2009 and the related consolidated statements of operations, changes in shareholderOs def
and cash flows for the years then end@tiese financial statements are the resjimlity of the CompanyOs
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States)Those standards require that we plan and perform the audit to obtain reasonable assurance abou
whether the financial statements are free of material misstatement. The Company is not required to have, nor were w
engaged to perform, an audit of its int@rrontrol over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion effébtveness of the CompanyOs internal control

over financial reporting. Accordingly, we express no such opimnaudit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessioguthting principles used

and significant estimates made by management, as well as evaluating the overall presentation of the financial
statementsWe believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidatefihancial statements referred to above present fairly, in all material respects, the
consolidated financial position of ThinkForward, Inc. at December 31, 2010 and 2009 and the consolidated results of
its operations and its cash flows for the years theleé@in conformity with accounting principles generally accepted

in the United States of America.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue &
a going concern. As discussed in Note 1 ® fihancial statements, the Company has suffered recurring operating
losses in recent years and has not yet reestablished profitable operdtisngaises substantial doubt about the
CompanyOs ability to continue as a going condéanagementOs plansrégard to these matters are also described in
Note 1. The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

/s/ Odenberg, Ullakko, Muranishi & Co. LLP
San Francisco, California
April 26, 2011




PRIVATE MEDIA GROUP, INC.
CONSOLIDATED BALANCE SHEETS

December 31,

2009 2010 2010
EUR EUR uUsD
(in thousands)

ASSETS

Cash and cash equivalents............cccoevvvvivieeereeeeeiii, 613 370 493
Trade accounts receivalmet (Note 4).........ccccccceeeieeeeneenne. 5,382 4,199 5,598
Invertories- net (NOtE B)....ccooveieiiiiiiiieeeeee 2,439 1,790 2,387
Deferred income tax asset (Note 12).......cccceeeeiiiieeiiieeennnns, 4,478 5,014 6,685
Prepaid expenses and other current assets.........cccccvvvveee 866 618 824
TOTAL CURRENT ASSETS.....ooviiiiiiiiieee s cieentineee e 13,779 11,990 15,987
Library of photographs and videeset (Note 7)................... 11,635 8,345 11,126
Property, plant and equipmentet (Note 6)..............cceevveeee, 6,685 4,397 5,862
Other intangible assets (NOte.8).......cocoeeeeiiiiiiiiiiieeeeeeeeeee, 5,212 4,847 6,463
GoodWill (NOLE 8)....cce e e aeee 10,524 9,204 12,272
(01 0[] g T (S TR 675 500 667
TOTAL ASSETS ..ottt emme e 48,510 39,283 52,377
LIABILITIES AND SHAREHOLDERS' EQUITY

Shortterm borrowings (Note 10).............coovvirriiiiviemmreeeeeinnns 3,080 2,689 3,586
Current portion of longerm borrowings (Note 10Q)............... 222 402 536
Accounts payable trade.............ceovviiiiiieee e, 6,207 6,146 8,195
Income taxes payable (Note 12)........ccccceveeieiiiiicceciiiieeeenen. 1,089 1,059 1,412
Deferred income taxes (Note 12).....ccccoeeeeeeeieiiiiiieenneeeeeen, 24 277 369
Accrued other liabilities (Note 11).........cooevviiiiiiiiiieeeeeeeeees 1,884 2,519 3,359
TOTAL CURRENT LIABILITIES ...vvvvieiiiiieeeee e 12,506 13,093 17,457
Contingent consideration payable (N®)...................cceeeene, 4,703 514 685
Long-term borrowings (Note 10).......ccccevvviiieeeiiiiiiieenneeeeee, 1,898 1,905 2,540
Related party payable (Note 13).........veiiiieiiiiicceeiiieeeeene. 69 30 40
TOTAL LIABILITIES ..ot vmeee e 19,176 15,542 20,722

SHAREHOLDERS' EQUITY (Note 15)

$4.00 Series A Convertible Preferrgtbck 10,000,000 shart
authorized, none issued and outstanding at Decembe
2009 and 2010, respectively..........ouvvvviiiiiiiicceciie e, - - -
Common Stock, $.001 par value, 100,000,000 sk
authorized 20,704,934 and 20,815,824 issued and outsta

at December 31, 2009 an@1D, respectively........ccccccveee.... 869 869 1,159
Additional paidin capital..........cccccceeeeeiiiiiie 30,466 30,468 40,624
Retained earnings.............ouuuuuviiiiiiieceiiiiie e eeveene s 1,564 (2,771) (3,695)
Accumulated other comprehensive income........................ (3,565) (4,824) (6,432)
TOTAL SHAREHOLDERSEQUITY ...vvvvveeiiiiiiieee e cceeiee 29,334 23,742 31656
TOTAL LIABILITIES AN D SHAREHOLDERS' EQUITY .... 48,510 39,283 52,378

See accompanying notes to consolidated financial statements
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PRIVATE MEDIA GROUP, INC.

CONSOLIDATED STATEME NTS OF INCOME

AND COMPREHENSIVE IN COME

Years ended December 31,

2008 2009 2010 2010
EUR EUR EUR uUsD
(in thousands)

NEE SAIES. ... 19,667 23,061 23,270 31,027
COSt Of SAIES.....uiiiiiiiiiiiiee e 13,505 16,864 16,849 22,465
GroSS Profit......ueecciiii e 6,161 6,197 6,422 8,562
Selling, general and administrative eXpenses............ccceeee, 13,061 23,949 13,147 17,530
Impairment of goodwill and ber intangible assets................. - (884) 1,562 2,083
Benefit from change in fair value of contingent consideratia - - 4,189 5,586
Operating iINComMe (I0SS)......ccvvvviiriiiiiiii e ceeeiciee e, (6,900) (18,636) (4,098) (5,464)
INTErESt EXPENSE ...ievei i eeeeiie et e e e e e e e renen e eeees 323 389 332 442
INEErESt INCOME.......iiiiiiiiiiiiiieiie et e e 257 234 3 5
Income (loss) before income taxes......ccceeeeveeeeeiiiiiieenneeeeen, (6,965) (18,790) (4,427) (5,902)
Income tax (benefit)........iiiiiiiiieee e, (1,777) 1,720 (92) (122)
Net INCOME (I0SS)....covveiiiiiiiie et (5,188) (20,510) (4,335) (5,780)
Other comprehensive income:

Foreign currency translation adjustments......................... (959) 512 (1,259) (1,679)

Comprehensive iINCOME..........cceeeeiiiiieeiiceeeie e, (6,147) (19,999) (5,594) (7,459)
Net income (loss) per share:

BaASIC ..ot a s (0.30) (0.99) (0.20) (0.26)

3111 (= o PP (0.30) (0.99) (0.20) (0.26)

See accompanying notes to consolidated financial statements
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PRIVATE MEDIA GROUP, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Accum-
ulated

Addi- other Total

tional compre- share-
Common stock paid-in Retained hensive holders®

Shares Amounts capital earnings income equity

EUR EUR EUR EUR EUR
Balance at January 1, 2008 EEEEEEEE 17,860,16¢ 867 21,718 27,262 (3,118) 46,747
Stock based compensatiBEEEEEEEEE - - 9 - - 9
Translation adjustment EEEEEEEEEEE - - - - (959) (959)
Net loss EEEEEEEEEEE EEEEEEE - - - (5,188) - (5,188)
Balance at December 31, 2008 EEEEEEEE ~ 17,860,16¢ 867 21,727 22,074 (4,077) 40,610
Shares issued in acquisition EEEEEE 2,844,77C 2 6,642 - - 6,644
Exchangeable shares issued in acquisition EE - - 2,0% - - 2,095
Stock based compensatiBEEEEEEEEE - - 3 - - 3
Translation adjustment EEEEEEEEEEE - - - - 512 512
Net loss EEEEEEEEEEEEEEEEEE - - - (20,150) - (20,150)
Balance at December 31, 2009 EEEEEEEE 20,704,934 869 30,466 1,564 (3,565) 29,334
Shares issued in reverse splifEEEEEEEEE 890 - - - - -
Conversion oexchangeable sharE&EEEEEE 110,000 - - - - -
Stock based compensatiBEEEEEEEEE - - 2 - - 2
Translation adjustment EEEEEEEEEEE - - - (1,259) (1,259)
Net loss EEEEEEEEEEEEEEEEEE - - - (4,335) - (4,335)
Balance at December 31, 2010 EEEEEEEE 20,815,824 869 30,468 (2,771) (4,824) 23,742

See accompanying notes to consolidated financial statements
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PRIVATE MEDIA GROUP, INC.

CONSOLIDATED STATEME NTS OF CASH FLOWS

Years ended Decemhe31,

2008 2009 2010 2010
EUR EUR EUR usD
(in thousands)

Cash flows from operating activities:
Net income (I0SS)......ccoovvvviiiiiiiiie e, (5,188) (20,510) (4,335) (5,780)
Adjustment to reconcile net income to net cash
flows provided by operating activities:
Deferred iNCOME taXeS........vvvviiiiiiiiieeeceeeiiie e, (1,856) 1,710 (283) (377)
(DT o] = ToiT= 11 T0] o PSR 1,026 982 728 971
Change in fair value of contingent consideration payi - - (4,189) (5,586)
Stock based compensation..............oeeeevvviviieeee e e, 9 3 2 3
Bad debt prodsion ...........ceeeeiiiiiiiiiieeee e 333 7,817 718 957
Write-down of magazine inventory................ccccevvvvveee. - 806 - -
Investment writeoff ..., - 1,022 - -
Impairment of goodwill and other intangible assets... 293 884 1,562 2,083
Amortization of other intangible assets...................... 124 124 124 165
Amortization and impairment of web pages............... - 2,080 3,361 4,482
Amortization of photographs and videas.................... 6,332 5,838 5,123 6,831
Changes in operating assets and liabilities,
net of acquisitions:
Trade accounts receivable.........cccccvvviiiiieceeiiieieeenes, 2,192 384 466 621
Related party receivable...............cccoovviienn s (298) (198) - -
INVENTOMIES. ... eeeee e e e e e e e e e e e e e eee e 2,112 2,010 649 866
Prepaid expenses and other current assets............... 1,285 573 248 331
Accounts payable trade...........cccoeeeiiiiiiiiiee (1,096) 270 (61) (81)
Income taxes payable............ccoovvvviiiiiieeee e, 97 (172) (30) (40)
Accrued other liabilities............ccoceeeeiiiiiii e, (149) (312) 636 848
Net cash provided by operating activities................... 5,216 3,310 4,719 6,292
Cash flows used in investing activities:
Investment in library of photographs and videos........ (4,292) (2,335 (1,833) (2,445)
Capital eXpenditures.......ccceeeviieeeeiiiiiieeee e, (1,136) (1,575) (1,800) (2,400)
Cash received in acquisitions.........ccccceeeeeeviiivieenneeenn, - 333 - -
Investment in other assets..........cccovvvvviiiiiceceeeeviiinnnn, 36 (288) 175 233
Net cash used in investing activities..............cceceeeee. (5,392) (3,864) (3,459) (4,612
Cash flow provided by financing activities:
Shortterm borrowings repayments..........cccceeeeeeeeeenn... (166) (1,620) (704) (938)
Shortterm borrowings additionS..............ceceovvivvvvvieen. 365 129 313 417
Long-term borrowings repayments.........cccoceeeeeeeeeenen. (111) (143) (306) (408)
Long-tem borrowings additions..............ccceeevvvvvivieeens. - 1,738 453 604
Net cash (used in) provided by financing activities.... 88 104 (244) (326)
Foreign currency translation adjustment..................... (959) 512 (1,259) (1,679)
Net increase (decrease) in cash and cash equivaleni (1,047) 61 (243) (324)
Cash and cash equivalents at beginning of the year.. 1,599 552 613 818
Cash and cash equivalents at end of the year............ 552 613 370 493
Cash paid for interest.........cccceeeeeieiiiiicceeiiieee e, 162 220 254 339
Cash paid for taXeS.......ccceeviiiiiiiieiiieer e - - 28 37

Repurchase of common stock (rcash transaction)..... -

See accompanying notes to consolidated financial statements
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PRIVATE MEDIA GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. The company and basis of presentation

Private Media Group, Inc. (Othe CompanyO) was originally incorporated on September 23, 1980 as Glacier
Investment Company, Inc. under tlasvk of the State of Utah and, effective November 24, 1997, after a series of
interim name changes, changed its name to Private Media Group Inc. Effective June 12, 1998 the Company acquired
Cine Craft Limited (OCine CraftO), a Gibraltar corporation andaMMedia Limited (OMilcapO), a Republic of
Cyprus corporation. Prior to the acquisitions the Company was a holding company with no operations. Milcap and its
subsidiaries and Cine Craft operated under common control and were engaged in the acquistionednd
distribution of video and photo rights for adult feature magazines and movies (videocassettes and DVDOs) through
distributors and via the Internet. During the year ended December 31, 2000, the Company established two new wholly
owned subsidiaéis, one in Sweden (Peach Entertainment Distribution AB, OPeachO) and one in the Republic of
Cyprus (Fraserside Holdings Ltd., OFrasersideO). These subsidiaries were formed to carry on the business of Milcap
Publishing Group AB (Sweden) and Milcap (Cypruskpectively.

Solely for the convenience of the reader, the accompanying consolidated financial statements as of December
31, 2010 and for the twelve months then ended have been translated into United States dollars (OUSDO) at the rate o
EUR 0.75 per US[1.00 the Exchange Rate of the European Central Bank on December 31, 2010. The translations
should not be construed as a representation that the amounts shown could have been, or could be, converted into US
dollars at that or any other rate.

In each of thepast three years we have experienced losses from operations. At December 31, 2010, we had
cash and cash equivalents of EUR 370,000 amdrking capital deficit of EUR 1,102,00As a result, our
independent registered public accounting firm has coedlkat there is substantial doubt as to our ability to
continue as a going concern, and has modified its report in the form of an explanatory paragraph describing the events
that have given rise to this uncertaintyur ability to continue as a going amn is based on our ability to generate
or obtain sufficient cash to meet our obligations on a timely basis and ultimately to attain profitable operations. We
currently expect future growth, reduction in cost and expenses and to return to profitabilithle@rwe are successful
with the following objectives:

¥ rolling out our Internet platforms, including: a) our newly bsiginature property and membership

platform private.com, b) our cutting edge mobile platform for Smartphones and c) our multinational
eCommerce VOD platform

the successful marketing of our affiliate programs for all our properties to compete aggressively for, and
attract, affiliate traffi¢

continuing the rollout of our content on cable and IPTV vidaalemand platforms;

completing thantegration of businesses acquired in 2009;

consolidating and restructuring our operations into an efficient new media business;

outsourcing of nortost effective parts of our operations; and

identifying and exploring new online business opportunitieckvhre less dependent on content.

.'K

KK K K K

If we are not successful in implementing the above objectives, or if we otherwise do not successfully respond
to changing conditions in the adult entertainment industry, we may continue to incur significanflibesesan be
no assurance that we will be able to operate profitably in the future.

2. Summary of significant accounting policies

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and all wholly owned
subsidaries. All significant intercompany transactions and balances have been eliminated in consolidation.



PRIVATE MEDIA GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Foreign Currency

The financial statements of the CompanyQOs operations based outside of the euro area have been translated ir
euro. Management has detémed that the functional currency for each of the CompanyOs foreign operations is its
applicable local currency. When translating functional currency financial statements into euamd/eachange
rates are applied to the balance sheet accounts, wiilage annual rates are applied to income statement accounts.
Translation gains and losses are recorded in other comprehensive income as a component of shareholders® equity.

Transactions involving foreign currencies are translated into euro or funatiomahcies using exchange
rates in effect at the time of the transactions. Monetary assets and liabilities denominated in foreign currencies are
translated at period end exchange rates and the resulting gain or loss is charged to income in the period.

Forthe years ended December 31, 2008, 2009 and 2010 the aggregate exchange gain included in determining
net income amounted to EUR 222 thousand, EUR 95 thousand and EUR 912, respectively.

Should the Company choose to pay dividends, although the Compamgdsintention is to rénvest the
unrremitted earnings of its foreign subsidiaries, dividends would be declared and paid in euro.

Recognition of Revenue

The CompanyOs primary sources of revenue are the sale of content delivered via Internet, bypBdtastin
& magazines and mobile phones.

Internet video ordemand offerings are sold directly via the CompanyOs online retail websites and are paid for
almost exclusively by credit card. The Company recognizes revenue fromarngamand when the service is
rendered and collectability is reasonably assured, specifically, when the customerQOs credit card is charged, which is, i
most cases, simultaneous with delivery of thedemand video. Credit card payments accelerate cash flow and reduce
the CompanyOs tettion risk, subject to the merchant bankOs right to hold back cash pending settlement of the
transactions. The Company also offers a prepaid vigdeemand service in which a customer purchases a number of
minutes of ordemand video at a set rate penaie based on the number of minutes purchased. The rate per minute
decreases as the number of prepaid minutes increases. The Company records revenu@ipoupremers as
deferred revenue prior to commencement of services and recognizes revenwsensdés are rendered. Prepaid
minutes purchased under this program do not expire.

The Company also offers a customer loyalty program under which each memberOs purchase of video on
demand, DVDs, movie downloads, books, novelties or other items earnsitiieemone point for each dollar spent.
After accumulating 150 points, a customer may redeem the points for a $5 purchase. Points increase in value as they
are accumulated and redeemed, with a maximum accumulation of 2,000 points, which may be redeeiadfor
purchase. All of a customerOs points expire after 180 days of no purchase activity. Because the value of the award
points is not significant in relation to the value of the services or products purchased by the customer, the Company
records a liabity for the estimated cost of the discounted services or products to be provided in the future.

Revenues from the sale of subscriptions to the CompanyOs Internet website are deferred and recognized
ratably over the subscription period.

IPTV (Internet Protool Television), satellite & cable broadcasting revenues are recognized upon delivery
when the following conditions have been met (i) license period of the arrangement has begun and the customer can
begin its exploitation, exhibition, or sale (ii) the amgament fee is fixed or determinable and (iii) collection of the:
arrangement fee is reasonably assured. Such revenues may be generated by either a fixed license fee or as an agree:
percentage of sales, based on sales reported each month by the Compgany@bland satellite affiliates. The
affiliates do not report actual monthly sales for each of their systems to the Company until approxima@€lyl&gs
after the month of service ends. This practice requires management to make monthly reveatesdsisad on
historical experience for each affiliated system. Revenue is subsequently adjusted to reflect the actual amount earned
upon receipt. Adjustments made to adjust revenue from estimated to actual have historically been immaterial.



PRIVATE MEDIA GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DVDs & Magazhes (physical products) are sold both to wholesalers, on firm sale basis, and via naticnal
newsstand distributors, with the right to return. Our physical products are generaliimguki and the principal
market is in Europe. Revenues from the salphyfsical products where distributors are not granted rghitsturn
are recognized upon transfer of title, which generally occurs upon delivery. Revenues from the sale of physical
products under consignment agreements with distributors are recognieedupas reported sales by the CompanyOs
distributors. Revenues from the sale of physical products under agreements that grant distributofsreghtsare
recognized upon transfer of title, which generally occurs on delivery, net of an allowarnetifoed product.
Distributors with the right to return are primarily national newsstand distributors. Most of our productsargtdy
(six issues per year) and remain on sale at a newsstand for a period of two months. Normally, all unsolds are reported
to us within a period of four to six months from delivery. There are normally two to four national newsstand
distributors for all newspapers and periodicals operating in each country. A majority of our national newsstand
distributors are members of Digiress, the international organization for publishers and distributors, and carry out the
distribution of the largest national and international newspapers and periodicals, including: Financial Times, Herald
Tribune, Time, Newsweek, Vogue, etc. The Compasgs specific return percentages per title and distributor based
on estimates and historical data. The percentages vary fré@d@%0Percentages are reviewed on aigoing basis.
Magazines have an approximate retail price of EUR 11.50 (USD 15.95) peamdye printed on glossy high
quality paper at a cost of EUR 1.25 (USD 1.75). They are often shriaggped in order to comply with local
regulation or guidance for the sale of adult publications. In view of the high retail price, the margin andita¢ phys
quality of the magazines and the fact that the content has a very longli@sheiince it is not particularly linked to
time, trends, fashion or current events, the Company has always collected the returns from newsstands in order to
make them aviable for sale again. The Company operates scheduldidtrébution of returned magazines, via
national newsstand distributors, together with DVDs as Magazine/DVD packs as a way of increasing DVD
distribution. Since the national newsstand distributor& g right to return, the DVD packs are returned and the
magazines are broken out in order to be sold via an additional scheddisttitrition. The retail price for products
sold via redistribution vary between EUR 14.9%.95 (USD 20.787.70). Magaine returns not relistributed as per
above are sold on a firm sale basis to wholesalers as back numbers at a lower price than new issues. The Company h
historically sold all returned copies at an average price higher than, or equal, to cost.

Revenues fsm mobile content (wireless) sales are recognized based on sales reported each month by mobile
operators via aggregators. The aggregators do not report actual monthly sales for each of their operators to the
Company until approximately 6090 days afterite month of service ends. This practice requires management to
make monthly revenue estimates based on historical experience for each affiliated system. Revenue is subsequently
adjusted to reflect the actual amount earned upon receipt. Adjustments rad@iestaevenue from estimated to
actual have historically been immaterial.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to makeates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting petiad.résults could differ from those
estimates.

Inventories

Inventories are valued at the lower of cost or market, with cost principally determined on an average basis.
Inventories principally consist of DVDOs and magazines held for sale or resale.

Library of Photographs & Videos

The items in the library comprise our content used for distribution on various formats. Currently these are
principally DVD, IPTV, cable & satellite television and broadband (for films) and magazines and Internet broadband
(for photos). All our content is sold or licensed repeatedly, unlike inventory items which are sold only once.
Furthermore the content is not only sold on one particular release, or issue, but ieditedrand included for sale
on compilations such as &4 of..O titles and publications.
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PRIVATE MEDIA GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The film library is sold or licensed on various formats such as DVD, television, and Internet, in different
markets and territories. The current rate of technological advance means that we are continually finding new
distribution platforms for our content. Recent examples of this would be IPTV and broadcasting via digital cable and
satellite television with paperview (PPV) and videmn-demand (VOD) abilities. The film library includes: a) films,
which represent the ctamt, i.e., the edited movie including soundtrack. b) translations, sound dubbingtiflesb
which are required to customize each movie in terms of language for all territories, and c) Digital Manipulation for
DVD Masters, which is required to digitizee movie and create menus and language options in order to produce a
master to be used to duplicate DVDs from.

The photo library comprises purchased photographic material used for print and internet publications. Our
photographic material is used inltiain one issue of our four principal magazine titles. However it will normally
subsequently be used in later special editions. The print publications are typically printed once and thereafter they are
sold over a period of several years, as discussatibpsdy. Internet publications are sold via membership fees
charged at the CompanyOs websites. Photos are also licensed to other internet and print publishers.

The library of photographs and videos, including rights for photographs and videos as veslsksion and
dubbing of video material, is reflected at the lower of amortized cost or net realizable value. The cost is amortized on
a straightline basis over % years representing the estimated useful life of the asset, except for photos which are
amortized on a slidingscale basis over three years. Estimated future revenues are periodically reviewed and, revisions
may be made to amortization rates or wdtevns made to the assetOs net realizable value as a result of significant
changes in future rewmue estimates. Net realizable value is the estimated selling price in the ordinary course of
business, less estimated costs to complete and exploit in a manner consistent with realization of that income.

Property, Plant and Equipment

Property, plant andquipment are carried at cost and are generally depreciated using the-Btraigtethod
over the estimated useful lives of the assets. The useful lives range-Fgmads. Website development costs
involving the provision of additional functions adtures to the website, including graphics and related software, are
included in property, plant and equipment and are amortized on a stm@hasis over -3 years. In the years endad
December 31, 2009 and 2010 the Company has capitalized EUR 1g28érd and EUR 1,917 thousand
respectively of costs related to the development of its website including graphics and related software.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price paid over the fair vdlaaef assets of businesses
acquired.

Other Intangible Assets represents the value attributable to: a) Customer base, which was acquired from two
of the CompanyQs former distributors in the U.S. and in Canada in 2001 and 2003, respectively, (seEhdote 8).
amortization expense is calculated on a strdigktbasis over 10 years for each acquisition, b) Broadcasting asset,
which was acquired from International Film Production and Distribution Limited in 2003 (see Note 8). At the time of
acquisition, theasset was deemed to have an indefinite life and is not subject to amortization, and c) Trade and
Domain names, which were acquired from GameLink and Sureflix (see Note 8). At the time of acquisition, the assets
were deemed to have an indefinite life anel mot subject to amortization.

Goodwill and indefinite lived intangible assets are reviewed annually for impairment (or more frequently if
indicators of impairment arise), see Note 8. Further separable intangible assets that are not deemed to have an
inddfinite life are amortized over their expected useful lives.

During 2008, 2009 and 2010, the Company had impairment charges of EUR 293 thousand, EUR 884
thousand and EUR 1,562 thousand, respectively, and going forward additional impairment charges msseoccu
Note 8.
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Impairment of Long.ived Assets

The Company evaluates the carrying value of itsdbred assets when events or circumstances indicate the
carrying value may not be recoverable through the estimated undiscounted cash flows fronofttieeuasset. An
impairment loss is then measured as the amount by which the carrying value of the asset exceeds its estimated fair
value. In 2010, the Company had an impairment charge of EUR 548 thousand relating developed website technology.
Going forwad additional impairment charges may occur, see Note 6.

Advertising Costs

Advertising costs are charged to income as incurred. The total advertising costs were EUR 1,120 thousand,
EUR 858 thousand and EUR 615 thousand for the years ended December 320200shd 2010, respectively.

Shipping and Handling Costs
Shipping and handling costs related to the CompanyOs products are recognized in cost of sales.
Income Taxes

The Company accounts for certain income and expense items differently for finapoiding purposes than
for tax purposes. Provision for deferred taxes are made in recognition of such temporary differences. The Company
assesses the recoverability of deferred tax assets and records a valuation allowance when it believes it is nat more
likely than not that they will be recovered.

Cash Equivalents

All highly liquid investments purchased with an original maturity of three months or less at the time of
acquisition are considered to be cash equivalents.

Concentration of Credit Risk

Financal instruments that potentially subject the Company to concentrations of credit risk consist primarily
of cash and cash equivalents and trade accounts receivable. The Company does not require collateral on thase
financial instruments.

Cash and cash eqailents are maintained principally with major financial institutions in Europe that have
high credit standings and the CompanyOs policy is to limit exposure to any one institution. Management attempts to
limit credit risk on trade receivables mainly throwggtablishment and monitoring of credit controls.

Basic and Diluted Earnings Per Share

Basic earnings per common share is computed by dividing income available to common shareholders by the
weightedaverage number of shares of common stock outstaniditigding exchangeable shares issued on October
29, 2009, in the Sureflix acquisitioduring the period. As of December 31, 20d8changeable shareguivalent to
1,190,000 shares of common stock was outstanding. Diluted earnings per common shareteddoynividing
income available to common shareholders by the weigdnedage number of shares of common stock outstanding
during the period increased to include the number of additional shares of common stock that would have been
outstanding if the pentially dilutive securities had been issued. Potentially dilutive securities include outstanding
stock options and unvested stock grants. The dilutive effect of potentially dilutive securities is reflected in diluted
earnings per common share by applwatdf the treasury stock method. Under the treasury stock method, an increase
in the fair market value of the CompanyOs common stock can result in a greater dilutive effect from potentially
dilutive securities.

Fair Value Measurements

The Company appligsir value accounting for all financial assets and liabilities andfimamcial assets and
liabilities that are recognized or disclosed at fair value in the financial statements on a recurring basis. The Company
defines fair value as the price that woblel received from selling an asset or paid to transfer a liability in an orderly
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transaction between market participants at the measurement date. When determining the fair value measurements for
assets and liabilities, which are required to be recordtdratalue, the Company considers the principal or most
advantageous market in which the Company would transact and the {nasketrisk measurements or assumptions

that market participants would use in pricing the asset or liability, such as inhéketrarisfer restrictions and credit

risk, see Note 19.

Stockbased compensation

The Company accounts for stebsed payment transactions in which the Company receives employee
services in exchange for (@juity instruments of the enterprise or l{hbilities that are based on the fair value of the
enterpriseOs equity instruments or that may be settled by the issuance of such equity instrumevasestock
compensation cost for stock awards is measured based on the closing fair market value of #myGsm@mmon
stock on the date of grant. Stebksed compensation cost for stock options is estimated at the grant date based on
each optionOs famalue as calculated by the BlaScholes optiospricing model. The Company recognizes stock
based compensati cost as expense ratably on a straliglet basis over the requisite service period.

Recent Accounting Pronouncements

In January 2010, FASB issued ASU No. 2@ Improving Disclosures about Fair Value Measurements.
This update provides amendmentsSubtopic 82610 that requires new disclosure as followsTdgnsfers in and out
of Levels 1 and 2A reporting entity should disclose separately the amounts of significant transfers in and out of
Level 1 and Level 2 fair value measurements and desitrébeeasons for the transfer®) Activity in Level 3 fair
value measurementsn the reconciliation for fair value measurements using significant unobservable inputs (L.evel
3), a reporting entity should present separately information about purctasesissuances, and settlements (that. is,
on a gross basis rather than as one net number). This update provides amendments to SulitothaBaarify
existing disclosures as follows: Level of disaggregation. A reporting entity should provide Value measurement
disclosures for each class of assets and liabilities. A class is often a subset of assets or liabilities within a line item in
the statement of financial position. A reporting entity needs to use judgment in determining the apprapseseof|
assets and liabilities. Disclosures about inputs and valuation techniques. A reporting entity should provide
disclosures about the valuation techniques and inputs used to measure fair value for both recurring and nonrecurring
fair value measuraents. Those disclosures are required for fair value measurements that fall in either Level 2 or
Level 3. The new disclosures and clarifications of existing disclosures are effective for interim and annual reporting
periods beginning after December 15, 20€xcept for the disclosures about purchases, sales, issuances, and
settlements in the roll forward of activity in Level 3 fair value measurements. These disclosures are effective for fiscal
years beginning after December 15, 2010, and for interim peuniitdi® those fiscal years. The Company is currently
evaluating the impact of this ASU, however, the Company does not expect the adoption of this ASU to have a
material impact on its consolidated financial reporting.

In October 2009, the FASB issued ASld 200913, Revenue RecognitibhMultiple-Deliverable Revenue
Arrangements (FASB ASC Topic 605), a consensus of the FASB Emerging Issues Task Force. This guidance
modifies the fair value requirements of FASB ASC subtopicB®5Revenue Recognitiedultiple Element
Arrangements, by allowing the use of the "best estimate of selling price" in addition to vendor specific objective
evidence ("VSOE"), now referred to as thpdrty evidence ("TPE") for determining the selling price of a deliverable.

A vendor is ow required to use its best estimate of the selling price when VSOE or TPE of the selling price cannot be
determined. In addition, the residual method of allocating arrangement consideration is no longer permitted. This
update requires expanded qualitatirel quantitative disclosures and is effective for fiscal years beginning on ar after
Junelb, 2010. The Company is currently evaluating the impact of this ASU, however, the Company does not. expect
the adoption of this ASU to have a material impact onatssolidated financial reporting.

Reclassifications and Immaterial Error

Certain reclassifications of prior year balances have been made in the accompanying consolidated financial
statements to conform to the 2010 presentation.

-10
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In connection with th@reparation of the CompanyQOs 2010 annual financial statements, management of the
Company determined that a portion of the compensation to the CEO in 2006 and 2007, EUR 265 thousand and EUR
88 thousand, respectively, had been inadvertently recorded iasrease in related party receivable from Slingsby
Enterprises Limited, an affiliate of the CEO, resulting in the understatement of selling, general and administrative
expenses and the overstatement of related party receivable in both 2006 and 200gu\sa4 ttee beginning and
end of 2008 retained earnings and the note receivable were overstated by EUR 353. At December 31, 2009, the
Company recorded a provision against the full value of the related party receivable, accordingly, the overstatement of
this balance in 2006, 2007 and 2008 hadmpact on related party receivabled retained earnings as of December
31, 2009 and 2010.

As the amounts involved are not material to the CompanyOs financial statements, management has determine
that the previosly issued 2006, 2007, 2008, and 2009 financial statements do not require restatement.

3. Acquisitions

GameLink Acqusition

On January0, 2009, Private Media Group, Inc. (OPrivateO) completed the acquisition of 100% of the
business of Game Link LLC drits affiliate, eLine, LLC collectively (OGameLinkQO). The GameLink companies are
engaged in the business of digital distribution of adult content over the Internet and online eCommerce development.

The amounts of GameLinkOs revenue and earnings indtueidateOs consolidated income statement for

the twelve months ended December 31, 2009, and the pro forma revenue and earnings of the combined entity had the
acquisition date been January 1, 2008, are:

Revenue Earnings

EUR EUR

(in thousands)
Actual from January 20, 20December 31,2009. ... ............. 9,468 (176)
Supplemental pro forma from January 1, 2808ecember 31, 2009 .. . 23,627 (20,574)
Supplemental pro forma from January 1, 280Becember 31, 2008. ... 30,795 (5,619)

Sureflix Acquisition

On October 29, 2009, Private Media Group, Inc. (OPrivateO) completed the acquisition of 100% of the
business of Entruphema Inc. and Sureflix Digital Distribution Inc.,(OSureflixO). The Sureflix corapaeiegaged
in the business of digital distribution of premium gay adult content over the Internet and online eCommerce
development.

The amounts of SureflixOs revenue and earnings included in PrivateOs consolidated income statement for the
twelve monthended December 31, 2009, and the pro forma revenue and earnings of the combined entity had the
acquisition date been January 1, 2008, are:

Revenue Earnings

EUR EUR

(in thousands)
Actual from October 29, 200BDecember 31,2009. . .. ............ 729 3
Supplemental pro forma from January 1, 280%ecember 31, 2009 .. . 26,904 (20,477)
Supplemental pro forma from January 1, 2808ecember 31, 2008. ... 25,454 (5,453)
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4, Trade accounts receivable

Trade acconts receivable consist of the following:

December 31,

2009 2010
EUR EUR
(in thousands)
Trade accounts receivahle...............cooovvveveeenn... 7,169 6,640
Allowance for doubtful accounts..............cceeeeen. (1,787) (2,442)
Total trade accounts receivable, .net................... 5,382 4,199

Management reviews the allowance for doubtful accounts on at least a quarterly basis and adjusts the balance
based on their estimate of the collectability of specific accounts as well as a reserve for a portion of other accounts
which have been outstamdj for more than 180 days. This estimate is based on historical losses and information about
specific customers. After collection attempts have failed, the Company writes off the specific account.

5. Inventories

Inventories consist of the following:

December 31,

2009 2010
EUR EUR
(in thousands)
Magazines for sale and resale.........ccccoeeeviiiiiiiceeiiiieee e, 805 564
D ) I F PP 1,417 1,152
(11 0= PP 217 73

2,439 1,790

6. Property, plant and equipment

Property, plant and equipment consist of the following:

December 31,

2009 2010
EUR EUR
(in thousands)

Equipment & FUINItUIE..........uvviiieii e eeme e 10,463 9,847
Website DeVvelopment..........ooooooviiiiiiiiieee e 8,832 11,247
Production Database............cooecuuumiiiiieeensiiiiiieiieeee e 1,229 1,229
Accumulated impairment, amortization and depreciation................. (13,838) (17,380)
Total Property, Plant and Equipment,.net...........cccooviiiiieeee e, 6,685 4,944

For the year ended December 31, 2010, accumulated impairment, amortization and depreciation includes
EUR 548 thousand of impairment charge to developed website technology related to our eCdmsiegss in
USA.



PRIVATE MEDIA GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

7. Library of photographs & videos

Library of photographs & videos consist of the following:

Gross:

Videos EEEEEEEEE EEEEEEEEE
Translations, Sound Dubbing, & Sdtitles EE.
Digital Manipulation for DVD Masters EEEE
Digital Manipulation for Broadband Masters

Less accumulated dpreciation:

Videos EEEEEEEEEEEEEEEEEE

Translations, Sound Dubbing, & Sdtitles EE.
Digital Manipulation for DVD Masters EEEE
Digital Manipuldion for Broadband Masters |

Net:

Videos EEEEEEEEEEEEEEEEEE
Translations, Sound Dubbing, & Sdtitles EE|
Digital Manipulation for DVD Masters EEEEI
Digital Manipulation for Broadband Masters

8. Goodwill and Other Intangible Assets

December 31,

2009 2010
EUR EUR
(in thousands)
7,796 7,739
51,071 52,232
13,623 14,109
9,992 10,235
584 584
83,067 84,900
7,586 7,706
43,291 46,806
10,558 11,654
9,417 9,805
581 584
71,432 76,555
211 33
7,780 5,426
3,066 2,456
575 430
3 -
11,635 8,345

Other intangible assets consist of the following:

Years ended December 31,

2009 2010 2009 2010 2009 2010 2009 2010
Broadcasting Trade/Domain
asset Names Customer Base Total
EUR EUR EUR EUR EUR EUR EUR EUR
(in thousands)

Beginning of year......................... 2,525 2,525 - 2,366 1,240 1,240 3,765 6,131
Acquisition value (cost)................ - - 2,366 - - - 2,366 -
End of year.....ccccccovvvvveiieeiiicieenns 2,525 2,525 2,366 2,366 1,240 1,240 6,131 6,131
Beginning of year......................... - - - - (794) (918) (794) (918)
Amortization and impairment....... - - - (242) (124) (124) (124) (366)
End of year.....cccoooovveeeeiiiiiiiiiieen, - - - (242) (918) (1,042) (918) (1,284)
Net book value..........ccccceveeeennnnn, 2,525 2,525 2,366 2,124 322 198 5,213 4,847

Broadcasting asset and trade/domain names are deemed to have an indefinite life and are not subject to
amortization, however, managenieegularly performs impairment tests on these assets and, as a result of reviews
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performed in 2010, trade and domain name assets related to our eCommerce business in USA were reduced by EUR
242 thousand. The estimated amortization expense for custossefdndhe two years ended December 31, 2011 and
2012 is EUR 124 thousand and EUR 74 thousand, respectively.

Goodwill consist of the following:

Years ended
December 31,

2009 2010

EUR EUR

(in thousands)
Beginning of year (COSt).........oeeeeviiiiiiiiiiieeee e, 2900 12176
Acquisition value (COSt) (8)......uvvrvriiieiiiiieeeeiieeeiieeeeeens, 9,276 -
End of year........oovviiiiiiii e, 12,176 12,176
Beginning of year............ocooiiiiiiiiiieeee (768) (1,652)
Amortization and impairment (b) (C)........vvvveiiiieeeeennn. (884) (1,320)
End of year........oovviiiiiiii e, (1,652) (2,972)
Net boOK ValUB........ooooveiiiieeeeeee e, 10,524 9,204

(a) During2009, the Company acquired the two eCommerce businesses in USA and Canada, and the related
goodwill was EUR 7,974 thousand and EUR 1,302 thousand, respectively.

(b) As a result of impairment reviews performed in 2009 and 2010, the goodwill relatedvidemur
distribution company in the Benelux countries was reduced by EUR 884 thousand and 62 thousand, respectively. As
of December 31, 2010 the remaining goodwill amounted to EUR 396 thousand.

(c) As a result of impairment reviews performed in 2010gttadwill related to our eCommerce business in
USA was reduced by EUR 1,258 thousand. As of December 31, 2010 the remaining goodwill amounted to EUR 6,716
thousand.

9. Contingent consideration payable

In connection with the acquisitions of GameLink andefix in 2009, it was agreed that part of the
consideration for each acquisition would be in the form of contingent consideration. The terms for the contingent
consideration are as follows:

GamelLink

The former GameLink shareholders are entitled toiveagp to an additional 1,531,799 shares of Private
Common Stock if the combined EBITDA of the online digital media operations of Private and GameLink meet
specified targets in 2009, 2010 and 2011. Using an exchange rate of EUR 0.75 per 1.00 USD, tresl doBIDDA
targets of the online digital media operations of Private and GameLink which the contingent consideration
arrangement stipulates for each of the years below are:

UsD

(in thousands)
Twelve-months ending Dec. 31, 20C 5,210
Twelve-months eding Dec. 31, 201( 8,013
Twelve-months ending Dec. 31, 201 9,329
22,552
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The manner in which the contingent consideration is earned in relation to the combined EBITDA targets is as
follows:

For each of the years ended December 31, 2009, 20120411 in which the actual EBITDA of the online
digital media operations equals or exceeds the target EBITDA, the former owners are entitled to receive 510,600
shares of Private Common Stotkthere is a shortfall in the actual EBITDA compared to thgeaBEBITDA in any
year, instead of receiving 510,600 target shares for that year, the former owners are entitled to receive a pro rata
portion of the target shares for that year, based upon the ratio between the actual EBITDA and the target EBITDA for
thatyear. In such event, if the actual EBITDA required in the following year(s) exceeds the target EBITDA, in
addition to the 510,600 target shares earned for the following year(s), the former owners are entitled to recover all or a
portion of unearned targehares from the prior year(s) based upon the amount by which actual EBITDA exceeds the
target EBITDA in the subsequent year.

At the acquisition date, the contingent consideration was valued at a fair value of EUR 3,575 thousand using
the lattice modelln 2009 and 2010 the EBITDA targets were not reacmeidas a result of mmeasurement, using the
lattice model, the current fair value has been adjusted to EUR 308 thousand. As per Company determinatior, the
number of shares of common stock earned 2002840, is 132,318 and 106,833, respectively. The contingent
consideration is classified as a liability and will bemeasured at its current fair value each reporting period until the
contingency is resolved.

Sureflix

The former Sureflix shareholdease entitled to receive up to an additional 2,100,000 G{eeference
Shares of a newly formed Private subsidiary, which shares are exchangeable for 700,000 shares of Private Common
Stock, if the combined EBITDA of the digital media operations of Beiaad the acquired companies meet specified
targets in the three months ending Decen®ier2009, the two Xnonth periods ending Decemt&k, 2010 and
2011, and the nine month period ending Septer®@®e2012. Using an exchange rate of EUR 0.75 perUSID, the
combined EBITDA targets of the online digital media operations of Private and Sureflix, which the contingent.
consideration arrangement stipulates for each of the periods, are:

uUsD

(in thousands)
Threemonths ending Dec. 31, 2009 1,503
Twelve-months ending Dec. 31, 201 9,012
Twelve-months ending Dec. 31, 201 10,373
Nine-months ending Sep. 30, 2012 7,898
28,785

The manner in which the contingent consideration is earned in relation to the combined EBITDA targets is as
follows:

For each of the three month period ending Decer@bgP009, the two Ehonth periods ending
DecembeBl, 2010 and 2011, and the nine month period ending Sept@Mk2012, in which the actual EBITDA of
the online digital media operations equal®rceeds the target EBITDA, the former owners of Sureflix (the OFormer
OwnersO) are entitled to receive a quantity of GdaBeeference Shares of the newly formed Private subsidiary,
which shares are exchangeable for 58,333, 233,333, 233,333 and Istiae&®of Private Common Stock,
respectively. If there is a shortfall in the actual EBITDA compared to the target EBITDA in any period the Former
Owners are entitled to receive a pro rata portion of the target shares for that year, based upon theeetithieet
actual EBITDA and the target EBITDA for that year. In such event, if the actual EBITDA required in the following
period(s) exceeds the target EBITDA, in addition to the target shares earned for the following period(s), the IFormer
Owners are entitld to recover all or a portion of unearned target shares from the prior period(s) based upon the
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amount by which actual EBITDA exceeds the target EBITDA in the subsequent year.

At the acquisition date, the contingent consideration was valued at aléerofédEUR 1,128 thousand using
the lattice model. In 2009 and 2010 the EBITDA targets were not reached and as a resutagusement, using the
lattice model, the current fair value has been adjusted to EUR 206 thousand. The equivalent numberadf share
common stock earned 2009 and 2010, as per Company determination, is 20,560 and 44,133, respectively. The
contingent consideration is classified as a liability and will beneasured at its current fair value each reporting
period until the contingeryds resolved.

10. Borrowings

Short and longterm borrowings are comprised of the following:

December 31,
2009 2010
EUR EUR
(in thousands)

Shortterm borrowings:

BaANKS ... 1,090 450
Other debt.......coooviiiiii e 1,990 2,239
3,080 2,689

Current portion of longterm borrowings:
BaANKS ... 109 323
Other debt........cceviiiiiiieee e 113 79
222 402

Longterm borrowings:
BaANKS ... 1,600 1,654
Other debt........cceviiiiiiiieee e 298 251
1,898 1,905
Banks

The Company's European subsidiaries have existing bank loredif agreements under which these
subsidiaries may borrow up to EUR 450 thousand. Borrowings under the lines of credit during 2010 were charged at
variable interest rates of EURIBOR+2.0846% and a fixed interest rate of 6.75%. As of December 31, 240, t
credit lines were fully utilized. During 2009 and 2010 credit lines were partiafipaaced and converted into loans
by institutional lenders. These loans are: a) a three year loan of EUR 450 thousand at an interest rate of 4.4%,
repayable in equal amthly installments over a two year period starting October, 2010, b) a three year loan of ZUR
150 thousand at an interest rate of 4.4%, repayable in semiannual installments over a two year period starting Octobel
2010, c) a three year loan of EUR 200ubkand at an interest rate of 5.5%, repayable in monthly installments over a
two year period starting June, 2011, d) a 14 month loan of EUR 90 thousand at an interest rate of 8.3%, repayable in
monthly installments starting October, 2010, and d) a threelgaa of EUR 150 thousand at an interest rate of 9.0%,
repayable in monthly installments starting November, 2010. As of December 31, 2010, the remaining amount
outstanding under the loans was EUR 977 thousand.

On December 11, 2009 a credit line of EUR thillion was refinanced by an institutional lender at an
interest rate of EURIBOR + 1.2%. Interest is payable annually starting December 11, 2010. The loan is repayable in
equal annual installments over a five year period starting December 11, 201dafieguaranteed by an affiliate of
the Private's Chairman and principal shareholder and the guaranty is secured by 666,667 shares of Private Media
Group, Inc. Common Stock.
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Other debt

In December 2001 the group's holding company, Private MediapGhuott, borrowed $ 4.0 million from
Commerzbank AG pursuant to a Note originally due on December 20, 2002. The Note bore interest at an annual rate
of 7%, payable quarterly, with the entire principal amount and accrued interest originally due on D@ 20e.

The Note was guaranteed by Slingsby Enterprises Limited, an affiliate of Berth Milton, Private's Chairman, President
and principal shareholder, and the guaranty was secured by 1,650,000 shares of Private Media Group, Inc. common
stock. In Decembe2002 Commerzbank AG agreed to extend the maturity date of the Note to March 20, 2003. In

April 2003 the Note was acquired by Consipio Holding b.v. from Commerzbank AG, and Consipio and Private
reached an agreemeintprinciple with Consipio to extend theaturity of the Note until April 2008. However,

Consipio and Private were unable to reach final agreement on other terms and conditions relating to the restructured
Note. Accordingly, in December 2003 Consipio notified Private and Slingsby EnterprisBsitiage was in default

under the Note, and demanded $3.4 million as payment in full of all outstanding principal and interest under the Note.
The Company continued to make regular payments on the Note, including principal and accrued interest, through
February 2008. In April 2008 Consipio requested Private to pay the remaining balance of the Note, without indicating
the amount due. Private in turn requested that Consipio provide a statement of the amount due and the basis for its
calculation. In respons€onsipio demanded payment of $3,194,000 as settlement in full of the Note, to be received

by May 9, 2008. This calculation was made using an interest rate of 9.9%, as opposed to the 7% rate providad under
the original terms of the Note. Consipio also addithat if payment was not received on such date it would institute
litigation, in which event Consipio would claim that the amount due under the Note should be denominated in Euro,
rather than U.S. dollars. In August 2008 Consipio notified Privatehbalivte was in default and that it intended 10
exercise its rights under the Note and the pledge of shares by Slingsby of Private common stock. Private believes that
the amount due under the Note at May 9, 2008, including accrued interest, was no m$2edtmaitiion, utilizing an

interest rate of 7%. As of December 31, 2010, EUR 2.2 million ($2.9 million), including accrued interest, was
outstanding.

An adverse outcome in this dispute would likely have a material impact upon our liquidity if we aetonabl
obtain additional debt or equity financing to satisfy any resulting liability. In addition, this lender has recently filed an
application with the New York court seeking an order attaching assets of the Company as security for the promissory
note, whech if granted may make it more difficult to obtain bank financing. For additional information regarding this
litigation, see Item ®OLegal ProceedingsO.

The Company has various lease purchase arrangements and leases meeting certain criteria ase treated
financing leases and, accordingly, assets acquired under such leases are capitalized and a corresponding liability
representing the present value of the future lease payments is recorded. Leases primarily include all of the CompanyC
computers and welie hosting equipment, which generally have terms-bfy@ars. The leases are collateralized by
the underlying equipment. At December 31, 2010, the net book value of assets subject to capital leases was EUR 193
thousand. In addition, the Company has savether credit arrangements which as of as of December 31, 2010
amounted to EUR 220 thousand. These credit arrangements range froteshdd three years at interest rates of
7%-13.25%.

11. Accrued other liabilities
Accrued other liabilities are comped of the following:

December 31,

2009 2010
EUR EUR
(in thousands)
ACCrUEd EXPENSES.....cceieeevviiiiiee et e e e e 549 717
Deferred INCOME..........ocoioiiiiiiiieeeeee e 1,052 1,171
Taxes and social SECUNtY..........cveeiiiiiieeeiieeeiieeeeeeee, 283 631
1,884 2,519
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12. Income taxes

Following is a summary of incomeefore income taxes of U.S. and international operations:

Years ended December 31,

2008 2009 2010
EUR EUR EUR
(in thousands)
USA e (1,762) (4,875) (86)
International.............ooovvviiiiiiieemr e, (5,204) (13,915) (4,341)
(6,966) (18,790) (4,427)
The provsion for income taxes consisted of the following in the years ended December 31, 2008, 2009, and
2010:
Years ended December 31
2008 2009 2010
EUR EUR EUR
(in thousands)
Current
SHALE. et 1 3 3
(] (=TT | o P 78 7 188
Current tax gpense 79 10 191
Deferred
Federal.......coooiiiiiii e (684) 258 (249)
SHALE. ettt ——— (112) 42 (41)
(0] (=TT | o PR (1,060) 1,410 7
Deferred tax expense/(benefit) (1,856) 1,710 (283)
Income tax expense/(benefit) (1,777) 1,720 (92)

A reconciliation of income taxes determined using the United States corporate statutory rate of 35% to actual
income taxes provided is as follows:

Years ended December 31,

2008 2009 2010

US federal statutory income tax rate...................coeeee, 35.00% 35.00% 35.00%
Aggregate effect of foreign tax rates........cccceeeeeeeeeeeenn. (8.43%) (15.62%) (26.30%)
Permanent differences

Items not deductible for tax purposes..................... 0.00% (0.09%) (0.37%)

Prior period adjustments............ccoevvvvviiiiicmmeeeeninnn, (1.80%) (10.75%) (5.76%)

L@ 1 T 3.59% 1.80% 2.75%
Movement in valuation allowances...............c.eeceene. (2.87%) (19.47%) (3.21%)
Total taX ProviSiOn...........ooevvvviiiiiiiiree e e e 25.48% (9.13%) 2.11%

Deferred tax assets and liabilities reflect the future tax consequences of events that have already been
recognized in the consolidateddimcial statements or income tax returns. At December 31, deferred tax
assets and liabilities consisted of the following:
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December 31,

2009 2010
EUR EUR
(in thousands)
Deferred Tax Assets:
Provisions for sales returns.............ccccoevvvvvviemmennnns 1) 14
Provision for bad debts...........ccccvviiiiiiiiiieec 26 104
Differences in fixed assets..........ccccccvveeeieiiveecennnnnn, 39 (316)
Deferred expenses/revVeNUES..........cccovvvvevvvvieenenen. (53) -
NOL carryforwards.............cuvvviiiiiiiisicceiiicieee e 9,487 9,630
Investment in subsidiaries........ccccccccvvieiiiiceecineenn. 996 1,374
TaX CreditS...ceeeiiieiiieee e 240 283
L0 11 =] SRR 113 436
10,847 11,525
Less: Valuation allowance.............cccceeeeeiiiieeeennnnnn. (6,369) (6,511)
4,478
Deferred Tax Liabilities:
Spanish leasing benefits............cccoviiiiiiieen (14) -
Investment INCENLIVES............ccovvvvvvviiiiiireean, (10) (9)
Deferred expenses/revVeNUES..........cccovvvvevvvvieenenn.. - (268)
Net deferred tax asset/(liability)..............cooovvviriieenn.n. 4,454 4,737

The CompanyOs deferred tax assets, net of valuation allowances, are primarily located in the United States

and Cyprus, which is where the Company expects to record most of

Net Operating Loss Carryforward

its future earnings.

The companyOs operatiloss carryforwards are described in the table below:

Year ended
December 31

2010

EUR

(in thousands)

United States EEEEEEEEEEEEEEEEEEE 11,201
Sweden EEEEEEEEEEEEEEEEEEEE 4,912
Cyprus EEEEEEEEEEEEEEEEEEEEE 15,956
Spain EEEEEEEEEE EEEEEEEEEEE 5,801
Holland EEEEEEEEEEEEEEEEEEEE 660
France EEEEEEEEEEEEEEEEEEEEEE 463
Canada EEEEEEEEEEEEEEEEEEEEE 736

39,729

Cyprus, the United States and Spain are the jurisdictions in which nearly all of the NOLs have been
generatd. NOLs in Cyprus pos2000 may be carried forward indefinitely. The NOLs in the United States may be
carried back 2 years and carried forward for 20 years, while the NOLs in Spain may only be carried forward for 15

years.

No provision has been made fonited States federal and state taxes or foreign taxes that may result from
future remittances of undistributed earnings of the CompanyOs foreign subsidiaries because it is expected that all sucl

earnings will be permanently reinvested in these foreignatipes.
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The CompanyOs subsidiaries file income tax returns in numerous tax jurisdictions, including the United
States, several U.S. states and severallh@&n jurisdictions, primarily in Europe. The statute of limitations varies by
the various jurisittions in which we operate. Because of the number of jurisdictions in which we file tax returns, in
any given year the statute of limitations in certain jurisdictions may lapse without examination withimtioath2
period from the balance sheet datehé@tthan the recurring effect of changes in unrecognized tax benefits due to the
lapse of the statute of limitations, none of which are expected to be individually significant, management believe there
are no other reasonably possible changes that willfgigntly impact the amount of tax benefits recognized in the
CompanyOs financial statements within thenb2th period from the balance sheet date. The Company has
substantially concluded all US Federal and State income tax matters for years up tdualingir2005 and 2003
respectively, and all foreign income tax matters for years up to 2004.

The CompanyOs practice is to recognize interest and penalties related to income tax matters in interest and
other expenses respectively. Interest and penaltiesiging to EUR 515 thousand were accrued as of December 31,
2010, of which EUR 43 thousand was recognized as interest expense during the year then ended.

In December 1999 the Company received final notification from the Swedish Tax Authority assessing its
subsidiary in Cyprus for the tax years 190808 for a total amount of SEK 42,000,000 (approx. EUR 4.5 million)
plus fines amounting to SEK 16,800,000 (approx. EUR 1.8 million) plus interest. The Swedish Tax Authority has
taken the position that the sutbisiry carried on business in Sweden from a permanent establishment during the period
in question and should therefore be taxed on the income attributable to the permanent establishment. The Company i<
of the view that no permanent establishment is at haSdveden. However, the Administrative Court of Appeal has
finally decided that a permanent establishment is at hand. In February 2009, the County Administrative Court reduced
the assessment for the tax years 12988 to a total amount of SEK 12,600,0@@grox. EUR 1.1 million) plus fines
amounting to SEK 5,040,000 (approx. EUR 0.5 million) plus interest. In November 2010, the Administrative Court of
Appeal decided that the County Administrative CourtOs decision should prevail. However, as a matténefdac
claim on the Company has been extinguished according to Administrative Law. Due to the fact there is no longer any
claim at stake, no amounts have been provided in the CompanyOs financial statements for this dispute.

13. Related party transactions

Guaranty of Commerzbank Note by Affiliate of Berth Milton

In December 2001 the group's holding company, Private Media Group, Inc., borrowed $ 4.0 million from
Commerzbank AG pursuant to a Note originally due on December 20, 2002. The Notedrest attan annual rate
of 7%, payable quarterly, with the entire principal amount and accrued interest originally due on December 20, 2002.
The Note was guaranteed by Slingsby Enterprises Limited, an affiliate of Berth Milton, Private's Chairman,tPresiden
and principal shareholder, and the guaranty was secured by 1,650,000 shares of Private Media Group, Inc. common
stock. In December 2002 Commerzbank AG agreed to extend the maturity date of the Note to March 20, 2003. In
April 2003 the Note was acquired Konsipio Holding b.v. from Commerzbank AG, and Consipio and Private
reached an agreemeintprinciple with Consipio to extend the maturity of the Note until April 2008. However,
Consipio and Private were unable to reach final agreement on other teromndittbns relating to the restructured
Note. Accordingly, in December 2003 Consipio notified Private and Slingsby Enterprises that Private was in default
under the Note, and demanded $3.4 million as payment in full of all outstanding principal ared intdeg the Note.
The Company continued to make regular payments on the Note, including principal and accrued interest, through
February 2008. In April 2008 Consipio requested Private to pay the remaining balance of the Note, without indicating
the amountiue. Private in turn requested that Consipio provide a statement of the amount due and the basis for its
calculation. In response, Consipio demanded payment of $3,194,000 as settlement in full of the Note, to be received
by May 9, 2008. This calculationas made using an interest rate of 9.9%, as opposed to the 7% rate provided under
the original terms of the Note. Consipio also advised that if payment was not received on such date it would institute
litigation, in which event Consipio would claim that theount due under the Note should be denominated in Euro,
rather than U.S. dollars. In August 2008 Consipio notified Private that the Note was in default and that it intended to
exercise its rights under the Note and the pledge of shares by Slingsbyadé Eammon stock. Private believes that
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the amount due under the Note at May 9, 2008, including accrued interest, was no more than $2.4 million ($2.9
million at December 31, 2010), utilizing an interest rate of 7%.

For additional information regardingigtitigation, see Item ®OLegal Prpceedings,O and ltem@Becurity
Ownership of Certain Beneficial Owners and Managem@@hanges in ControlO elsewhere in this Report.

Guaranty of EUR One Million Loan by Affiliate of Berth Milton

In Decembe 2007 an affiliate of Mr. Milton agreed to guarantee a bank line of credit agreement of Euro 1.0
million entered into by one of the CompanyOs European subsidiaries, which was originally due on December 31,
2008, and was subsequently extended until itregpin December 31, 2009. On December 11, 2009, the credit line of
Euro 1.0 million was refinanced with a six year term loan by an institutional lender at an interest rate of EURIBOR +
1.2%. Interest is payable annually starting December 11, 2010 armhthis repayable in equal annual installments
over a five year period starting December 11, 2011 (the ODecember 2009 Refinancing®). The December 2009
Refinancing was arranged and guaranteed by an affiliate of Berth Milton and the guaranty is securdabidy 666
shares of Private common stock beneficially owned by Mr. Milton.

Unsecured Loans to Slingsby Enterprises Limited

We have unsecured loans to Slingsby Enterprises Limited (OSlingsbyO), an entity controlled by Mr. Milton
(the OSlingsby LoansQ). T8iegsby Loans bear interest at the rate of EURIBOR+1% per annum and have no
maturity date. During 2010 the highest amount outstanding was EUR 7.1 million. As of December 31, 2010, and
March 31, 2011, EUR 7.1 million and EUR 7.1 million, respectively aiaed outstanding on these loans, including
interest. No payments of principal or interest have been made in respect of the Slingsby Loans. As of December 31,
2010, there are no amounts recorded in the CompanyOs financial statements with respeatspgbe tmow for
further information.

In connection with the acquisition of Game Link LLC by the Company on Ja@0ag009, in order to
induce the sellers to consummate the acquisition, Slingsby Enterprises Limited entered into an agreement (the
OGameink Letter AgreementO) with the Company and the sellers with regard to the partial repayment of the Slingsby
Loans. Under the GamelLink Letter Agreement, in each of the fiscal years ended December 31, 2009, 2010, and 2011,
Slingsby is required to repay nless than EUR one million, either in cash or in Private common stock valued at its
fair market value as determined by the disinterested directors of Private, to be applied first to accrued interest and ther
to principal of the loan. At December 31, 2010n&by had not made the EUR one million payments due on
December 31, 2009 and December 31, 2010.

In January 2010 Mr. Milton advised the CompanyOs Board of Directors that Slingsby did not make the EUR
one million payment due under the GamelLink Letter &grent on December 31, 2009, as he had arranged for the
EUR one million December 2009 Refinancing on terms favorable to the Company and arranged for the pledge of
666,667 shares of common stock beneficially owned by Mr. Milton to secure the December 2088ckg. In
February 2010 the CompanyOs independent directors determined that it was not in the best interest of the Company t:
enforce the December 31, 2009 EUR one million payment obligation under the GameLink Letter Agreement, in view
of its determintion that the arrangement by Mr. Milton of December 2009 Refinancing was done in good faith and
was in the best interests of the Company and that Mr. MiltonOs involvement in the refinancing was an important factor
in completing this financing, but that tpayments due in 2010 and 2011 would remain in place.

The independent directors further determined in April 2010 that the terms of the Slingsby Loan should be
renegotiated with Mr. Milton to reflect reasonable market terms in view of a number of faatlrding the size of
the loan, the failure of Slingsby Enterprises Limited to make the scheduled payment due on December 31, 2009, the
absence of any security for the loan and the absence of a fixed maturity date or agreed payment schedule sufficient to
repay the full amount of the Slingsby Loan. In April 2010 Mr. Milton proposed to restructure the payment terms of
the Slingsby Loan to provide for a personal guaranty of the Slingsby Loan by Mr. Milton, a fixed maturity date of five
years, and payments BfJR 1 million, in cash or Private common stock, in 2011 and 2012. However, the Company
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and Mr. Milton were unable to reach agreement on the material terms of the restructuring of the Slingsby Loan.
Based upon the payment history of the loan and the absdrany security for the Slingsby Loan, in May 2010 the
Company determined to fully provide against the Loan in its financial statements until such time as the terms of the
Slingsby Loan are modified to provide adequate assurances of the collectélligyShingsby Loan. As of the date

of this Report no agreement has been reached regarding the restructuring of the Slingsby Loan.

The terms of the GameLink Letter Agreement provide that it may not be amended without the consent of the
GamelLink sellers, hich includes llan Bunimovitz. These terms require payments of the Slingsby Loan of EUR1
million, in cash or Private common stock, on or before December 31, 2009, 2010 and 2011. Therefore, any
restructuring of the Slingsby Loan which requires a modificabf the payment terms in the GamelLink Letter
Agreement will be subject to obtaining the consent of the GameLink sellers. As of the date of this report the
GamelLink sellers have not agreed to waive or defer any required payments, including the peguirext to be
made by Slingsby to Private on December 31, 2009, and December 31, 2010.

For additional information regarding the Slingsby Loans, see ItBx®Begal ProceedingENevada State
Court Action,O

Game Link Agreements

In January 2009 the Corapy completed the acquisition of Game Link LLC and eLine LLC, companies
engaged in the business of digital distribution of adult content over the Internet and online eCommerce development.
Mr. Bunimovitz was the founder and chief operating officer of Gamk LLC and an indirect cmwner of Game
Link LLC and eLine, LLC. In consideration of the acquisition of IBumimovitzOs interests in Game Link LLC ard
eLine LLC, he received 2,066,725 shares of the CompanyOs common stock and he is entitled tp tecaive u
additional 1,112,852 shares of common stock if the combined EBITDA of the digital media operations of the
Company and Game Link meet specified targets in 2009, 2010 and 2011. The total value of the shares received and t
be received by MiBunimovitz in connection with the acquisition, assuming the EBITDA targets are met in 2009,

2010 and 2011, is EUR 7,418,271 (USD 9,634,118), based on the closing price of the CompanyOs common stock on
January20, 2009. The Company and the sellers have not yehedagreement as to what extent the EBITDA target
has been met for 2009 or 2010.

In connection with the acquisition by the Company of Game Link LLC and its affiliate, Game Link LLC
entered into a lease agreement with 537 Stevenson Street L.L.C., d liahikty company which is 50% owned by
Mr. Bunimovitz, providing for the lease by Game Link LLC of the land and building used by Game Link in San
Francisco, California. The lease extends through December 31, 2011, has a base rent of $13,620 ped month, a
provides for Game Link to be responsible for property taxes and maintenance expenses during the term of the lease.

Sureflix Transactions

Effective December 17, 2009, the Company appointed Eric Johnson as a director pursuant to his Employment
Agreement with the Company and Entruphema Inc., a subsidiary of the ComBatyf@em®), entered into on
October 29, 2009. The Employment Agreement was entered into in connection with the acquisition of Entruphema
and its affiliate, Sureflix Digital Disthution Inc. on October 29, 2009, companies engaged in the business of digital
distribution of premium gay adult content. Mohnson was the chief executive officer and a minority owner of
Entruphema prior to its acquisition by Private on October 29, 2009.

The Employment Agreement provides for Mehnson to serve as Chief Executive Officer of Entruphema for
a period of three years, subject to earlier termination by either party under specified circumstances. Under the terms o
the Employment Agreemertiea Company agreed to appoint Mohnson to its Board by December 31, 2009, and to
nominate him to continue to serve as a director in 2010 and 2011 until such time as he ceases to be employed by
Entruphema. The Employment Agreement provides forddnnsorto receive an annual base salary of CAD 235,000
during each year of the three year employment term. If Entruphema terminateshisonOs employment during the
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term of the Employment Agreement other than for Ocause,O odifivison terminates his erapinent with the
Entruphema for Ogood reason,O thenlbimson is entitled to continue to receive his monthly base salary for the
remaining period of the three year term.

In consideration of the acquisition of MiohnsonOs interest in Entruphema, beived norvoting Class A
Preference Shares of Entruphema convertible into 130,000 shares of the CompanyOs common stock, and he is entitle
to receive additional Class A Preference Shares convertible into up to 70,000 shares of the CompanyOs common stoc
if the combined EBITDA of the digital media operations of the Company and Entruphema meet specified targets in
the three months ended December 31, 2009, the twodth periods ending December 31, 2010 and 2011, and the
nine month period ending Septemb8&r 3012. The Company and the sellers have not yet reached agreement as to
what extent the EBITDA target has been met for the three months ended December 31, 2009, and the 12 months
ended December 31, 2010.

The total value of the shares received and taebeived by MrJohnson in connection with the acquisition,
assuming the EBITDA targets are met, is $474,000, based on the closing price of the CompanyOs common stock on
October 29, 2009. The total value of the acquisition of Entruphema by the Companyypaseshares received and
to be received by all of the sellers of Entruphema common stock in the transaction, includiobdan, assuming
the EBITDA targets are met, is $4,740,000, based on the closing price of the CompanyOs common stock on October
29, 2009.

14. ShareholdersO equity
Reverse stock split

The Company implemented a 1:3 reverse stock split on March 11, 2010, whereby each holder of Common
Stock received one share of Common Stock for each three shares owned on the record date. Cagrespondin
adjustments have been made to options outstanding and any shares issuable to reflect the reverse stock split.
Accordingly, all share and per share values have been adjusted to give effect to the reverse stock split.

Retained Earnings

The Company is adiding company with no significant operations of its own. Accordingly, the retained
earnings of the Company represent the accumulated earnings of its foreign subsidiaries, principally Cine Crelft Ltd,
and Milcap Media Ltd. The ability of the Company to phyidends is dependent on the transfer of accumulated
earnings from these subsidiaries. The CompanyOs current intentioniisvestehe unremitted earnings of its foreign
subsidiaries. In addition the Company is restricted from payment of dividendsthederms of its Note agreement
(see Note 10).

Common Stock

The Company is authorized to issue 100,000,000 shares of common stock. Holders of common stock are
entitled to one vote per share. The common stock is not redeemable and has no convensEmuiive rights.

During 2000 the CompanyOs Board of Directors authorized the repurchase of up to 10% of the CompanyOs
outstanding common shares. Such purchases may be made from time to time in the open market for an indefinite
period of time. As of Demmber 31, 2009 no shares had been repurchased.

Preferred Stock

The Company is authorized to issue 10,000,000 shares of preferred stock with relative rights, preferences and
limitations determined at the time of issuance.
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15. Earnings (loss) per share
The following table sets forth the computation of basic and diluted earnings (loss) per share:

Years ended December 31,
2008 2009 2010

Numerator: (EUR in thousands)

Net income (loss) EEEEEEEEEEEEEEEEEEEEEE (5,188)  (20,510) (4,335)

Denominator:
Denominator for basic earnings per shiare

weighted average shares outstanding EEEEEEEEEEEI 17,860,165 20,773,440 22,005,569

Effect of dilutive securities:
Common stock warrants, convertible notes,

optionsand other dilutive securities EEEEEEEEEEEEE n/a n/a n/a

Denominator for diluted earnings per shére
weighted average shares and assumed conversions El n/a n/a n/a

Earning's’(lqs's) pgr’s'h’a(e’ ('in, EUR) """"
Basic EE EEEEEEEEEEEEEEEEEEEEEEEE (0.29) (0.99) (0.20)
Diluted EEEEEEEEEEEEEEEEEEEEEEEEEE (0.29) (0.99) (0.20)

For 2008 diluted impact of potentially dilutive securities is-diititive therefore diluted and basic loss per
share is EUR 0.29. The equieal of 2,011 common shares derived from dilutive securities such as options, warrants
and convertible notes is excluded from the diluted earnings per share for 2008 as theydilrgiamtiFor 2009 and
2010, basic earnings per share incledehangeablsharesquivalent to the weighted average number of 224,384 and
1,248,466 shares of common stock outstanding in the period, respectively.

16. Commitments and contingent liabilities

The Company leases certain property and equipment underameelable ograting leases. Certain of these
leases contain renewal options. Rental payments under these leases are charged to operations dima baaigh:
with any differential recognized as deferred rent in the balance sheet. The rental payments undastdwars|
charged to operations as incurred. Rental expense for the years ended December 31, 2008, 2009 and 2010 amountec
to EUR 879 thousand, EUR 1,293 thousand and EUR 1,110 thousand, respectively.

Future minimum payments under Roancelable leases ak@ecember 31, 2010 are as follows:

EUR
Year (in thousands)

2011 870
2012 541
2013 73
2014 3
2015 -

1,487




PRIVATE MEDIA GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
17. Operations by geographical area

The Company operates in one business segment, which is the acquisition, refinement andodistfibut
video and photo rights for adult feature magazines, movies and the Internet.

Information concerning net sales originating from the CompanyOs different geographic locations is
summarized as follows:

Years ended December 31,

2008 2009 2010
EUR EUR EUR
Net Sales (in thousands)
US A it 550 10,435 10,266
Canada.........c..vvvvviiiiii e 316 889 3,751
(O3 o] (1 S 8,860 7,940 5,155
SWEAEN.....ciiiitiieiieeee s, 6,441 9,014 6,030
SPAIN. .o 14,670 11,464 9,305
Gibraltar.........ccooeeeiiiiiie 525 581 337
FranCe......cooooeiiiiiii e 325 - -
BeneluX.......ovvvuuiiiiiiiiiieeecceeee e, 755 - -
Eliminations.......cccoooiviiiiiiiiiiiiieeee e (12,775) (17,894) (11,574)
TOtaAL ..o 19,667 23,061 23,270

Eliminations principally relates to intgroup revenue arising from trademark, license and distribution
agreements between the CompanyQOs subsidiaries in the USA arel Europ

Information on the CompanyOs ldivgd assets held in different geographic locations is summarized as
follows:

December 31,
2009 2010
EUR EUR

(in thousands)

Longlived assets

USA et 12,549 9,697
Canada......ccoeeeeiiiiieeeee 3,784 3,290
(O3 o] (1 S 13,734 10,695
SWEAEN.....ciiiitiiteieeeeeeee e, 3,874 3,130
SPAIN. ..ot 772 480
Other European countries.........cccoeeeeeeeeeeenn. 19 -
TOtaAL ..o 34,731 27,292

For the years ended 2008, 2009 and 2010, no customer accounted for more than 10% of consolidated
revenues.
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The following table illustrats our net sales by product group for the periods indicated.

Years ended December 31,
2008 2009 2010

EUR EUR EUR
Net sales by product group (in thousands)
INEEINEL. ... 4,218 13,129 14,766
Broadcasting.....cccoooeeeeeiiiiiiiiieeee e 5,805 4,491 3,859
DVDS & MAgaziNeS......cvvvuiiiiiiieeeeieiiieeei e, 7,687 3,843 3,151
WITEIESS. ...ttt 1,957 1,597 1,494
TOtAL e 19,667 23,061 23,270

18. Stock-based compensation

The Company has an expired Employee Stock Option Plan (Othe 1999 PlanO) and a new Equity Incentive
Plan (the 02009 EIPO) aahlié as described below. The compensation cost charged against income for the twelve
month periods ended December 31, 2009 and 2010 was EUR 3 thousand and EUR 2 thousand, respectively, which is
included in selling, general and administrative expense. fifigye of compensation cost had no impact on tax since
none of the option beneficiaries are taxable in the U.S. and tax rules are different in the beneficiariesO respective tax
jurisdictions.

The 1999 Plan

The 1999 Plan, which was in effect until its egpion on March 1, 2009, allowed the Company to grant
options to purchase common stock to designated employees, executive officers, directors, consultants, advisors and
other corporate and divisional officers of Private Media Group. The 1999 Plan audhtbez8ompany to grant stock
options exercisable for up to an aggregate of 2,400,000 shares of common stock. No stock options may be granted
under the 1999 Plan, following its expiration, on March 1, 2009.

Under the expired plan, the purchase price (ésenarice) of option shares had to be at least equal to the fair
market value of such shares on the date the stock option was granted. The stock option was exercisable for a period ¢
ten years from the date of grant or such shorter period as was detkhyitiee Company. Each stock option under
the plan provided that it was exercisable in full or in cumulative orauonulative installments, and each stock option
was exercisable from the date of grant or any later date specified in the option. Unlessethmvided by the
Company, an optionee could not exercise a stock option unless from the date of grant to the date of exercise the
optionee remained continuously in the CompanyOs employ. At December 31, 2010, options for 8,668 shares were still
outstamling under the 1999 Plan.

The 2009 EIP

The 2009 EIP is shareholder approved and came into effect on DecESnR6€09. It allows the Company to
grant incentive stock options, natatutory stock options, restricted stock, unrestricted stock and othir-based
awards, such as stock appreciation rights, phantom stock awards, and restricted stock units, which we refer to
collectively as Awards. The Company may issue up to 2,066,667 shares of its common stock pursuant to Awards
granted. Shares pursuantAwards that have expired or are forfeited will be returned to the 2009 EIP.

The Company may grant Awards under the 2009 EIP to employees, directors and consultants of Private
Media Group. No Awards may be granted after the 2009 EIP expires on Decé&mpeid. The purchase price
(exercise price) of option shares must be at least equal to the fair market value of such shares on the date the stock
option is granted or such later date the Company may specify. Each Award may provide that it is exerdighoie i
in cumulative or nortumulative installments, and each Award is exercisable from the date of grant or any later date
specified in the Award. Awards must expire within a period of ten years from the date of grant or such shorter period
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as is detenined by the Company. Unless otherwise provided by the Company, an Award holder may not exercise an
Award unless from the date of grant to the date of exercise the holder remains continuously in the CompanyOs emplo

At December 31, 2010, Awards for 25)667 shares were available for future grant under the 2009 EIP.
Awards become exercisable on their respective vesting dates with vesting terms determined by management and
approved by the CompanyOs compensation committee.

A summary of stock option actty for the year ended December 31, 2010 is a follows:

Weighted- Weighted- Aggregate
Average Average Intrinsic
Number Exercise Remaining value'®in
of Price Life Thousands
Shares in USD in Years of USD
Outstanding January 1, 2010.......... 17,336 6.77
Granted.......cccccvveeiiiieeeiiiiiceeee - -
EXercised.......cccovvveiiiiiiiiiiieeeieeeeen, - -
Expired or forfeited...........cccceeeeee.. 7,668 7.21
Outstanding December 31, 2010.... 9,668 6.42 1.5 -
Exercisable December 31, 2010.... 9,668 6.42 15 -

Stockbased compensation cost for stock awards is measased lon the closing fair market value of the
CompanyOs common stock on the date of grant.

Stockbased compensation cost for option awards is measured on the date of grant using 1{8eHgikesk
option pricing model. The following general assumptionsuaesl: a) expected volatility is based on historical
volatility of our stock, b) expected life is determined based on historical experience of similar awards, giving
consideration to the contractual terms of the stoaéed awards, vesting schedules anaetgtions of future
employee behavior, c) riskee interest rate is based on the Ulf&asury yield curve in effect at the time of grant and
d) dividend yield is zero based on the CompanyOs current dividend policy.

During the twelvemonth periods endedd2embeB31, 2008 and 2009 grants for 7,000 and 4,334 shares for
each year, respectively, were made. During the twerlgath periods ended Decemi&dr, 2010, no grants for shares
were made. The following assumptions were used in calculating the fair value:

2008 2009
Expected volatility EEEEEEEEE 50% 70%
Expected dividend yield EEEEEEE - -
Expected term (in years) EEEEEEE 2.5 2.36

Risk-free interest rate EEEEEEEEEEE 2.96% 3.49%

Weighted average fair value EEEEEEEI $1.20 $0.82

As of December 31, 2010, there was no unrecognized compensation cost related to nonvested option granted
under the Plan. The total fair value of all options vested and outstanding at December 31, 2009 and 2010, was USD 4.
thousand and USD 22 thousand, respett.

The aggrege intrinsic value is calculated as the difference between the exercise price of the underlying awards and the quoted price of
our common stock for the options that werdhiemoney at December 31, 2010.
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19. Fair value measurements

The Company accounts for certain assets and liabilities at fair value. The hierarchy below lists the three levels
of fair value based on the extent to which inputs used in measuring fair value are observable inghd heark
Company categorizes each of its fair value measurements in one of these three levels based on the lowest level input
that is significant to the fair value measurement in its entirety. These levels are:

¥ Level 1N inputs are based upon unadjusted gdadrices for identical instruments traded in active markets.

¥ Level 2N inputs are based upon quoted prices for similar instruments in active markets, quoted prices for
identical or similar instruments in markets that are not active, and fhadell valuabin techniques (such as
a BlackScholes or Lattice model) for which all significant inputs are observable in the market or can be
corroborated by observable market data for substantially the full term of the assets or liabilities.

¥ Level3N inputs are generglunobservable and typically reflect management's estimates of assumptions that
market participants would use in pricing the asset or liability. The fair values are therefore determined using
modeltbased techniques, including option pricing models amcbdigted cash flow models.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

The Company measures certain assets, such as goodwill, other intangible assets and developed website
technology, at fair value on a nonrecurring basis whey #éne deemed to be impaired. The fair values determined
werebased on valuation techniques using the best information availabfgiaradtily included market comparables,
relief from royalty methodnd discounted cash flow projections. An impairment ah&gecorded when the cost of
the asset exceeds its fair value.

The following tables presents the Company's assets and liabilities measured at fair value on a nonrecurring
basis:

For the year ended December 31, 2010

Level Level Level Fair Gains
1 2 3 Value  (Losses)

EUR EUR EUR EUR EUR
(in thousands)

GOOAWIIl (2) vvvvveeeiiiriieiee st ceeee e - - 7,112 7,112  (1,320)
Other intangible assets (D).......cccceevvieeeeiiiiiiieenn.. - - 1,613 1,613 (242)
Property, plant and equipment (C)............c........ - - 1,050 1,050 (548)
Total - - 9,775 9,775  (2,110)

(a) Measurement relates to impairment reviews performed with respect to our eCommerce business in USA and
our video distribution company in the Benelux countries. See 8iGteodwill and Other Intangiblassets

for additional discussion.

(b) Measurement relates to impairment reviews performed with respect to our eCommerce business in USA. See
Note8 Goodwill and Other Intangible Assets for additional discussion.

(c) Measurement relates to impairment reviewsgrened with respect to our eCommerce business in USA. See
Note6 Property, plant and equipment for additional discussion.
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For the year ended December 31, 2009

Level Level Level Fair Gains
1 2 3 Value  (Losses)
EUR EUR EUR EUR EUR
(in thousands)
GOOAWIIl (2) vvvvveeeiiiriieiee st ceeee e - - 458 458 (884)
Total - - 458 458 (884)

(a) Measurement relates to impairment reviews performed with respect to our video distribution company in the
Benelux countries. See NageGoodwill and Other lrangible Assets for additional discussion.
|

Assets and Liabilities Measured at Fair Value on a Recurring Basis

As of DecembeBl, 2010, the Company held certain liabilities that are required to be measured at fair value
on a recurring basis. The fair valhierarchy requires the use of observable market data when available. In instances
in which the inputs used to measure fair value fall into different levels of the fair value hierarchy, the fair value
measurement classification below has been determiasetion the lowest level input that is significant to the fair
value measurement in its entirety. ManagementOs assessment of the significance of a particular item to the fair value
measurement in its entirety requires judgment, including the consideoéiigputs specific to the asset or liability.

The fair values of liabilities measured on a recurring basis were determined using the following inputs:

For the year ended December 31, 2010

Net Total
Level Level Level Fair Gains
1 2 3 Value (Losses)
EUR EUR EUR EUR EUR
(in thousands)
Contingent consideration payalffs) ................... - - 514 514 4,189
Total - - 514 514 4,189

For the year ended December 32009

Net Total
Level Level Level Fair Gains
1 2 3 Value (Losses)
EUR EUR EUR EUR EUR
(in thousands)
Contingent consideration payalffs) ................... - - 4,703 4,703 -
Total - - 4,703 4,703 -

"#$ Under certain acquisition agreements, the Company has agreed to pay the sellers earnouts based on the
performance of theusinesses acquired. These earnout payments will be made in common stock of the
Company. Contingent consideration payable is measured at its acquisition date fair value. Contingent
consideration payable in the tabkbove represents the estimated fair galtiadditional future earauts
payable for such acquisitions and is based on managementOs estimates aspeffittassumptions, which
are Level 3 inputs. See Note 9. Contingent consideration payable for additional distussion.
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The following table povides a reconciliation between the beginning and ending balances of items measured
at fair value on a recurring basis that used significant unobservable inputs (Level 3).

Contingent
Consideration
Payable
EUR
(in thousands)
Balance at January 2009 ...........ccccevviviiiie s, -

Acquisitions(NOtE 9).....cooviviiiiiiiee e, 4,703

Balance aDecembeBl, 2M9 ...........cceeeeevviiciiviennnn. 4,703

Change in fair value recorded in earnings................ (4,189)

Balance at December 31, 2010............ccoeeeecivieennn. 514
20. Selected quarterly financial data (unaudited)

Selected quarterly finandidata for the years ended December 31, 2010 and 2009 is summarized as follows:

For the year 2010

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
EUR EUR EUR EUR EUR
(in thousands, except per share data)
Net SaleS.......ooiiiiiiiiee e 6,363 6,037 5,878 4,993 23,270
GrOSS Profit...cccciceiiiieeeiiieicc e 2,039 2,047 2,066 269 6,422
Net income (I0SS)......cooevvviiiiiiiiiiireee s (1,198) 931 (2,598) (1,470) (4,335)
Net income (loss) per share:
BaSIC..eeieeee et (0.05) 0.04 (0.12) (0.07) (0.20)
Diluted......ooeiiiiiiiicieeeee e (0.05) 0.04 (0.12) (0.07) (0.20)
Weighted average shares outstanding
BaSIC..evieeee et 22,005,032 22,005,81¢ 22,005,824 22,115,824 22,005,569
Diluted.....coeeeiiiiiiee e n/a n/a n/a n/a n/a

For the year 2009

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
EUR EUR EUR EUR EUR
(in thousands, except per share data)
Net SaleS.......oiiiiiiiieie e 5,804 6,175 5,757 5,325 23,061
GroSS Profit...cccciceieiieiiiiiice e 2,239 2,145 2,163 (349) 6,197
Net income (loss) (835) (1,553) (1,205) (16,917) (20,510)
(0.04) (0.08) (0.06) (0.78) (0.99)
(0.04) (0.08) (0.06) (0.78) (0.99)
Weighted average shares outstanding:
BaASK ..t 20,042,45¢ 20,704,93¢ 20,704,934 21,614,934 20,773,440
Diluted.....ooeeiiiiiiiee e n/a n/a n/a n/a n/a

a. Inthe three month period ending December 31, 2010 the Company recorded impairment charges of EUR 2,048 thousand related to our
newly acquired eCommerceisiness in USA. The impairment affected goodwill, other intangible assets and developed website
technology by EUR 1,258 thousand, EUR 242 thousand and EUR 548 thousand, respectively. The relevant charges were recorded in
impairment of goodwill and othentangible assets, except for developed website technology which was recorded in cost of sales.
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In the three month periods ending June 30 and December 31, 2010, the Company recorded EUR 2,352 thousand and EUR 1,837
thousand benefit from change in fair valof contingent consideration payable as a result of the performance of GameLink and
Sureflix. In 2009 and 2010 the EBITDA earnout targets were not reached and as a resukasueement, using the lattice model, the
current fair value was adjusted.

As a result of impairment reviews performed in 2009 and 2010, gooduwill related to the CompanyOs video distribution company in the
Benelux countries was reduced by EUR 884 thousand and 62 thousand, respectively. The relevant charges were recordedtin impairmen
of goodwill and other intangible assets in the three month periods ending December 31, 2009 and 2010.

In the three month period ending December 31, 2009 the Company recordeddowritef magazine inventory of EUR 806 thousand
in cost of sales.

In the three month period ending December 31, 2009 the Company recorded selling, general and administrative expenses of a non
recurring nature totaling EUR 8,657 thousand. Thenegarring expenses were made up of: provision against related party receivable
of EUR 7,250 thousand, investment wri# of EUR 1,022 thousand and acquisition related expenses of EUR 385 thousand.
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(in thousands)

Description
Allowance deducted in the balance
sheet from the asset to which it appli

Year ended December 31, 2010:
Allowance for magazine returns EEE

Allowance for doubtful accounts EEE

Year ended December 31, 2009:
Allowance for magazine returns EEE
Allowance for doubtful accounts EEI

Year ended December 31, 2008:
Allowance for magazine returns EEE

Allowance for doubtful accounts EEE

Notes:

Additions charged to

SCHEDULE 1l

Opening Costs and Revenue  Deductions Ending
balance expenses €)) (b) balance
EUR EUR EUR EUR EUR

104 275 (292) 87
1,788 718 (64) 2,442
207 - 407 (510) 104
1,389 567 (168) 1,788
308 - 843 (945) 207
1,269 333 (214) 1,389

(a) Represents provisions for expected returns of magazines from national distribution networks which are

charged to net revenues.

(b) Represents settlements on returns provisions previously recorded, andffsriess recoveries on doubtful

accounts.



Private Media Group, Inc. Subsidiaries

Name of Subsidiary Place of Incorporation

Cine Craft, Ltd. GIBRALTAR

Coldfair Holdings Limited CYPRUS

Fraserside Holdings Ltd. CYPRUS

Peach Entertainment Distribution AB  SWEDEN

Milcap Media Group S.L.U. SPAIN

Private Media Group Services S.L. SPAIN

Private Benelux B.V. THE NETHERLANDS
Private France SAS FRANCE

Private North America, Ltd. U.S. (California)
Barbuda B.V. THE NETHERLANDS
Ceresland S.L. SPAIN

Private Media Group Canada, Inc. CANADA

Fraserside IP LLC U.S. (lowa)
ThinkForward, Inc. U.S. (California)
GreenCine, Inc. U.S. (Delaware)
MamaQs LLC U.S. (Delaware)
GamelLink LLC U.S. (Delaware)
eLine LLC U.S. (Ddaware)
Sureflix Digital Distribution, Inc. U.S. (Delaware)

Entruphema, Inc. CANADA

EXHIBIT 21



EXHIBIT 23.1

CONSENT OF BDO AUDITORES, S.L.

We consent to the incorporation by reference in the Registration Statements on-&¢RieINo. 33331076), Form
S-8 (File No. 333122329), Form S (File No. 333109607), Form S (File No. 33340936) and Form -8 (File No.
333147964) of Private Media Group, Inc. of our reports daiey 31, 2011, relating to the consolidated financial
statements and financial staternsshedule Il of Private Media Group, Inc. which appear in this Fors{.10ur
report contains an explanatory paragraph regarding the CompanyQs ability to continue as a going concern.

/s/BDO Auditores, S.L.

BDO Auditores, S.L.

Barcelona, Spain
June2, 2011



EXHIBIT 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the Registration Statements on-&@RileSN0.333-31076), Form

S-8 (File N0.333-122329), Form S8 (File N0.333-109607), Fon S3 (File N0.33340936) and Form S (File
No.333147964) of Private Media Group, Inc. of our report dated April 26, 2011, relating to the consolidated
financial statements of ThinkForward, Inc. as of and for the year ended Dec&mI2€x10.0ur repat contains an
explanatory paragraph regarding the CompanyOs ability to continue as a going concern.

/s/ Odenberg, Ullakko, Muranishi & Co. LLP

San Francisco, California
June2, 2011



EXHIBIT 31.1

CERTIFICATIONS

I, Berth Milton, certify that:

=

I have reviewed this annual report on FormKL©®f Private Media Group, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to

state a material fact necessary to make the statements made, infightio€umstances under which such

statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,

fairly present in all matéal respects the financial condition, results of operations and cash flows of the

registrant as of, and for, the periods presented in this report;

The registrantOs other certifying officer(s) and | are responsible for establishing and maintainingaisclosur

controls and procedures (as defined in Exchange Act Rule$8(8xand 15d.5(e)) and internal control

over financial reporting (as defined in Exchange Act Rules1B%f and 15€15(f)) for the registrant and we

have:

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

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

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

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

The regstrantOs other certifying officer(s) and | have disclosed, based on our most recent evaluation of

internal control over financial reporting, to the registrantOs auditors and the audit committee of registrantOs

board of directors (or persons performing éagiivalent function):

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

b. Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrantOs internal control over reporting.

Date:June3, 2011

/s/ Berth Milton

Berth Milton, Principal Executive Officer



EXHIBIT 31.2

CERTIFICATIONS

I, Johan Gillborg, certify that:

=

I have reviewed this annual report on FormKL6f Private Media Group, Inc.;

Based on my knowledge, this annual report does not contain any uatieraesit of a material fact or omit to

state a material fact necessary to make the statements made, in light of the circumstances under which such

statements were made, not misleading with respect to the period covered by this report;

Based on my knowledgé#e financial statements, and other financial information included in this report,

fairly present in all material respects the financial condition, results of operations and cash flows of the

registrant as of, and for, the periods presented in this report

The registrantOs other certifying officer(s) and | are responsible for establishing and maintaining disclosure

controls and procedures (as defined in Exchange Act Rule$8(8xand 15d.5(e)) and internal control

over financial reporting (as defined ixchange Act Rules 13E5(f) and 15€15(f)) for the registrant and we

have:

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

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

c. Evaluated the effectiveness of the registrantOs disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the peiod covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrantOs internal control over financial reporting that
occurred during the registrantOs most recent fiscal quarter that has materially affectedsonably
likely to materially affect, the registrantOs internal control over financial reporting; and

The registrantOs other certifying officer(s) and | have disclosed, based on our most recent evaluation of

internal control over financial reporting, tioe registrantOs auditors and the audit committee of registrantOs

board of directors (or persons performing the equivalent function):

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

b. Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrantOs internal control over reporting.

Date:June3, 2011

/s/ Johan Gillborg

Johan Gillborg, Principal Financial Officer



EXHIBIT 32.1

CERTIFICATION OF CEO AND CFO PURSUANT TO
18 U.S.C. = 1350,
AS ADOPTED PURSUANT TO
a 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Annual Report on FormK ®f Private Media Group, Inc. (the OCompanyO) for the
annual period ending December 31, 2010 as filed with the Securities and Exchange Commissidaterhgreof
(the OReportO), Berth Milton, Chief Executive Officer of the Company, and Johan Gillborg, Vice President, Chief
Financial Officer and Chief Accounting Officer of the Company, each hereby certifies, pursuant to 18 U.S.C. & 1350,
as adopted puwsint to & 906 of the Sarbar@sley Act of 2002, to the best of his knowledge, that:

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

(2) The information contained in the Repairly presents, in all material respects, the financial condition
and results of operations of the Company.

/s/ Berth Milton
Berth Milton
Chief Executive Officer

June3, 2011
/s/ Johan Gillborg

Johan Gillborg
Chief Financial Officer

June3, 2011

This certification accompanies this Report pursuant to @ 906 of the Sa®aleysAct of 2002 and shall not,
except to the extent required by the SarbaDeley Act of 2002, be deemed filed by the Company for purposes of o
18 of the Securidis Exchange Act of 1934, as amended.



