
\1I\\\\l\\\il\I\\\i\I\\l\i\\i\\\%l\\\i\\ll\

10012271



1$0

50

55

SS



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington D.C 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15d OF
THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended December 31 2009

Commission File Number 1-11460

NTN Buzztime Inc
Exact name of Registrant as specified in its charter

Delaware 31-1103425

State or Other Jurisdiction of Incorporation or I.R.S Employer Identification No
Organization

5966 La Place Court

Carlsbad California 92008

Address of Principal Executive Offices Zip Code

760 438-7400

Registrants telephone number including Area Code

Securities registered pursuant to Section 12b of the Act

Title of Each Class Name of Each Exchange on Which Registered

Common Stock $.005 par value NYSE Amex

Indicate by check mark if the registrant is well-known seasoned issuer as defined in Rule 405 of the Securities

Act Yes No EEI

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15d of the Act

Yes No

Indicate by check mark whether the Registrant has filed all reports required to be filed by Section 13 or 15d of

the Securities Exchange Act of 1934 during the preceding 12 months or for such shorter period that the Registrant was

required to file such reports and has been subject to filing requirements for the past 90 days Yes No

Indicate by check mark whether the Registrant submitted electronically and posted on its corporate website if any

every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T 232.405 of this

chapter during the preceeding 12 months or for such shorter period that the Registrant was required to submit and post such

files Yes No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained

herein and will not be contained to the best of the Registrants knowledge in definitive proxy or information statements

incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K

Indicate by check mark whether the Registrant is large accelerated filer an accelerated filer non-accelerated

filer or smaller reporting company See the defmitions of large accelerated filer accelerated filer and smaller

reporting company in Rule 12b-2 of the Exchange Act



Large accelerated filer Accelerated filer

Non-accelerated filer Smaller reporting company

Do not check if smaller reporting company

Indicate by check mark whether the registrant is shell company Yes No EI

The aggregate market value of the common stock held by non-affiliates of the Registrant as of June 30 2009

computed by reference to the closing sale price of the common stock on the NYSE Amex on June 30 2009 was

approximately $17.7 million Shares of common stock held by each executive officer and director and by each person who

owns 10% or more of the outstanding common stock have been excluded in that such persons may be deemed to be affiliates

The determination of affiliate status is not necessarily conclusive determination for other purposes

As of March 15 2010 the Registrant had 60359424 shares of common stock outstanding

Documents Incorporated by Reference

The information required by Part III of this report to the extent not set forth herein is incorporated by reference to

the Registrants proxy statement relating to the annual meeting of stockholders expected to be held on or about June 2010



TABLE OF CONTENTS

Item Page

Part

Business

1A Risk Factors

lB Unresolved Staff Comments 15

Properties
15

Legal Proceedings
16

Removed and Reserved 16

Partil

Market for Registrant Common Equity Related Stockholder Matters and Issuer Purchases of Equity

Securities 17

Selected Fmancial Data 17

Managements Discussion and Analysis of Financial Condition and Results of Operations 17

7A Quantitative and Qualitative Disclosures About Market Risk 29

Financial Statements and Supplementary Data 29

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 29

9AT Controls and Procedures 29

9B Other Information 30

PartIll

10 Directors Executive Officers and Corporate Governance 30

11 Executive Compensation 32

12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters 32

13 Certain Relationships and Related Transactions and Director Independence 32

14 Principal Accounting Fees and Services 32

PartlY

15 Exhibits Financial Statement Schedules 32

Signatures
35

Index to Financial Statements and Schedule 36



This Annual Report on Form 10-K contains forward-looking statements that involve high degree of risk

and uncertainty Such statements include but are not limited to statements containing the words believes

anticipates expects estimates and words of similar import Our actual results could differ materially from any

forward-looking statements which reflect managements opinions only as of the date of this report as result of risks

and uncertainties that exist in our operations development efforts and business environment We undertake no

obligation to revise or publicly release the results of any revisions to these forward-looking statements You should

carefully review the Risks and Factors section below and the risk factors in other documents that we file from time

to time with the Securities and Exchange Commission including our Quarterly Reports on Form 10-Q

PART

ITEM Business

Unless otherwise indicated references herein to Buzztime NTN we us and our refer to NTN Buzztime

Inc and its consolidated subsidiaries NTN Buzztime Inc was incorporated in Delaware in 1984 as Alroy Industries and

changed its corporate name to NTN Communications Inc in 1985 We changed our name to NTN Buzztime Inc in 2005 to

better reflect the growing role of the Buzztime consumer brand

We own several trademarks and consider the Buzztime and Play Along TV trademarks to be among our most

valuable assets

Overview

We have been in the business of social interactive entertainment for over 25 years Our primary source of revenue is

our Buzztime iTV Network which focuses on the distribution of our interactive promotional television game network

programming primarily to over 4000 hospitality venues such as restaurants and bars throughout North America

Additionally we distribute our game content and technology through other third-party consumer platforms including online

retail games and books

We have historically operated principally through two operating divisions Entertainment and Hospitality The

Entertaimnent division generates revenue primarily from the Buzztime iTV Network Additionally revenue is generated from

the sale of advertising for distribution via the Buzztime iTV Network

The Hospitality division which is now discontinued was historically comprised of N1N Wireless Communications

Inc NTN Wireless and NTN Software Solutions Inc Software Solutions In 2006 we determined that the operation

of the Hospitality division was not strategic fit with our core business and committed to divestiture plan These operations

have been reclassified as discontinued operations from 2006 through 2008 In March 2007 we completed the sale of

substantially all of the assets of NTN Wireless which produced and distributed guest and server paging systems to

restaurants and other markets In October 2007 we sold certain intellectual property assets of Software Solutions which

developed and distributed customer management software to manage reservations and table service in restaurants as well as

provided professional help desk services and outsourced software development and support and maintenance services The

intellectual property assets were sold pursuant to an Asset Purchase Agreement and in separate agreement with customer

we discontinued the outsourced software development Additionally we completed the wind down of our professional help

desk and support and maintenance services during the third quarter of 2008

Our Strategy

As we continue to focus on our core business and achieving profitability our business strategy is to increase the

distribution of Buzztime branded interactive entertainment in major selected markets to grow advertising and sponsorship

revenue and increase cash flow by becoming consumer marketing company that attracts growing audiences from our

developing integrated network iTV web and mobile that will enable us to acquire high value customers for advertisers and

for our own products



Key elements of our strategy include the following

Grow out-of-home network

Our plans to grow our out-of-home network include the following

Improve the entertainment value of our content We expect to grow our player and audience community

improve customer retention and increase site sales by continuing to improve the entertainment value of our

games and our content We intend to continue to build the Buzztime brand into an increasingly popular

entertainment experience for people who are looking for competition social interaction and entertainment

We also plan to continue to invest in account management including customer and consumer marketing

support activities to continue to drive on-premise participation and game play through local events

endorsements tournaments championships and prizing all promoted in local media

Develop integrated product offering We plan to leverage our 25 year history of providing compelling

interactive entertaimnent in the out-of-home digital media industry by extending our brand to the internet

and mobile devices We believe expanding the availability of Buzztime branded games beyond our

traditional hospitality venue-based plafform to create broadly integrated marketing platform and

experience will allow us to capture new customer segments to cross-promote our games across platforms

to drive traffic to hospitality venues from the internet/mobile and from hospitality venues to the

internet/mobile and to add value for our media partners and sponsors In order to more efficiently and

effectively allow us to build out our content offering at lower costs we are executing our plan to migrate

our platform to flash-based architecture In late 2009 we introduced downloadable application available

on the iPhone that enables consumers to use their iPhone in place of the Playmaker to play real-time in

any of our over 4000 locations Additionally we plan to promote Buzztime through online/mobile viral

marketing and social networking online trivia challenges and direct-to-consumer grassroots marketing

designed to drive additional interest excitement and traffic for our games and our venues We believe that

these initiatives could play significant role in improving our customer retention and increasing sales to

new customers

Continue to focus on national key accounts Currently national accounts represent approximately 29% of

our total subscriber base We believe we have significant opportunities to grow this segment by offering

customized solutions to national accounts These solutions will be aimed at addressing the revenue

promotional branding and operational needs of these unique accounts

Grow advertising and sponsorship revenue

We believe we are well positioned to secure high-quality long-term sponsorships from advertisers offering strategic

advantages and having products that are endemic to bars and restaurants such as the spirits and beer categories Our plan is to

provide these key sponsors with completely integrated marketing experience beyond just the media element available with

the Buzztime product which includes game integration and promotions

Increase distribution of the Buzztime-branded content

Buzztime games are available via satellite through Echostar DISH and Bell Canada ExpressVu on premium

subscription basis

We intend to broaden Buzztimes interactive entertainment business and provide more access points for current

players and new generation of viewers During 2010 we plan to target the online audience through combination of our

own internet presence partner websites viral distribution and mobile devices Our internet and mobile products will combine

our casual games with rich media and interactive broadband video to create compelling next generation entertainment

experience that is integrated with our iTV network If successful we believe this could provide better user experience and

create more traffic and awareness for our bar and restaurant customers



Geographic Areas

The following table presents the geographic breakdown of our revenue for the last two fiscal years

Year Ended

December 31

2009 2008

United States 90% 87%

Canada 10% 12%

United Kingdom ____________ 1%

Total 100% 100%

The following table presents the geographic breakdown of our long-term tangible assets for our last two fiscal
years

Year Ended

December 31

2009 2008

United States 94% 95%

Canada 6% 5%

Total 100% 100%

Recent Asset Acquisitions

iSports

In April 2009 we acquired from iSports Inc or iSports substantially all of its assets including technology and

other intangible assets used in the conduct of its business as provider of mobile sports and entertainment content We are

using these acquired assets to accelerate the development of our mobile gaming platform Following the closing of the

acquisition we employed co-founder of iSports as our Executive Vice President of Programming and Technology

i-am TV

In May 2009 we acquired from Instant Access Media LLC or i-am TV certain of its assets used in the conduct of

i-am TVs business as provider of out-of-home entertainment programming and advertising to hospitality venues The

assets we acquired consist primarily of approximately 1400 flat panel television screens located in over 360 hospitality

venues in the United States together with satellite communications equipment In addition we acquired intangible assets

related to customer and advertising relationships We have used these acquired assets to generate customer leads increase the

number of customer sites by converting approximately 110 of the i-am TV customers and further develop advertising

relationships

The Entertainment Division

Buzztime iTV Network

The out-of-home Buzztime iTV Network has maintained unique position in the hospitality industry for over 25

years as promotional platform providing interactive entertainment to patrons in restaurants and bars hospitality venues

Approximately 97% of our current consolidated revenues are derived from the Buzztime iTV Network recurring service fees

from subscribing hospitality venues Network subscribers and advertising revenues

The iTV Network distributes wide variety of engaging interactive multi-player games including trivia quiz shows

play-along sports programming and casino-style and casual games to our Network subscribers Patrons use our wireless game

controllers or Playmakers to play along with the Buzztime games which are displayed on television screens In late 2009

we introduced downloadable application available on the iPhone that will enable patrons to use their iPhone in-venue

instead of the Playmaker to play these Buzztime games Buzztime players can compete with other players within their

hospitality venue and also against players in other Network subscriber venues



We target national and regional hospitality chains as well as local independent hospitality venues that desire

competitive point-of-difference to attract and retain customers As of December 31 2009 we had 3689 United States

Network subscribers and 327 Canadian subscribers Approximately 29% of our Network subscribers come from leading
national chains in the casual-dining restaurant segment such as Buffalo Wild Wings TGI Fridays and Old Chicago

Through the transmission of interactive game content stored on site server at each location our Buzztime iTV
Network enables single-player and multi-player participation as part of local regional national or international competitions

supported with prizes and player recognition Our Buzztime iTV Network also generates revenue through the sale of

advertising and marketing services to companies seeking to reach the millions of consumers that visit the Buzztime iTV

Networks venues

Technology

In 2005 we launched new technology platform that is now installed in all new subscribing hospitality venues The

new platform called iTV2 allows two channels of Buzztime entertainment progranmiing to be electronically delivered to

each location This has enabled channel one to remain as primarily trivia-based offering to our long-time loyal players
while channel two is devoted to new content such as Texas Holdem and Blackjack iTV2 uses Windows-based multimedia

capabilities resulting in enhanced high-resolution graphics and full-motion video iTV2 technology allows advertisers to use

existing video footage in their ads on the Buzztime iTV Network

The Buzztime iTV Network sends and receives data to our site servers via broadband Internet Content files video
and graphics are delivered to our site servers via the EdgeCast content delivery network highly scalable third party
network with multiple points of presence across the globe

With the exception of our wireless Playmakers each system installed at hospitality location is assembled from off-

the-shelf components available from variety of sources The unique software driving our on-site servers was developed in-

house and software releases are carefully managed over our Network We are responsible for the installation and maintenance

of each system which we continue to own

End User Playmaker Devices

Our iTV Network system uses 900 MHz wireless Playmaker hand-held radio frequency device with

monochrome LCD display and sealed keypad that players use to enter choices and selections The Playmakers have been

manufactured primarily by non-affiliated manufacturer in Taiwan and are rugged combination of hardware and firmware

optimized for hospitality environments There are no breakable exterior components In late 2009 we launched the Buzztime

Mobile Playmaker an application that allows our players to interact in-venue with our game content using iPhones and iPod

Touches

Content Services

The Buzztime iTV Network internally develops and licenses content from third-party providers Each hospitality

venue can be addressed individually allowing us to send specific content to selected Network subscribers Subscribing

hospitality locations receive our content in the form of programming for approximately 15 hours each day 365 days year

Game Content and Promotion

Our primary product is the distribution of variety of multi-player interactive games that entertain and challenge

players skill and knowledge while prompting the customer of the hospitality venue to stay longer spend more money and

return more often

Trivia Games

We provide premium trivia competitions during evening hours when the venues particularly restaurants and sports

bars tend to be busiest During these programs each venue system simultaneously displays selected trivia questions on
television monitors Participants use Playmakers to enter their individual answers Answers are collected transmitted and

tabulated We display the score of each participant on the television monitors in our customer venues along with national

regional and local rankings as applicable Players can compete for prizes in their local venues as well as on regional and
national scale In addition to game interaction other consumer features available on the Playmaker include real-time sports

scores transmitted directly to the units and player chat



Sports Games

We have developed and produced number of interactive sports games for over 25 years including Predict the

Play sports games Predict the Play sports games call for participants to predict the outcome of events before they happen

primarily in an intensive play-by-play method One such game in this category is QB live play-along football game in

which players predict the outcome of each play broadcast within professional
and collegiate football games We have

developed following of thousands of loyal players who participate weekly in our customers hospitality venues during

football season

In addition to our Predict the Play games we offer series of pre-event prediction games Race Day consists of two

game play components one predictive before the race and one trivia during the race Points from both elements are added

together for fmal score Brackets asks players to predict the outcome of all 65 games of the NCAA Mens Basketball

tournament

Turn Based Games

In 2005 we released series of new turn based games The programming is designed with todays young adults in

mind and primary products include multi-player card games Blackjack and Texas Holdem poker Programming is

developed with goal of securing subscription contracts with new hospitality venues that might not be attracted to our core

trivia and sports products as well as retaining existing hospitality venues with the expanded content offering by driving

broader group of consumers into our subscribing venues based on varied tastes in interactive entertainment

Playmaker Games

We also offer suite of Playmaker only games This suite of games is independent of the Buzztime iTV Network

and they are played directly on our wireless Playmakers rather than on one of the television screens in the hospitality venue

Players access the games by logging onto Playmaker and following the instructions on the Playmaker screen Currently we

have the following Playmaker only games

Playmaker Poker Compete against the house in game ofjacks-or-better poker

Acey Duecey Two cards are dealt face up Players bet that the third card will fall between the previous two

Crystal Ball Ask the Crystal Ball question and receive your answer

Shark Attack Just like hangman but with an oceanic twist

Competition

We face direct competition in hospitality venues and face competition for total entertainment dollars in the

marketplace relatively small number of direct competitors are active in the bar and restaurant games market including

Touchtunes Interactive Networks and The Answer Is Productions Inc Competing forms of entertainment provided in public

venues include music-based systems live entertainment cable and pay-per-view programming coin-operated single-player

games/amusements cell phone and other mobile device games and traffic-building promotions like happy hour specials and

buffets

Buzztime iTV Network Marketing Sales and Distribution

We market our services to the industry primarily through national and regional trade shows telemarketing direct

mail online and direct contact through our field sales and marketing representatives We organize and track all sales

prospects through distributed database software We also use the internet to drive leads directly to our sales team Potential

customers learn of our products via marketing and promotional efforts including direct mail trade ads or trade shows and are

directed to our website where their information is collected electronically sorted and delivered to the appropriate sales team

We sell the Network primarily through direct sales employees organized by regions throughout the United States

and Canada portion of our sales are made through independent dealers and representatives Our sales cycle varies by

customer type and is generally longer for national accounts than independent subscribers Generally sales can be conducted

telephonically rather than in person



Buzztime iTV Significant Customer

Our customers are diverse and vary in size as well as location For the years ended December 31 2009 and 2008 we

generated approximately 16% and 12% respectively of revenue from single national chain Buffalo Wild Wings together

with its franchisees As of December 31 2009 and 2008 approximately $71000 and $47000 respectively was included in

accounts receivable from this customer

Buzztime iTV Network Backlog

We historically have not had significant backlog at any time because we normally can deliver and install new

systems at hospitality locations within the delivery schedule requested by customers generally within three to four weeks

The Hospitality Division

In March 2007 we completed the sale of substantially all of the assets of NTN Wireless which produced and

distributed guest and server paging systems to restaurants and other markets In October 2007 we sold certain intellectual

property assets of Software Solutions which developed and distributed customer management software to manage

reservations and table service in restaurants as well as provided professional help desk services and outsourced software

development and support and maintenance services The intellectual property assets were sold pursuant to an Asset Purchase

Agreement and in separate agreement with customer we discontinued the outsourced software development

Additionally we completed the wind down of our professional help desk and support and maintenance services during the

third quarter of 2008

Licensing Trademarks Copyrights and Patents

We keep confidential as trade secrets our technology know-how and software The hardware used in our operations

is purchased from outside vendors We enter into confidentiality and invention assignment agreements with our employees

and contractors and non-disclosure agreements with third parties with whom we conduct business in order to limit access to

and disclosure of our proprietary information We have either received or have applied for trademark protection for the

names of our proprietary programming to the extent that trademark protection is available for them Our intellectual property

assets especially trademarks and copyright are important to our business and accordingly we have launched program

directed to the protection of our intellectual property assets including regular intellectual property protection meetings and

ongoing internal education on the protection of intellectual property

As of December 31 2009 we owned one U.S patent covering certain aspects of technology related to an interactive

learning system which expires in 2017 We have small number of patent applications pending in the United States and

Canada related to our interactive network-based game technologies We do not consider technology patents to be central to

our competitive position Instead our content and branding which are protected by copyright and trademark law form the

core of our market approach

We consider the Buzztime and Play Along TV trademarks and our many related trademarks to be valuable assets

and have registered these trademarks in the United States and aggressively seek to protect them Our flagship game titles

Countdown and Showdown are protected by both trademark and copyright registrations in the United States

We are party to license agreement with NFL Enterprises L.P This NFL agreement grants us rights to utilize the

trademarks and logos of the NFL member teams and leagues in connection with production and distribution of our QB
interactive game on the Buzztime Network in the United States and Canada Under the terms of our license the NFL has

granted us data broadcast rights to conduct our QB interactive games on the Buzztime Network in conjunction with the

broadcast of NFL football games During 2009 we renewed our license agreement with the NFL for the 2009 and 2010

seasons

Government Contracts

We provide our content distribution services through the Buzztime Network to colleges universities and small

number of government agencies typically military base recreation units However the number of govermnent customers is

small compared to our overall customer base We provide our products and services to government agencies under contracts

with substantially the same terms and conditions as are in place with non-government customers



Government Regulations

The cost of compliance with federal state and local laws has not had material effect on our capital expenditures

earnings or competitive position to date In June 1998 we received approval from the Federal Communications Commission
for our 900 MHz Playmakers The 900 MHz Playmaker is an integral component of our network The multi-player card

games offered on the Buzztime Network may be restricted in some jurisdictions the laws and regulations governing
distribution of card games vary in different jurisdictions

We are subject not only to regulations applicable to businesses generally but also to laws and regulations that apply

directly to the industry of interactive television products Although there are currently few such laws and regulations state

and federal governments may adopt laws and regulations that address issues such as

user privacy

copyrights

gaming lottery and alcohol beverage control regulations

consumer protection

the media distribution of specific material or content and

the characteristics and quality of interactive television products and services

In addition we operate games of chance and in some instances award prizes These games are regulated in many
jurisdictions The selection of prizewinners is sometimes based on chance although none of our games require any form of

monetary payment We also operate interactive card games such as Texas Holdem poker and Blackjack These card games
are restricted in several jurisdictions The laws and regulations that govern these games however vary in different

jurisdictions and are subject to legislative and regulatory change in all of the jurisdictions in which we offer our games as

well as law enforcement discretion We may find it necessary to eliminate modif or cancel certain components of our

products in certain states or jurisdictions based on changes in law regulations or law enforcement discretion which could

result in additional development costs and/or the possible loss of customers and revenue

Web Site Access to SEC Filings

We maintain an Internet website at www.buzztime.com We make available free of charge on our Internet website

our annual reports on Form 10-K quarterly reports on Form 10-Q current reports on Form 8-K and amendments to those

reports filed or furnished pursuant to Section 13a or 15d of the Exchange Act as soon as reasonably practicable after we
electronically file such material with or furnish it to the SEC

Materials we file with the SEC may be read and copied at the SECs Public Reference Room at 100 Street N.E
Washington D.C 20549 Information on the operation of the Public Reference Room may be obtained by calling the SEC at

1-800-SEC-0330 The SEC also maintains an Internet website at www.sec.gov that contains reports proxy and information

statements and other information regarding our company that we file electronically with the SEC

Employees

As of March 15 2010 we employed approximately 136 people on full-time basis and 14 people on part-time
basis We also utilize independent contractors for specific projects and hire as many as 30 seasonal employees as needed to

produce our play-along sports games during various professional and collegiate sports seasons None of our employees are

represented by labor union and we believe our employee relations are satisfactory



ITEM Risk Factors

Risk Factors That May Affect Our Business

Our business results of operations and financial condition could be adversely affected by number of factors

including the following

The current economic downturn and credit crisis continue to reduce our revenue and our ability to invest in our ongoing

business and new products and could disrupt and materially harm our business

Negative trends in the general economy and reduced traffic and revenues in the restaurant and hospitality industry

continue to depress the market for our products and services The current and continuing fmancial and economic problems

have resulted in tightening in the credit markets low level of liquidity in many fmancial markets and extreme volatility in

credit and equity markets This financial crisis could adversely affect our operating results if it results for example in

spending cutbacks at our customers generally or the insolvency of significant customer For instance during the past two

years few of our chain customers ceased operations and closed their stores which resulted in material reduction of

subscriber sites Tight credit markets could eliminate or delay growth of our customers and the number of customer sites and

could also delay or prevent us from acquiring or making investments in other technologies products or businesses that could

enhance or complement our Buzztime iTV Network or ability to generate additional revenues such as from out-of-home

advertising

In addition global economic conditions including the credit crisis increased cost of commodities widespread

employee layoffs actual or threatened military action by the United States and the continued threat of terrorism have

resulted in decreased consumer spending and may continue to negatively impact consumer confidence and spending

Continued weakness in consumer confidence or disposable income in general may negatively affect consumer spending at the

hospitality venues that comprise the primary customer base for our iTV Network and may also negatively affect spending by

advertisers in the out-of-home market

We cannot predict other negative events that may have adverse effects on the global economy in general and the

hospitality and out-of-home media industries specificaUy However the factors described above and such unforeseen events

could have material adverse effect on our revenues and operating results

We may not be able to compete effectively within the highly competitive interactive games and entertainment industries

We face intense competition in the markets in which we operate Our Buzztime iTV Network faces significant

competition from other companies for total revenues in the overall market for entertainment in hospitality venues Our direct

competitors in the hospitality games market comprise small number of significant competitors including Touchtunes

Interactive Networks and The Answer Is Productions Inc Additionally we compete with variety of other forms of

entertainment for total entertainment dollars in the marketplace Other forms of entertainment provided in public venues

include music-based systems live entertainment cable and pay-per-view programming coin-operated single-player

games/amusements cell phone and other mobile device games and traffic-building promotions like happy hour specials and

buffets

Our network programming competes generally with broadcast television direct satellite programming pay-per-

view other content offered on cable television and other forms of entertainment Some of our current and potential

competitors enjoy substantial competitive advantages including greater financial resources for competitive activities such as

content development and programming research and development strategic acquisitions alliances joint ventures and sales

and marketing As result these current and potential competitors may be able to respond more quickly and effectively than

we can to new or changing opportunities technologies standards or consumer preferences

We also compete with providers of other content and services available to consumers through online services The

expanded use of online networks and the internet provides computer users with an increasing number of alternatives to video

games and entertainment software With this increasing competition and the rapid pace of change in product and service

offerings in the interactive entertainment industry we must be able to compete in terms of technology content and

management strategy If we fail to provide competitive engaging quality services and products we will lose revenues to

other competitors in the entertainment industry Increased competition may also result in price reductions fewer customer

orders reduced gross margins longer sales cycles reduced revenues and loss of market share



We may not be able to significantly grow our out-of-home Buzztime iTV Network revenue and implement our otherbusiness
strategies

We
expect to derive significant portion of our revenue for at least the next several years from our out-of-homeBuzztime iTV Network Accordingly our success depends on our ability to increase market awareness and

encourage the
adoption of the Buzztime brand and our iTV game service among establishments such as restaurants sports bars taverns andpubs and within the interactive game player community Our success also depends on our ability to increase customer
retention We may not be able to leverage our resources to expand awareness of and demand for our iTV game service In
addition our efforts to improve our game platform and content may not succeed in generating additional demand for our
products within the player community or strengthening the loyalty and retention of our existing customers The degree ofmarket adoption of Buzztime will depend on many factors including consumer preferences the availability and quality of
competing products and services and our ability to leverage our brand

Our success also depends on our ability to implement our other business strategies which include growing our
advertising revenue developing an integrated platform that provides cross-selling opportunities across our Network the
internet and mobile devices and focusing on national accounts The implementation of these

strategies will require us todedicate significant resources to among other things expanding our product offerings customizing our products and servicesto meet the unique needs of our national accounts and expanding and improving our advertising efforts We may be unable toimplement these strategies as currently planned

Our management turnover creates uncertainties

We have experienced significant changes in our executive leadership over the
past several

years Terry Bateman was
appointed Chief Executive Officer in February of 2009 and announced his resignation for personal reasons in January 2010We are actively searching for but have not yet hired new CEO Dario Santana our former CEO and President separatedfrom our Company in May 2008 Michael Fleming served as Interim Chief Executive Officer from May 2008 until his
resignation in November 2008 Because of our recent financial and stock performance geographic location and otherbusiness factors in

relatively small
industry we face substantial challenges in attracting and retaining experienced senior

executives Changes in senior management are inherently disruptive and efforts to implement any new strategic or operatinggoals may not succeed in the absence of
long-term management team Changes to strategic or operating goals with the

appointment of new executives may themselves prove to be disruptive Executive leadership transition periods are oftendifficult as the new executives gain detailed knowledge of company operations and due to cultural differences and frictionthat may result from
changes in

strategy and style Without consistent and experienced leadership customers employeescreditors stockholders and others may lose confidence in the company

Our cash flow may not cover current capital needs and we may need to raise additional funds in the future Such fundsmay not be available on favorable terms or at all and ifavailable may dilute current stockholders

Our capital requirements will depend on many factors including

our ability to generate cash from operating activities

acceptance of and demand for our interactive games and entertainment

the costs of developing new entertainment content products or technology or expanding our offering tonew media platfonns such as the internet and mobile phones

the extent to which we invest in the creation of new entertainment content and new technology and

the number and timing of acquisitions and other strategic transactions if any

In the future we may need to raise additional funds and such funds may not be available on favorable terms or at
all particularly given the continuing credit crisis and downturn in the overall global economy Furthermore if we issue
equity or debt securities to raise additional funds our existing stockholders may experience dilution and the new equity ordebt securities may have rights preferences and

privileges senior to those of our existing stockholders If we cannot raisefunds on acceptable terms or at all we may not be able to develop or enhance our products and services execute ourbusiness plan take advantage of future opportunities or respond to competitive pressures or unanticipated customer
requirements This may materially harm our business results of operations and financial condition



New products and rapid technological change may render our operations obsolete or noncompetitive

The emergence of new entertainment products and technologies changes in consumer preferences the adoption of

new industry standards and other factors may limit the life cycle of our technologies and any future products and services we
develop Accordingly our future performance will depend on our ability to

identify emerging technological trends and industry standards in our market

identify changing consumer needs desires or tastes

develop and maintain competitive technology including new hardware and content products and service

offerings

improve the performance features and reliability of our existing products and services particularly in

response to changes in consumer preferences technological changes and competitive offerings and

bring technology to the market quickly at cost-effective prices

If we do not compete successfully in the development of new products and keep pace with rapid technological

change we will be unable to achieve profitability or sustain meaningful market position The interactive entertainment and

game and out-of-home digital advertising industries are highly competitive and subject to rapid technological changes We
are aware of other companies that are introducing interactive game products on various platfonns including mobile devices

and interactive television that allow players to compete across the nation Some of these companies may have substantially

greater fmancial resources and organizational capital than we do which could allow them to identify or better exploit

emerging trends and market opportunities In addition changes in customer tastes may render our Buzztime iTV network and
its content obsolete or noncompetitive

We may not be successful in developing and marketing new products and services that respond to technological and

competitive developments and changing customer needs We may have to incur substantial expenditures to modify or adapt
our products or services to respond to these developments We must be able to incorporate new technologies into the products
we design and develop in order to address the increasingly complex and varied needs of our customer base Any significant

delay or failure in developing new or enhanced technology including new product and service offerings could result in

loss of actual or potential market share and decrease in revenues

Communication or other equipment failures could result in the cancellation of subscribers and decrease in our
revenues

We rely on telephone systems to communicate with our subscriber locations We currently transmit our data to our

hospitality customer sites via broadband connectivity An interruption in communications with our subscriber locations could
decrease customer loyalty and satisfaction and result in cancellation of our services

We have experienced significant losses and we may incur sign ficant losses in the future

We have history of significant losses including net losses of $1501000 in 2009 and $6466000 in 2008 and an

accumulated deficit of $106868000 as of December 31 2009 We may also incur future operating and net losses due in part
to expenditures required to implement our business strategies Despite significant expenditures we may not be able to

achieve or maintain profitability Moreover if we do achieve profitability the level of any profitability cannot be predicted
and may vary significantly from quarter to quarter and year to year

Our success depends on our ability to recruit and retain skilled professionals for our business

Our business requires experienced programmers creative designers application developers and sales and marketing

personnel Our success will depend on identifying hiring training and retaining such experienced and knowledgeable

professionals We must recruit talented professionals in order for our business to grow There is significant competition for

employees with the skills required to develop the products and perform the services we offer We may be unable to attract

sufficient number of qualified employees in the future to sustain and grow our business and we may not be successful in

motivating and retaining the employees we are able to attract If we cannot attract motivate and retain qualified technical and
sales and marketing professionals our business fmancial condition and results of operations will suffer
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We may not successfully address problems encountered in connection with any acquisitions

During the second quarter of 2009 we acquired assets from two businesses and we expect to consider opportunities

to acquire or make investments in other technologies products and businesses that could complement our current products

and services expand the breadth of our markets or enhance our technical capabilities We have limited history of acquiring

and integrating businesses Acquisitions and strategic investments involve numerous risks which may include

problems assimilating employees or the purchased products business operations or technologies

unanticipated costs associated with the acquisition including accounting and legal charges capital

expenditures and transaction expenses

diversion of managements attention from our core business

adverse effects on existing business relationships with customers and suppliers

risks associated with entering markets in which we have no or limited prior experience

unanticipated or unknown liabilities relating to the acquired businesses

the need to integrate accounting management information manufacturing human resources and other

administrative systems to permit effective management and

potential loss of key employees of acquired organizations

If we fail to properly evaluate and execute acquisitions and strategic investments our management team may be

distracted from our day-to-day operations our business may be disrupted and our operating results may suffer In addition if

we fmance acquisitions by issuing equity or convertible debt securities our existing stockholders may be diluted Also the

anticipated benefit of our acquisitions may not materialize Future acquisitions could result in potentially dilutive issuances of

our equity securities the incurrence of debt contingent liabilities or amortization expenses or write-offs of goodwill any of

which could harm our operating results or financial condition Future acquisitions may also require us to obtain additional

equity or debt financing which may not be available on favorable terms or at all

Execution of our growth strategy may result in unsuitable acquisitions and we may fail to successfully integrate acquired

companies

We expect to continue to consider and pursue opportunities to grow our business through acquisitions of other

businesses assets technologies and products We have in the past and may in the future invest significant resources in

evaluating consummating and integrating such acquisitions In making acquisition decisions we may not be successful in

selecting businesses assets technologies or products that complement our existing or future business and products We may
also be unsuccessful in integrating any acquired business and personnel

We may face exposure on sales and use taxes in various states

From time to time state tax authorities have made and other states will make inquiries as to whether or not portion

of our services might require the collection of sales and use taxes from customers in those states In the current difficult

economic climate many states are expanding their interpretation of their sales and use tax statutes to derive additional

revenue While in the past the sales and use tax assessments we have paid have not been significant to our operations it is

likely that such expenses will increase in the future

We have had litigation and may face additional litigation or other challenges related to company controL

Trinad Capital Master Fund Ltd which beneficially owned 7% of our common stock as of December 31 2009
wrote us series of letters during 2008 critical of our companys performance and of certain decisions of our board Trinad

also attempted to nominate an alternative slate of Board of Directors candidates for our 2008 annual meeting of stockholders
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In October 2008 Trinad filed books and records proceeding in the Delaware Chancery Court under Section 220

of the Delaware General Corporation Law asking the Court to require us to provide Trinad with certain of the requested

information This action was dismissed in May 2009 However Trinad or other stockholders including hedge funds and

similar entities could bring additional litigation against us and/or against directors and officers whom we are obliged to

indemnify and defend In addition Trinad or others might attempt to wage corporate control contest against us and our

current Board of Directors

Any further litigation and/or control contest could be significantly expensive and disruptive could damage our

image with customers and could destabilize our relationships with key employees directors and/or stockholders Further

litigation might seek damages and if we and/or any officers or directors named as defendants were to lose we might have to

pay damages or indemnify such officers or directors If we were to lose control contest any new personnel and strategies

that may be implemented may not be effective might be less effective than the present and any changeover would involve

significant disruption In addition the costs and expenses of defending and/or setline any such litigation could be significant

and any litigation/control-contest process could be time consuming and could divert our management and key personnel from

our business operations Any of these events could harm our business

We may be liable for the content we make available on the Buzztime iTV Network the Buzztime Trivia Channel and the

internet

We make content available on the Buzztime iTV Network the Buzztime Trivia Channel for cable television and the

internet The availability of this content could result in claims against us based on variety of theories including defamation

obscenity negligence or copyright or trademark infringement We could also be exposed to liability for third-party content

accessed through the links from our websites to other websites Federal laws may limit but not eliminate our liability for

linking to third-party websites that include materials that infringe copyrights or other rights so long as we comply with

certain statutory requirements We may incur costs to defend against claims related to either our own content or that of third

parties and our financial condition could be materially adversely affected if we are found liable for information that we make
available Implementing measures to reduce our exposure may require us to spend substantial resources and may limit the

attractiveness of our services to users which would impair our profitability and harm our business operations

Our products and services are subject to government regulations that may restrict our operations or cause demand for our

products to decline significantly

We are subject not only to regulations applicable to businesses generally but also to laws and regulations that apply

directly to the interactive television products and gaming industries In the area of interactive television products state and

federal governments may adopt number of laws and regulations governing any of the following issues

user privacy

copyrights

gaming lottery and alcohol beverage control regulations

consumer protection

media distribution of specific material or content and

the characteristics and quality of interactive television products and services

In addition we operate games of chance and in some instances award prizes These games are regulated in many
jurisdictions The selection of prizewinners is sometimes based on chance although none of our games require any form of

monetary payment We also operate interactive card games such as Texas Hold em poker and Blackjack These card games

are restricted in several jurisdictions The laws and regulations that govern these games however vary
in different

jurisdictions and are subject to legislative and regulatory change in all of the jurisdictions in which we offer our games as

well as law enforcement discretion We may fmd it necessary to eliminate modify or cancel certain components of our

products in certain states or jurisdictions based on changes in law regulations or law enforcement discretion which could

result in additional development costs and/or the possible loss of customers and revenue
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If intellectual property law and practice do not adequately protect our proprietary rights and intellectual property our

business could be seriously damaged

We rely on combination of trademarks copyrights patents and trade secret laws to protect our proprietary rights in

our products We believe that the success of our business also depends on such factors as the technical expertise innovative

skills marketing and capabilities of our employees It is our policy that all employees and consultants sign non-disclosure

agreements and assignment of invention agreements Our competitors and former employees and consultants may however

misappropriate our technology or independently develop technologies that are as good as or better than ours Our

competitors may also challenge or circumvent our proprietary rights If we have to initiate or defend against an infringement

claim to protect our proprietary rights the litigation over such claims could be time-consuming and costly to us adversely

affecting our financial condition

From time to time we hire or retain employees or external consultants who may have worked for other companies

developing products similar to those that we offer These other employers may claim that our products are based on their

products and that we have misappropriated their intellectual property Any such litigation could prevent us from exploiting

our proprietary portfolio and cause us to incur substantial costs which in turn could materially adversely affect our business

As of December 31 2009 we owned one U.S patent covering certain aspects of technology related to an interactive learning

system This patent will expire in 2017 We have small number of patent applications pending in the United States and

Canada related to our interactive network-based game technologies Our pending patent applications and any future

applications might not be approved Moreover our patents might not provide us with competitive advantages Third parties

might challenge our patents or trademarks or attempt to use infringing technologies or brands which could harm our ability to

compete and reduce our revenues as well as create significant litigation expenses In addition patents and trademarks held by
third parties might have an adverse effect on our ability to do business and could likewise result in significant litigation

expenses Furthermore third parties might independently develop similarproducts duplicate our products or to the extent

patents are issued to us design around those patents Others may have filed and in the future may file patent applications

that are similar or identical to ours Such third-party patent applications might have priority over our patent applications To

determine the priority of inventions we may have to participate in interference proceedings declared by the United States

Patent and Trademark Office Such interference proceedings could result in substantial cost to us

We have incurred sign ficant net operating loss cariyforwards that we believe we will not be able to fully use

As of December 31 2009 we have federal income tax net operating loss carryforwards of approximately $61.7

million which will begin expiring in 2010 As of December 31 2009 we have state income tax net operating loss

carryforwards of approximately $16.2 million which will begin expiring in 2015 We believe that our ability to utilize our

net operating loss carryforwards may be substantially restricted by the passage of time and the limitations of Section 382 of

the Internal Revenue Code which apply when there are certain changes in ownership of corporation To the extent we

begin to realize significant taxable income these Section 382 limitations may result in our incurring federal income tax

liability notwithstanding the existence of otherwise available carryforwards To date we have not quantified the potential

impact of these limitations

Foreign currency exchange rate fluctuations and trade barriers could harm our business

We operate the Buzztime iTV Network in Canada Since service fees and operating expenses from our Canadian

subsidiary are recognized in its local currency our fmancial position and results of operations could be significantly affected

by large fluctuations in foreign currency exchange rates or by weak economic conditions in Canada To the extent we attempt

to expand our sales efforts in other international markets we may also face difficulties in staffing and managing foreign

operations longer payment cycles and problems with collecting accounts receivable and increased risks of piracy and limits

on our ability to enforce our intellectual property rights If we are unable to adequately address the risks of doing business

abroad our business fmancial condition and results of operations may be harmed
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Risk Factors Associated with our Common Stock

Our common stock could be delisted or suspended from trading on the NYSE Amex wefail to maintain compliance with

continued listing criteria

NYSE Amex will normally consider suspending dealings in or removing from the list securities selling for

substantial period of time at low price per share if the issuer fails to effect reverse split of such stock within reasonable

time after being notified that NYSE Amex deems such action to be appropriate under the circumstances While NYSE Amex
does not provide bright line minimum share price standards for continued listing we believe that price less than $1.00 per
share for substantial period of time may be investigated Our common stock has traded at below $1.00 per share since July
2007

If we are unable to comply with the NYSE Amex continued listing requirements including its trading price

requirements our common stock may be suspended from trading on and/or delisted from NYSE Amex Alternatively in

order to avoid delisting by NYSE Amex we may be required to effect reverse split of our common stock The delisting of

our conmion stock from NYSE Amex may materially impair our stockholders ability to buy and sell shares of our common
stock and could have an adverse effect on the market price of and the efficiency of the trading market for our common
stock In addition the delisting of our common stock could significantly impair our ability to raise capital

Our stock price has been highly volatile and your investment could suffer decrease in value

The trading price of our common stock has been and may continue to be subject to wide fluctuations Our stock

price may fluctuate in
response to number of events and factors such as quarterly variations in operating results

announcements of technological innovations or new products and media properties by us or our competitors changes in

financial estimates and recommendations by securities analysts the operating and stock price performance of other

companies that investors may deem comparable and news reports relating to trends in our markets In addition the stock

market in general and the market prices for technology-related companies in particular have experienced extreme volatility

that often has been unrelated to the operating performance of such companies These broad market and industry fluctuations

may adversely affect the price of our stock regardless of our operating performance

Our charter contains provisions that may hinder or prevent change in control of our company which could result in our

inability to approve change in control andpotentially receive premiumover the current market value ofyour stock

Certain provisions of our certificate of incorporation could make it more difficult for third party to acquire control

of us even if such change in control would benefit our stockholders For example our certificate of incorporation requires

supermajority vote of at least 80% of the total voting power voting together as single class to amend certain provisions of
such document including those provisions relating to

the number election and term of directors

the removal of directors and the filling of vacancies and

the supermajority voting requirements of our restated certificate of incorporation

Additionally our certificate of incorporation and restated bylaws contain provisions that could delay or prevent

change of control of our company or changes in our board of directors that our stockholders might consider favorable Some
of these provisions

authorize the issuance of preferred stock which can be created and issued by the Board of Directors without

prior stockholder approval with rights senior to those of the common stock

prohibit stockholders from filling Board vacancies calling special stockholder meetings or taking action

by written consent

prohibit our stockholders from making certain changes to our bylaws except with 66 2/3% stockholder

approval and

require advance written notice of stockholder proposals and director nominations
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These provisions could discourage third parties from taking control of our company Such provisions may also

impede transaction in which you could receive premium over then current market prices and your ability to approve

transaction that you consider in
your

best interest

In addition we are governed by the provisions of Section 203 of the Delaware General Corporate Law which may

prohibit certain business combinations with stockholders owning 15% or more of our outstanding voting stock These and

other provisions in our Restated Certificate of Incorporation Restated Bylaws and Delaware law could make it more difficult

for stockholders or potential acquirers to obtain control of our Board or initiate actions that are opposed by the then-current

Board including delaying or impeding merger tender offer or proxy contest involving our company Any delay or

prevention of change of control transaction or changes in our Board could cause the market price of our common stock to

decline

Future sales of our common stock reserved for issuance pursuant to stock option and warrant exercises may adversely

affect the market price of our common stock

Future sales of substantial amounts of our common stock in the public market or the anticipation of such sales could

have material adverse effect on then-prevailing market prices As of December 31 2009 there were approximately

4870000 shares of common stock reserved for issuance upon the exercise of outstanding stock options at exercise prices

ranging from $0.13 to $0.91 per share As of December 31 2009 there were also outstanding warrants to purchase an

aggregate of approximately 4500000 shares of common stock at exercise prices ranging from $0.30 to $1.50 per share

These outstanding options and warrants could adversely affect our ability to obtain future fmancing or engage in

certain mergers or other transactions because the holders of the options and warrants may exercise these securities when we

are attempting to raise additional capital through new offering of securities at price per share that exceeds the exercise

price of such options and warrants To the extent the trading price of our common stock at the time of exercise of any of our

outstanding options or warrants exceeds the exercise price such exercise will have dilutive effect on our stockholders

ITEM lB Unresolved Staff Comments

We do not have any unresolved comments issued by the SEC Staff

ITEM Properties

We lease approximately 41000 square feet of office and warehouse space at 5966 La Place Court Carlsbad

California for our corporate headquarters In October 2005 we entered into an amendment to our lease agreement whereby

we extended the term of the lease through June 2011 In February 2006 we entered into second amendment to our lease

agreement whereby we expanded the square footage we lease from approximately 39000 square feet to 41000 square feet

The term of the lease for this expanded square footage is also through June 2011

We lease approximately 3361 square feet of office space in Santa Monica California which expires February 28

2011 The property is currently vacant and we are seeking to sublease the property

The facilities that we lease are suitable for our current needs and are considered adequate to support expected

growth
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ITEM Legal Proceedings

Sales and Use Tax

From time to time state tax agencies have made and other states will make inquiries as to tax applicability of our

service offerings Many states have expanded their interpretation of their sales and use tax statues to derive additional

revenue We evaluate such inquiries on case-by-case basis and have favorably resolved the majority of these tax issues in

the past without any material adverse consequences

During the quarter ended March 31 2009 we settled long on-going sales tax evaluation with the state of Texas

We entered into an Audit Resolution Agreement and Joint Motion to Dismiss with the State of Texas pursuant to which we
will pay the state approximately $450000 over year period As part of those agreements both parties agreed to waive all

rights to any redetermination or refund hearings In February 2009 the Company began collecting and remitting sales tax in

the state of Texas in accordance with the state tax statutes As of December 31 2009 $334000 is due to the State of Texas

under this settlement agreement

We are involved in ongoing sales tax inquiries including certain formal assessments of $705000 with other states

and provinces As result of those inquiries and the Texas liability discussed above we recorded total net liability of

$847000 and $867000 as of December 31 2009 and 2008 respectively Based on the guidance set forth by ASC No 450

Contingencies we deemed the likelihood that we will be required to pay all or part of these assessments with other states as

reasonably possible

ITEM Removed and Reserved
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PART II

ITEM Market for Registrants Common Equity Related Stockholder Matters and Issuer Purchases of Equity

Securities

Our common stock is listed on the NYSE Amex under the symbol NTN Set forth below are the high and low

sales prices for the common stock as reported by the NYSE Amex for the two most recent fiscal years

High Low
Year Ended December 31 2009

First Quarter 0.33 0.12

Second Quarter 0.50 0.21

Third Quarter 0.58 0.25

Fourth Quarter 0.63 0.42

High Low

Year Ended December 31 2008

First Quarter 0.64 0.40

Second Quarter 0.54 0.30

Third Quarter 0.33 0.20

Fourth Quarter 0.25 0.11

On March 15 2010 the closing price for our common stock as reported on the NYSE Amex was $0.45 and there

were approximately 1138 holders of record

To date we have not declared or paid any cash dividends with respect to our common stock and the current policy

of our Board of Directors is to retain earnings if any after payment of dividends on the outstanding preferred stock to

provide for our growth Consequently no cash dividends are expected to be paid on our common stock in the foreseeable

future

We have 161000 shares of Series Preferred Stock issued and outstanding The Series Preferred Stock provides

for cumulative annual dividend of 10 cents per share payable in semi-annual installments in June and December Dividends

may be paid in cash or with shares of common stock In 2009 we issued approximately 37000 common shares for payment

of these dividends

ITEM Selected Financial Data

Under SEC rules and regulations as smaller reporting company we are not required to provide the information

otherwise required by this item

ITEM Managements Discussion and Analysis of Financial Condition and Results of Operations

This Annual Report on Form 10-K including but not limited to thefollowing discussion of our financial condition

and results of operations and the documents incorporated herein by reference contain forward-looking statements within

the meaning of Section 27A of the Securities Act of 1933 as amended and Section 21E of the Securities Exchange Act of

1934 as amended Words such as believes anticipates estimates expects projections may potential

plan continue and similar expressions are intended to identzfr forward-looking statements but are not the exclusive

means of identi5ing forward-looking statements in this report All statements other than statements of historical fact are

statements that could be deemed forward-looking statements including but not limited to statements regarding our future

financial performance or position our business strategy plans or expectations and our objectives for future operations

including relating to our products and services Forward-looking statements contained herein are inherently subject to risks

and uncertainties and our actual results and outcomes may be materially dtJerent from those expressed or implied by the

forward-looking statements Our actual results and outcomes may d/fer materially from those projected in the forward-

looking statements due to risks and uncertainties that exist in our operations development efforts and business environment

including those set forth under the Section entitled Risk Factors in Item IA and other documents we file with the

Securities and Exchange Commission We cannot guarantee future results levels of activity performance or achievements

Readers are urged not to place undue reliance on these forward-looking statements which speak only as of the date of this

report We do not undertake any obligation to revise or update any such forward-looking statement to reflect future events or

circumstances

17



You should read the following discussion of our financial condition and results of operations in conjunction with the

consolidated financial statements and the notes to those statements included elsewhere in this Form 10-K

Overview

We historically have operated principally through two operating divisions Entertainment and Hospitality The

Entertainment division generates revenue primarily from the Buzztime iTV Network which distributes an interactive

television promotional game network to restaurants sports bars taverns and pubs primarily in North America We also

generate revenue by selling advertising for distribution via our interactive television network

In March 2007 we completed the sale of substantially all of the assets of NTN Wireless which produced and
distributed guest and server paging systems to restaurants and other markets In October 2007 we sold certain intellectual

property assets of Software Solutions which developed and distributed customer management software to manage
reservations and table service in restaurants as well as provided professional help desk services and outsourced software

development and support and maintenance services The intellectual
property assets were sold pursuant to an Asset Purchase

Agreement and in separate agreement with customer we discontinued the outsourced software development

Additionally we completed the wind down of our professional help desk and support and maintenance services during the

third quarter of 2008

Restructuring of Operations

During the third quarter of 2008 we ceased our operations in the United Kingdom The closure of operations

involved the termination of six employees relocation of nearly all assets to the United States and disposal of certain other

assets As of the date we ceased operations UK operations accounted for less than 1% of the total subscriber sites

Recent Asset Acquisitions

iSports

In April 2009 we acquired from iSports Inc or iSports substantially all of its assets including technology and

other intangible assets used in the conduct of its business as provider of mobile sports and entertainment content We are

using these acquired assets to accelerate the development of our mobile gaming platform Following the closing of the

acquisition we employed co-founder of iSports as our Executive Vice President of Programming and Technology

i-am TV

In May 2009 we acquired from Instant Access Media LLC or i-am TV certain of its assets used in the conduct of

i-am TVs business as provider of out-of-home entertainment programming and advertising to hospitality venues The

assets we acquired consist primarily of approximately 1400 flat panel television screens located in over 360 hospitality

venues in the United States together with satellite communications equipment In addition we acquired intangible assets

related to customer and advertising relationships We have used these acquired assets to generate customer leads increase the

number of customer sites by converting approximately 110 of the i-am TV customers and further develop advertising

relationships

The Entertainment Division

The out-of-home Buzztime iTV Network has engaged in business in the hospitality industry for over 25
years as

promotional platform providing interactive entertainment to patrons in restaurants and sports bars The iTV Network

distributes wide variety of engaging interactive multi-player games including trivia quiz shows play-along sports

programming casino-style and casual games to our Network Patrons use our wireless game controllers or Playmakers to

play along with the Buzztime games which are displayed on television screens Buzztime players can compete with other

players within their hospitality venue and also against players in other Network venues

We target national and regional hospitality chains as well as local independent hospitality venues that desire

competitive point-of-difference to attract and retain customers As of December 31 2009 we had 3689 United States

Network subscribers and 327 Canadian subscribers Approximately 29% of our Network subscribers come from leading
national chains in the casual-dining restaurant segment such as Buffalo Wild Wings TGI Fridays and Old Chicago
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Through the transmission of interactive game content stored on site server at each location our Buzztime iTV

Network enables single-player and multi-player participation as part of local regional national or international competitions

supported with prizes and player recognition Our Buzztime iTV Network also generates revenue through the sale of

advertising and marketing services to companies seeking to reach the millions of consumers that visit the Buzztime iTV

Networks venues

We also generate revenue from distributing and licensing our Buzztime-branded content and related technology to

consumer platforms with focus on interactive networks such as cable TV satellite TV and mobile phones Our distribution

efforts focus on licensing real-time mass-participation games such as trivia head-to-head multi-player games such as Texas

Holdem and single-player games such as solitaire

The Hospitality Division

In March 2007 we completed the sale of substantially all of the assets of NTN Wireless which produced and

distributed guest and server paging systems to restaurants and other markets In October 2007 we sold certain intellectual

property assets of Software Solutions which developed and distributed customer management software to manage
reservations and table service in restaurants as well as provided professional help desk services and outsourced software

development and support and maintenance services The intellectual property assets were sold pursuant to an Asset Purchase

Agreement and in separate agreement with customer we discontinued the outsourced software development

Additionally we completed the wind down of our professional help desk and support and maintenance services during the

third quarter of 2008

Results of Operations

Change in Reporting Format

Our Hospitality Division is classified as discontinued operations in accordance with Financial Accounting Standards

Board FASB Accounting Standards Codification ASC No 360 Property Plant and Equipment The operating

results for these businesses have been separately classified and reported as discontinued operations in the consolidated

fmancial statements In accordance with ASC No 360 corporate expenses previously allocated to these divisions have been

reclassified to Buzztime iTV for all years affected

Results of Continuing Operations

Year Ended December 31 2009 compared to the Year Ended December 31 2008

Continuing operations which consists of the Entertainment division generated loss of $1501000 for the
year

ended December 31 2009 compared to loss of $6134000 for the year ended December 31 2008

Revenue

Revenue from continuing operations decreased $1682000 or 6% to $25814000 for the year ended December 31
2009 from $27496000 for the year ended December 31 2008 This decrease was primarily due to reduction in

average

revenue generated per site related to strategic reduction in pricing which was partially offset by increases in site count an

increase in advertising revenues primarily related to the i-am TV acquisition and certain nonrecurring hardware sales

Comparative site count information for Buzztime iTV Network is as follows

Network Subscribers

as of December 31
2009 2008

United States 3689 3429
Canada 327 317

Total 4016 3746

19



Direct Costs and Gross Margin

The following table compares the direct costs and gross margins for the Entertainment Division for 2009 and 2008

For the year ended

December 31
2009 2008

Revenues 25814000 27496000
Direct Costs 6460000 7582000

Gross Margin 19354000 19914000

Gross Margin Percentage 75% 72%

Gross margin as percentage of revenue increased by three percentage points to 75% for the
year ended December

31 2009 compared to 72% in the prior year The three point increase in the
gross margin percentage is primarily the result of

reduction of $295000 in depreciation expense as equipment became fully depreciated decrease of $254000 in

communication costs due to the conversion of sites from satellite to DSL communications reduction of $331000 in content

costs and decrease of $291000 in direct salaries as result of reduced headcount Additionally the increase in the gross

margin percentage is partially offset by the decrease in average revenue generated per site related to our strategic reduction in

pricing

Selling General and Administrative Expenses

Selling general and administrative
expenses decreased $5457000 or 21% to $20031000 in 2009 from

$25488000 in 2008 Selling general and administrative expenses decreased due to several factors Payroll and payroll-
related expenses decreased $1454000 due to reduction in headcount that occurred in January 2009 Severance expenses
decreased $879000 due to severance expenses in 2008 associated with the departure of senior personnel including the CEO
and the closing of our UK office Marketing expenses decreased $1113000 due to change in our marketing strategy

including reducing direct mail campaigns and reduced participation in promotions and trade shows Consulting expenses
decreased $891000 as we decreased our overall utilization of external consulting services General spending related to

payroll processing fees professional tax and audit services and supplies decreased $343000 Bad debt expense decreased

$330000 predominately due to an improvement in collection experience Legal expenses decreased $162000 due to

reduction in legal activity regarding corporate governance matters and trademark infringement case Expenses related to

seminars subscriptions and memberships decreased $128000 and an aggregate $156000 decrease was related to reduced

spending in other miscellaneous expenses

Depreciation and amortization

Depreciation and amortization not related to direct operating costs increased $387000 or 73% to $919000 in 2009

from $532000 in 2008 due to the acquisition of intangible assets which has resulted in increased amortization expense
Approximately $300000 of this increase was for an acquired intangible asset that was fully amortized in 2009

Other Income Net

Other income net decreased $16000 to $190000 in 2009 from $206000 in 2008 This increase was due to

foreign currency exchange gain of approximately $49000 related to intercompany transactions with our Canadian subsidiary
as well as legal settlement we received related to trademark infringement suit This increase was offset by decrease of

$66000 in interest income due to lower average cash balances invested in interest bearing securities and increased interest

expense of $61000 predominately due to entering into additional equipment leases

Income Taxes

We expect to report U.S tax loss for the year ended December 31 2009 We expect that we will not incur federal

tax liability however we will likely incur state tax liabilities We also expect to pay income taxes in Canada due to the

profitability of NTN Canada As result we recorded tax provision of $95000 for the year ended December 31 2009 This

was $139000 decrease compared to the $234000 provision for income taxes recorded for the
year ended December 31

2008 We continue to provide 100% valuation allowance against our deferred tax assets related to certain net operating
losses as realization of such tax benefits is not assessed as more likely than not Further we have not quantified the potential

impact that Section 382 of the Internal Revenue Code may have on the ability for us to utilize our net operating loss
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carryforwards The use of some or all of those net operating losses may be limited if certain changes in ownership are

deemed to have occurred

Results of Discontinued Operations

Year Ended December 31 2008

We completed the wind down of our discontinued operations in the third quarter of 2008 therefore there is no

activity to report for 2009 The operating results of the discontinued operations are as follows for 2008

December 31
2008

Operating revenues 21000

Operating expenses 530000

Operating loss 509000

Other income 177000

Loss from discontinued operations net of tax 332000

EBITDAConsolidated Operations

Earnings before interest taxes depreciation and amortization or EBITDA is not intended to represent measure of

performance in accordance with accounting principles generally accepted in the United States GAAP Nor should EBITDA

be considered as an alternative to statements of cash flows as measure of liquidity EBITDA is included herein because we

believe it is measure of operating performance that financial analysts lenders investors and other interested parties find to

be useful tool for analyzing companies like us that carry significant levels of non-cash depreciation and amortization

charges in comparison to their GAAP earnings or loss

The following table reconciles our consolidated net loss per GAAP to EBITDA

For the year ended

December 31

2009 2008

Net loss per GAAP 1501000 6466000
Interest income net 6000 133000

Depreciation and amortization 3193000 3101000

Income taxes 95000 234000

EBITDA 1781000 3264000

Liquidity and Capital Resources

As of December 31 2009 we had cash and cash equivalents of $3637000 compared to cash and cash equivalents

of $3362000 as of December 31 2008 Including the effects of exchange rates we generated $275000 in cash in 2009

compared to using cash of $6911000 in 2008 The $7186000 decrease of cash used during the twelve months ended

December 31 2009 compared to the prior year period was driven predominately by the $4965000 decrease in the amount of

our net loss as well as the change in effects of exchange rates of $1309000 In 2008 especially in the second half of the

year and throughout 2009 we took strong measures to reduce our use of cash Those measures included the following

reduced headcount through strategic reductions in our work force

renegotiated pricing with numerous vendors

decreased the use of certain vendors and consultants and

decreased marketing spending
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In May 2009 we entered into an agreement with certain investors in i-am TV whereby they purchased 2419355
shares of our Common Stock in private placement raising $750000 in additional working capital We have used cash raised

in that financing to fund general working capital requirements as well as certain capital expenditures

During 2010 we intend to continue to rely upon our cash on hand and cash flow from operations to meet our

liquidity needs While we believe that the actions taken in 2008 and 2009 to reduce our operating costs improve our gross

profit margin and manage working capital should benefit us in 2010 there can be no assurance that those actions will be

sufficient

We believe existing cash and cash equivalents together with funds generated from operations will be sufficient to

meet our operating cash requirements for at least the next 12 months We have no debt obligations other than capital leases It

is our intention to continuing entering into capital lease facilities for certain equipment requirements when economically

advantageous In the event that net cash provided by operating activities and cash on hand are not sufficient to meet future

cash requirements we may be required to reduce planned capital expenses further reduce operational cash uses sell assets or

seek financing Any actions we may undertake to reduce planned capital purchases further reduce expenses or generate

proceeds from the sale of assets may be insufficient to cover shortfalls in available funds If we require additional capital we

may be unable to secure additional financing on terms that are acceptable to us or at all

Working Capital

As of December 31 2009 we had working capital current assets in excess of current liabilities of $881000

compared to $967000 as of December 31 2008 The following table shows our change in working capital from December

31 2008 to December 31 2009

Increase

Decrease
Working capital as of December 31 2008 967000

Changes in current assets

Cash and cash equivalents 275000

Accounts receivable net of allowance 30000
Investment available-for-sale 122000

Prepaid expenses and other current assets 104000

Total current assets 471000

Changes in current liabilities

Accounts payable 203000

Accrued compensation 207000

Accrued expenses 184000

Sales taxes payable 103000
Income taxes payable 18000

Obligations under capital lease 292000

Deferred revenue 134000
Other current liabilities 294000

Total current liabilities 557000

Net change in working capital 86000
Working capital as of December 31 2009 881000
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Cash Flows

Cash flows from operating investing and financing activities as reflected in the accompanying Consolidated

Statements of Cash Flows are summarized as follows

For the year ended

December 31

2009 2008

Cash used in provided by

Operating activities 2503000 2963000

Investing activities 3170000 2925000

Financing activities 623000 24000

Effect of exchange rates 319000 999000

Net decrease increase in cash and cash equivalents 275000 6911000

Net cash from operating activities We are dependent on cash flows from operations to meet our cash requirements

Net cash generated from operating activities was $2503000 for the twelve months ended December 31 2009 compared to

net cash used in operating activities of $2963000 for the same period in 2008 The $5466000 increase in cash provided by

operations was primarily due to decrease of $4965000 in the amount of our net loss

Our largest use of cash is payroll and related costs Payroll and related costs decreased $3217000 to $12483000 in

2009 from $15700000 in 2008 This decrease is the result of our strategic reductions in work force in 2008 and the first

quarter of 2009 Our primary source of cash is cash we generate from customers Cash received from customers decreased

$2301000 to $26299000 in 2009 from $28600000 in 2008 That decrease in cash from customers is due to our strategic

decrease in pricing offset by an increase in site count The principal changes in non-cash items that affected operating cash

flow in 2009 when compared to 2008 included $92000 increase in depreciation and amortization due to increased

amortization expense in connection with the acquisition of intangible assets offset by decrease in depreciation expense as

result of fixed assets becoming fully depreciated $351000 reduction in loss from disposition of equipment and capitalized

software and $330000 decrease of the provision for doubtful accounts due to recoveries of certain accounts previously

written off and an increased recovery rate

Cash used by discontinued operations was $807000 in 2008 compared to $0 used for discontinued operations in

2009 The reduction in cash used by discontinued operations was due to the completion of the wind down in operations

which we completed in the third quarter of 2008

Net cash used by investing activities We used $3170000 in cash for investing activities for the twelve months

ended December 31 2009 compared to $2925000 used in cash for investing activities during the same period in 2008 The

increase in cash flows used in investing activities when comparing the twelve months ended December 31 2009 to the same

period in 2008 was primarily due to an increase of $303000 in cash used for software development initiatives offset by

decrease of $197000 in cash used for capital expenditures

We currently anticipate investing approximately $2.8 million in 2010 for software development and equipment

purchases including payments on capitalized leases Our actual future capital requirements will depend on number of

factors including our cash availability success in increasing sales industry competition and technological developments

Net cash from financing activities Net cash provided by financing activities increased $647000 to $623000 for the

twelve months ended December 31 2009 compared to net cash used of $24000 for the same period in 2008 hcluded in net

cash provided by financing activities for 2009 was $750000 in proceeds we received from the sale of common stock in the

May 2009 aforementioned private placement fmancing The sources of cash were offset by $155000 in principal payments

on capital leases

Critical Accounting Policies and Estimates

The discussion and analysis of our fmancial condition and results of operations is based on our consolidated

financial statements which have been prepared in accordance with GAAP The preparation of these fmancial statements

requires us to make estimates and judgments that affect the reported amounts of assets liabilities revenues and expenses and

related disclosure of contingent assets and liabilities On an ongoing basis we evaluate our estimates including those related

to deferred costs and revenues depreciation of broadcast equipment allowance for doubtful accounts investments intangible
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assets and contingencies We base our estimates on historical experience and on various other assumptions that are believed

to be reasonable under the circumstances the results of which form the basis for making judgments about the canying values

of assets and liabilities that are not readily apparent from other sources Actual results may differ materially from these

estimates Critical accounting policies and estimates are defmed as those that are both most important to the portrayal of the

Companys financial condition and results and require managements most subjective judgments We believe the following

critical accounting policies affect our more significant judgments and estimates used in the preparation of our consolidated

financial statements

Allowance for Doubtful AccountsWe maintain allowances for doubtful accounts for estimated losses resulting

from nonpayment by our customers We reserve for all accounts that have been suspended or terminated from our Buzztime

iTV Network services and auto debits customers with balances that are greater than 60 days past due We analyze historical

collection trends customer concentrations and creditworthiness economic trends and anticipated changes in customer

payment patterns when evaluating the adequacy of our allowance for doubtful accounts for specific and general risks

Additional reserves may also be established if specific customers balances are identified as potentially uncollectible If the

financial condition of our customers were to deteriorate resulting in an impairment of their ability to make payments

additional allowances may be required

Broadcast Equipment and Fixed AssetsBroadcast equipment and fixed assets are recorded at cost Equipment

under capital leases is recorded at the present value of future minimum lease payments Depreciation of broadcast equipment

and fixed assets is computed using the straight-line method over the estimated useful lives of the assets Depreciation of

leasehold improvements and fixed assets under capital leases is computed using the straight-line method over the shorter of

the estimated useful lives of the assets or the lease period

We incur relatively significant level of depreciation expense in relation to our operating income The amount of

depreciation expense in any fiscal year is largely related to the estimated life of handheld wireless Playmaker devices and

associated electronics and the computers located at our customers sites The Playmakers are depreciated over seven-year

life and associated electronics and computers are depreciated over two to four years The depreciable life of these assets was

determined based on the shorter of the contractual capital lease period or their estimated useful life which considers

anticipated technology changes We determined that the useful life our Playmakers that we purchased after June 2009

increased from four to seven years This increase is the result of superior digital technology used in the current Playmakers

The impact of this change is immaterial to the 2009 results of operations If our Playmakers and associated electronics and

the computers turn out to have longer lives on average than estimated our depreciation expense
would be significantly

reduced in those future periods Conversely if the Playmakers and associated electronics and the computers turn out to have

shorter lives on average than estimated our depreciation expense would be significantly increased in those future periods

InvestmentsASC 320 Investments-Debt and Equity Securities provides guidance on determining when an

investment is other-than-temporarily impaired Investments are reviewed quarterly for indicators of other-than-temporary

impairment This determination requires significant judgment In making this judgment we employ systematic

methodology that considers available quantitative and qualitative evidence in evaluating potential impairment of our

investments If the cost of an investment exceeds its fair value we evaluate among other factors general market conditions

the duration and extent to which the fair value is less than cost and our intent and ability to hold the investment We also

consider specific adverse conditions related to the financial health of and business outlook of the investee including industry

and sector performance changes in technology operational and financing cash flow factors and rating agency actions Once

decline in fair value is determined to be other-than-temporary an impairment charge is recorded and new cost basis in the

investment is established If market industry andlor investor conditions deteriorate we may incur future impairments

Goodwill and Other Intangible AssetsGoodwill represents the excess of costs over fair value of assets of

businesses acquired Goodwill and intangible assets acquired in purchase combination determined to have an indefinite

useful life are not amortized but instead are tested for impairment at least annually in accordance with the provisions of ASC

No 350 Intangibles Goodwill and Other ASC No 350 also requires that intangible assets with estimable useful lives be

amortized over their respective estimated useful lives to their estimated residual values and reviewed for impairment in

accordance with ASC No 360 Properly Plant and Equipment

In accordance with ASC No 360 we assess potential impairments of our long-lived assets whenever events or

changes in circumstances indicate the assets carrying value may not be recoverable An impairment loss would be

recognized when the carrying amount of long-lived asset or asset group is not recoverable and exceeds its fair value The

canying amount of long-lived asset or asset group is not recoverable if it exceeds the sum of the undiscounted cash flows

expected to result from the use and eventual disposition of the asset or asset group
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We performed our annual test for goodwill impairment by calculating the fair value for NTN Canada Inc as of

September 30 2009 and 2008 The valuation methods employed to determine the fair value for NTN Canada Inc as of

September 30 2009 and 2008 were the market approachguideline company method the market approach

guideline transaction method and the income approachdiscounted cash flow method

We consider market conditions new product offerings pricing and selling strategies revenue growth rates and

additional investment needed to achieve these growth rates We believe the projections are reasonable based on existing

operations and prospective business opportunities The resulting indicated value from each approach is weighted equally and

added to interest bearing debt to arrive at the indicated fair market value of the invested capital The resulting value is

compared against the canying value of equity after interest bearing debt to determine impairment As result of the annual

test we determined that there were no indications of impairment as of September 30 2009 We considered the need to

perform an additional test of goodwill of our Canadian business as of December 31 2009 but determined that the overall

health of the underlying Canadian business has remained stable since the September 30 2009 valuation

Purchase Accounting We account for acquisitions pursuant to ASC No 805 Business Combinations We record

all acquired tangible and intangible assets and all assumed liabilities based upon their estimated fair values The purchase

price allocation for the asset acquisitions of iSports and i-am TV are fmal as of December 31 2009

Assessments of Functional CurrenciesThe United States dollar is our functional currency except for our

operations in Canada where the functional currency is the Canadian dollar In 2008 we ceased our operations in the United

Kingdom Prior to that the British pound was the functional currency for operations in that entity The financial position and

results of operations of our foreign subsidiaries are measured using the foreign subsidiarys local currency as the functional

currency In accordance with ASC No 830 Foreign Currency Matters revenues and expenses of our subsidiaries have been

translated into U.S dollars at weighted average exchange rates prevailing during the period Assets and liabilities have been

translated at the rates of exchange on the balance sheet date The resulting translation gain and loss adjustments are recorded

as separate component of shareholders equity unless there is sale or complete liquidation of the underlying foreign

investments Transaction gains and losses that arise from exchange rate fluctuations on transactions denominated in

currency other than the functional currency are included in the results of operations as incurred For the year ended December

31 2009 we recorded $49000 in foreign currency transaction gains due to settlements of intercompany transactions and re

measurement of intercompany balances with our Canadian subsidiary which are included in other income in the

accompanying statements of operations Fluctuations in the rate of exchange between the U.S dollar and Canadian dollar

may affect our results of operations and period-to-period comparisons of our operating results We do not currently engage in

hedging or similar transactions to reduce these risks For the year ended December 31 2009 the net impact to our results of

operations from the effect of exchange rate fluctuations was immaterial when compared to the exchange rates for the year

ended December 31 2008

Revenue RecognitionOur Entertainment Division recognizes revenue from recurring service fees earned from our

Network subscribers advertising revenues and distribution and licensing fees from our Buzztime-branded content and related

technology to interactive consumer platforms To the extent these arrangements contain multiple deliverables we evaluate

the criteria in ASC No 605 Revenue Recognition to determine whether such deliverables represent separate units of

accounting In order to be considered separate unit of accounting the delivered items in an arrangement must have stand

alone value to the customer and objective and reliable evidence of fair value must exist for any undelivered elements

Arrangements for the transmission of our Buzztime iTV Network contain two deliverables the installation of equipment and

the transmission of our network content for which we receive monthly subscription fees As the installation deliverable does

not have stand-alone value to the customer it does not represent separate unit of accounting and therefore all installation

fees received are deferred and recognized as revenue on straight-line basis over the estimated life of the customer

relationship As result installation fees not recognized in revenue have been recorded as deferred revenue in the

accompanying consolidated balance sheets

In addition the direct expenses of the installation commissions setup and training are being deferred and amortized

on straight-line basis and are classified as deferred costs on the accompanying consolidated balance sheets The

amortization period approximates the estimated life of the customer relationship for deferred direct costs that are of an

amount that is less than or equal to the deferred revenue for the related contract For costs that exceed the deferred revenue

the amortization period is the initial term of the contract in accordance with ASC No 605 which is generally one year

Advertising and royalty revenues are recognized when all material services or conditions relating to the transaction

have been performed or satisfied
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Software Development CostsWe capitalize costs related to the development of certain software products for the

Entertainment Division in accordance with ASC No 350 Amortization of costs related to interactive programs is recognized

on straight-line basis over three years
Amortization expense relating to capitalized software development costs totaled

$370000 and $366000 for the years ended December 31 2009 and 2008 respectively As of December 31 2009 and 2008

approximately $554000 and $404000 respectively of capitalized software costs was not subject to amortization as the

development of various software projects was not complete

We perfonned our annual review of software development projects for the year ended December 31 2009 and

determined to abandon various software development projects that we determined were no longer current strategic fit or for

which we determined that the marketability of the content had decreased due to obtaining additional information regarding

the specific industry for which the content was intended As result an impairment of $256000 and $503000 was

recognized for the
years

ended December 31 2009 and 2008 respectively which was included in our selling general and

administrative expenses

Stock Based CompensationWe estimate the fair value of our stock options using Black-Scholes option pricing

model consistent with the provisions of ASC No 718 Compensation Stock Compensation The fair value of stock options

granted is recognized to expense over the requisite service period Stock-based compensation expense
for all share-based

payment awards is recognized using the straight-line single-option method Stock-based compensation expense is reported as

selling general and administrative based upon the departments to which substantially all of the associated employees report

We used the historical stock price volatility as an input to value our stock options under ASC No 718 The expected

term of our stock options represents the period of time options are expected to be outstanding and is based on observed

historical exercise patterns for our company which we believe are indicative of future exercise behavior For the risk-free

interest rate we use the observed interest rates appropriate for the term of time options are expected to be outstanding The

dividend yield assumption is based on our history and expectation of dividend payouts

The following weighted average assumptions were used for grants issued during 2009 and 2008 under the ASC No
718 requirements

2009 2008

Weighted-average risk-free rate 1.72% 2.97%

Weighted-average volatility
88.55% 63.57%

Dividend yield 0.00% 0.00%

Expected life 6.05 years 4.38 years

ASC No 718 requires forfeitures to be estimated at the time of grant and revised if necessary in subsequent periods

if actual forfeiture rates differ from those estimates Forfeitures were estimated based on historical activity for our company

We estimated 17.63% annual forfeiture rate for each of the years ended December 31 2009 and 2008 Stock-based

compensation expense
for employees in 2009 and 2008 was $180000 and $312000 respectively and is expensed in selling

general and administrative expenses and credited to additional paid-in-capital

Income TaxesIncome taxes are accounted for under the asset and liability method Deferred tax assets and

liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying

amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit carryforwards

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in

which those temporary differences are expected to be recovered or settled The effect on deferred tax assets and liabilities of

change in tax rates is recognized in income in the period that includes the enactment date Deferred tax assets are reduced by

valuation allowance when in the opinion of management it is more likely than not that some portion or all of the deferred

tax assets will not be realized

ASC No 740 Income Taxes defmes the threshold for recognizing the benefits of tax return positions in the

financial statements as more-likely-than-not to be sustained by the taxing authority tax position that meets the more

likely-than-not criterion shall be measured at the largest amount of benefit that is more than 50% likely of being realized

upon ultimate settlement We have reviewed our tax positions and determined that an adjustment to the tax provision is not

considered necessary nor is reserve for income taxes required
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Recent Accounting Pronouncements

In December 2007 the FASB issued transition guidance ASC No 805-10-65-1 Business Combinations Overall

Transition Related to SFAS No 141 revised 2007 Business Combinations SFAS 141R and SFAS No 160

Noncontrolling Interests in Consolidated Financial Statements an amendment of Accounting Review Bulletin ARB No

51 SFAS 160 the provisions of which have been incorporated in ASC No 805-10 Business Combinations Overall and

ASC No 805-20 Business Combinations Identjflable Assets and Liabilities and Any Noncontrolling Interest Among the

more significant changes ASC No 805-10 expands the definition of business and business combination requires the

acquirer to recognize the assets acquired liabilities assumed and noncontrolling interests including goodwill measured at

fair value at the acquisition date requires acquisition-related expenses
and restructuring costs to be recognized separately

from the business combination requires assets acquired and liabilities assumed from contractual and non-contractual

contingencies to be recognized at their acquisition-date fair values with subsequent changes recognized in earnings and

requires in-process research and development to be capitalized at fair value as an indefmite-lived intangible asset ASC 805-

20 changed the accounting and reporting for minority interests reporting them as equity separate from the parent entitys

equity as well as requiring expanded disclosures ASC No 805-10 and ASC No 805-20 are effective for financial statements

issued for fiscal years beginning after December 15 2008 We adopted ASC No 805-10 and ASC No 805-20 and applied

the provisions of the guidance to the asset acquisitions completed during 2009

In April 2008 the FASB issued ASC No 350 Intangibles Goodwill and Other ASC No 350-30-65 Transition

and Open Effective Date Information ASC 350-30-65 and formerly referred to as FSP FAS 142-3 This update amends

the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of

recognized intangible ASC No 350-30-65 is effective for fiscal years beginning after December 15 2008 and interim

periods within those fiscal years The guidance in this ASC No 350-30-65 for determining the useful life of recognized

intangible is to be applied prospectively to intangible assets acquired after the effective date The disclosure requirements of

ASC No 350-30-65 however will be applied prospectively to all intangible assets recognized in our financial statements as

of the effective date The adoption of ASC No 350-30-65 did not have material impact on our consolidated financial

statements

In April 2009 the FASB issued transition guidance ASC No 320-10-65-1 Transition Related to FSP SFAS No

115-2 and SFAS No 124-2 Recognition and Presentation of Other-Than-Temporary Impairments the provisions of which

have been incorporated in ASC 320-10-35 Investments Debt and Equity Securities Overall Subsequent Measurement

and ASC No 320-10-50 Investments Debt and Equity Securities Overall Disclosure The objective of an other-than-

temporary impairment analysis under existing GAAP is to determine whether the holder of an investment in debt or equity

security for which changes in fair value are not regularly recognized in earnings such as securities classified as held-to-

maturity or available-for-sale should recognize loss in earnings when the investment is impaired An investment is

impaired if the fair value of the investment is less than its amortized cost basis ASC No 320-10-35 and ASC No 320-10-50

amend the other-than-temporary impairment guidance in GAAP for debt securities to make the guidance more operational

and to improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in the

fmancial statements ASC No 320-10-35 and ASC 320-10-50 do not amend existing recognition and measurement guidance

related to other-than-temporary impairments of equity securities This guidance is effective for interim and annual periods

ending after June 15 2009 In response to this guidance in April 2009 the SEC published ASC No 320-l0-S99-1

Investments Debt and Equity Securities Overall SEC Materials Staff Accounting Bulletin SAB Topic SM Other

than Temporary Impairment of Certain Investments in Equity Securities ASC No 320-10-S99-l maintains the staffs

previous views related to equity securities and excludes debt securities from its scope We adopted this standard effective

April 2009 the results of which are disclosed in Note Fair Value of Financial Instruments to our consolidated financial

statements

In May 2009 the FASB issued ASC No 855 Subsequent Events The objective of this guidance is to establish

general standards of accounting for and disclosure of events that occur after the balance sheet date but before financial

statements are issued or are available to be issued In particular this guidance sets forth

The period after the balance sheet date during which management of reporting entity should evaluate

events or transactions that may occur for potential recognition or disclosure in the fmancial statements

The circumstances under which an entity should recognize events or transactions occurring after the

balance sheet date in its fmancial statements and

The disclosures that an entity should make about events or transactions that occurred after the balance sheet

date
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In accordance with this guidance an entity should apply the requirements to interim or annual fmancial periods

ending after June 15 2009 The adoption of this update did not have material impact on our consolidated financial

statements

In June 2009 the FASB issued transition guidance ASC No 105-10-65-1 Transition Related to SFAS No 168 The

FASB Accounting Standards CodflcationTM and the Hierarchy of Generally Accepted Accounting Principles the guidance of

which was incorporated in ASC No 105 Generally Accepted Accounting Principles GAAP The FASB Accounting

Standards CodificationTM Codification has become the source of authoritative GAAP recognized by the FASB to be

applied by nongovernmental entities Rules and interpretive releases of the SEC under authority of federal securities laws are

also sources of authoritative GAAP for SEC registrants On the effective date of this guidance the Codification superseded

all then-existing non-SEC accounting and reporting standards All other non-grandfathered non-SEC accounting literature

not included in the Codification became nonauthoritative This guidance is effective for financial statements issued for

interim and annual periods ending after September 15 2009 We adopted this standard effective July 2009 and have

incorporated the current codification in this report The adoption of this standard did not have material impact on our

consolidated financial statements

In August 2009 the FASB issued an accounting standards update to ASC No 820 Fair Value Measurements and

Disclosures This update provides clarification that in circumstances in which quoted price in an active market for the

identical liability is not available reporting entity is required to measure fair value using one or more of the following

techniques

valuation technique that uses the quoted price of the identical liability when traded as an asset or the

quoted prices for similar liabilities when traded as assets and

Another valuation technique that is consistent with the principles of Topic 820

This update also clarifies that when estimating the fair value of liability reporting entity is not required to

include separate input or adjustment to other inputs relating to the existence of restriction that prevents the transfer of the

liability Additionally this update clarifies that both quoted price in an active market for the identical liability at the

measurement date and the quoted price for the identical liability when traded as an asset in an active market when no

adjustments to the quoted price of the asset are required are Level fair value measurements This update was effective for

the first reporting period beginning after issuance our interim period ended September 30 2009 The adoption of this update

did not have material impact on our consolidated financial statements

In September 2009 the FASB issued an accounting standards update to ASC No 740 Income Taxes This update

addresses the need for additional implementation guidance on accounting for uncertainties in income taxes specifically

whether income tax paid by an entity is attributable to the entity or its owners what constitutes tax position for pass-

through entity or tax-exempt entity and how to apply the uncertainty in income taxes when group
of related entities

comprise both taxable and nontaxable entities This update also eliminates certain disclosures for nonpublic entities Since we

currently apply the standards for accounting for uncertainty in income taxes this update was effective for financial statements

issued for interim and annual periods ending after September 15 2009 our interim period ended September 30 2009 The

adoption of this update did not have material impact on our consolidated financial statements

In October 2009 the FASB issued an accounting standards update to ASC No 605-25 Revenue Recognition

Multiple-Element Arrangements The
purpose

of this update is to amend the criteria used for separating consideration in

multiple-deliverable arrangements In particular the amendment

Establishes selling price hierarchy for determining the selling price of deliverable replaces the term

fair value in the revenue allocation guidance with selling price to clarify that the allocation of revenue

is based on entity-specific assumptions rather than assumptions of marketplace participant

Eliminates using the residual method of allocation and requires that the arrangement consideration be

allocated at the inception of the arrangement to all deliverables using the relative selling price method and

Requires that the best estimate of selling price is determined in manner that is consistent with that used

to determine the price to sell the deliverable on standalone basis

The amendments in this update will be effective prospectively for revenue arrangements entered into or materially

modified in fiscal years beginning on or after June 15 2010 which will be our 2011 fiscal year Early adoption is permitted

If adopted early we would be required to apply the amendments retrospectively from the beginning of the fiscal year
of

adoption We do not intend to adopt the amendments early We do not anticipate that the adoption of this amendment will

have material impact on our consolidated financial statements
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In October 2009 the FASB issued an accounting standards update to ASC No 985 Software The purpose of this

update is to change the accounting model for revenue arrangements that include both tangible products and software

elements Tangible products containing software components and nonsoftware components that function together to deliver

the tangible products essential functionality are no longer within the scope of the software revenue guidance in Subtopic

985-605 In addition this update requires that hardware components of tangible product containing software components

always be excluded from the software revenue guidance In addition the update provides guidance on how vendor should

allocate arrangement consideration to deliverables in an arrangement that includes both tangible products and software The

amendments in this update will be effective prospectively for revenue arrangements entered into or materially modified in

fiscal years beginning on or after June 15 2010 which will be our 2011 fiscal year Early adoption is permitted If adopted

early we would be required to apply the amendments retrospectively from the beginning of the fiscal year of adoption We
do not intend to adopt the amendments early We do not anticipate that the adoption of this amendment will have material

impact on our consolidated fmancial statements

ITEM 7A Quantitative and Qualitative Disclosures about Market Risk

Under SEC rules and regulations as smaller reporting company we are not required to provide the information

otherwise required by this item

ITEM Financial Statements and Supplementary Data

See Index to Consolidated Financial Statements and Schedule on page F-i for listing of the Consolidated

Financial Statements and Schedule filed with this report

ITEM Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

ITEM 9AT Controls and Procedures

Disclosure Controls and Procedures

We maintain disclosure controls and procedures as such term is defined under Exchange Act Rule 3a- 15e that

are designed to ensure that information required to be disclosed in our Exchange Act reports is recorded processed

summarized and reported within the time periods specified in the SECs rules and forms and that such information is

accumulated and communicated to our management including our Chief Executive Officer and Chief Financial Officer as

appropriate to allow timely decisions regarding required disclosures

In designing and evaluating the disclosure controls and procedures we recognized that any controls and procedures

no matter how well designed and operated can provide only reasonable assurance of achieving the desired control objectives

and we were required to apply our judgment in evaluating the cost-benefit relationship of possible controls and procedures

We have carried out an evaluation as of the end of the period covered by this report under the supervision and with the

participation of our management including our Chief Executive Officer and Chief Financial Officer of the effectiveness of

the design and operation of our disclosure controls and procedures

Based on our evaluation and subject to the foregoing our Chief Executive Officer and Chief Financial Officer

concluded that there were no material weaknesses in our disclosure controls and procedures and that such disclosure controls

and procedures were effective as of the end of the period covered by this report in providing reasonable assurance of

achieving the desired control objectives and therefore there were no corrective actions taken

Managements Report on Internal Control Over Financial Reporting

Our Companys management is responsible for establishing and maintaining adequate internal control over financial

reporting Our internal control over fmancial reporting is process designed to provide reasonable assurance regarding the

reliability of fmancial reporting and the preparation of financial statements for external purposes in accordance with generally

accepted accounting principles
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Under the supervision and with the participation of our management including our Chief Executive Officer and our

Chief Financial Officer we conducted an evaluation of the effectiveness of our internal control over fmancial reporting as of

December 31 2009 According to the guidelines established by Internal ControlIntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission one or more material weaknesses renders

companys internal control over financial reporting ineffective Based on this evaluation we have concluded that our internal

control over fmancial reporting was effective as of December 31 2009

This amiual report does not include an attestation report of the Companys registered public accounting firm

regarding internal control over fmancial reporting Managements report was not subject to attestation by the Companys
registered public accounting firm pursuant to temporary rules of the Securities and Exchange Commission that permit the

Company to provide only managements report in this annual report

Changes in Internal Control Over Financial Reporting

There was no change in our internal control over fmancial reporting during the most recent fiscal quarter that has

materially affected or is reasonably likely to materially affect our internal control over fmancial reporting

ITEM 9B Other Information

Not Applicable

PART III

ITEM 10 Directors Executive Officers and Corporate Governance

The following table sets forth certain information regarding our executive officers

Name Age Positions Held

Terry Bateman 53 President and Chief Executive Officer

Kendra Berger 43 Chief Financial Officer

Ken Keymer 61 Chief Operating Officer

Peter Boylan III 47 Executive Vice President of Sales

Nick Glassman 36 Executive Vice President of Programming and Technology

As of March 31 2010

The following biographical information is furnished with respect to our other executive officers

Terry Bateman was appointed our President and Chief Executive Officer in February 2009 and has served on our

Board of Directors since November 2008 Mr Bateman has nearly 30 years executive experience in developing growing

managing and selling businesses Mr Bateman has been personal investor in Red Zone Capital from 2006 to the present

and in connection with that investment activity served as CEO of Dick Clark Productions television production company
from June 2007 to February 2008 Prior to that Mr Bateman served as interim Chief Marketing Officer of the Washington

Redskins professional football team from September 2006 to June 2007 From September 2005 to September 2006 Mr
Bateman served as President and Chief Executive Officer at Barton Cotton Inc provider of integrated direct marketing

fundraising services to non-profit organizations and prior to that served as its Executive Vice President of Fundraising

beginning in 1998 He was President of Snyder Communications Marketing Services Division between 1994 and 1997

Mir Bateman was Executive Vice President Vice President and Director of Whittle Communications between 1981

and 1994 having begun his career in marketing with The Gillette Company between 1979 and 1981 Mr Bateman holds

B.S in Economics from the University of Tennessee In January 2010 Mr Bateman announced his intention to resign as

CEO Mr Bateman will remain active on the Board of Directors and be involved in fmding his replacement which we expect

will be completed in the second quarter of 2010
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Kendra Berger was appointed our Chief Financial Officer and Secretary in August 2006 Ms Berger served on our

Board of Directors and as Chairperson of our Audit Committee from July 2005 until August 2006 From May 2005 until

August 2006 Ms Berger was the Executive Director of Finance and Controller of Nventa Biopharmaceuticals Corporation

Prior to that from April 2001 until May 2005 she was the Vice President Finance and Controller of Discovery Partners

International Inc Both Nventa Biopharmaceuticals and Discovery Partners International were publicly traded

biopharmaceutical companies Prior to joining Discovery Partners International in 2001 Ms Berger was the Chief Financial

Officer of our company She is licensed CPA

Ken Keymer was appointed our Chief Operating Officer in July 2009 and served on our Board of Directors from

November 2008 until July 2009 Mr Keymer has nearly 30 years of experience as an executive in large restaurant chain

operations He previously served as CEO of VICORP Restaurants between April 2007 and May 2008 where he oversaw the

operations of 390 restaurants under the Bakers Square and Village Inn brand names two commissaries and dessert

manufacturing operation He led senior executive team in developing sales- and profit-enhancing menu initiatives and

prototype designs successfully reducing losses and improving profitability He had served as member of VICORPs Board

of Directors since July 2005 before additionally becoming CEO at the request of the Board of Directors and investors Mr
Keymer served as CEO of 1800-unit AFC Enterprises between September 2005 and May 2007 having been President of that

publicly traded companys Popeyes Chicken and Biscuits business segment between June 2004 and September 2005 In those

capacities he was instrumental in enhancing relations with the investment community achieving new unit growth of

approximately 10% per year broadening the menu and leading the company through the crisis of Hurricane Katrina which

severely impacted one of its most important geographic regions In the 1984 through 1986 period he had been Vice

President of Popeyes Prior to June 2004 he was President Co-CEO and Board member of Noodles Company President

COO and Board member of Sonic Corporation and its subsidiaries Executive Vice President of Perkins Family Restaurants

Senior Vice President of Boston Chicken Vice President of Taco Bell Corporation V.P Operations and Human Resources

with Sambos Restaurants and Director of Human Resources for Hardees Food Systems Prior to beginning his foodservice

career in 1979 he held positions with the Office of the Chief of Naval Operations and the Defense Intelligence Agency He

holds an M.S.A in Information Technology from George Washington University and B.S in Engineering from the U.S
Naval Academy

Peter Boylan III was appointed our Executive Vice President of Sales in July 2008 Prior to joining our company
Mr Boylan served as Vice President of Sales from April 2007 to June 2008 and Director of Business Development from May
2005 to April 2007 at EMN8 Inc software company serving the restaurant industry Between 1995 and May 2005 Mr
Boylan was employed by The Coca-Cola Company where he held increasingly responsible executive positions most

recently serving as Director National Sales Travel Team from December 2004 to May 2005 and Sr National Account

Executive from August 2001 to December 2004 Mr Boylan has over 17 years of sales marketing and operational

experience in the hospitality and foodservice industry Mr Boylan is also veteran of the U.S Army where he served with

the 101st and 82nd Airborne Divisions He earned an MBA from Wake Forest Universitys Babcock Graduate School of

Management and Bachelor of Science degree in Aerospace Engineering from the U.S Military Academy at West Point

Nick Glassman was appointed Executive Vice President Programming Technology in April 2009 following our

acquisition of substantially all the assets of iSports Inc company he founded in 2008 His 15-year career has focused on

creating advanced user experiences out of emerging technology with focus on wireless Prior to founding iSports Mr
Glassman was Co-Founder VP of Product Development of Transpera provider of web videos for mobile phones from

2007 until 2008 Previous to co-founding Transpera from 2004 until 2007 he served as the Executive Producer of

Qualcomms MediaFLO USA Inc responsible for managing the design integration and launch of mobile video

broadcasting services for FOX CBS NBC ESPN MTV Comedy Central and Nickelodeon on Verizon and ATT Priorto

2004 he also managed consumer applications at PacketVideo provider of streaming audio and video over wireless

networks and previously held senior positions at Excite Inc Moxi Digital and Silicon Graphics He began his career in

1996 at Pixar Animation Studios working on the groundbreaking Toy Story feature release

Additional information responsive to Part III Item 10 will be included in our proxy statement relating to our 2010

annual meeting of stockholders to be filed by us with the Securities and Exchange Commission no later than 120 days after

the close of our fiscal year ended December 31 2009 the Proxy Statement including under the captions entitled Election

of Directors Executive Officers and Section 16a Beneficial Ownership Reporting Compliance and is incorporated

herein by reference
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ITEM 11 Executive Compensation

Information responsive to Part III Item 11 will be included in the Proxy Statement under the captions entitled

Executive Compensation and Compensation of Directors and is incorporated herein by reference

ITEM 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Information responsive to Part III Item 12 will be included in the Proxy Statement under the captions entitled

Security Ownership of Certain Beneficial Owners and Management Equity Compensation Plan Information and

Compensation of Directors and is incorporated herein by reference

ITEM 13 Certain Relationships and Related Transactions and Director Independence

Information concerning certain relationships and related transactions will be included in the Proxy Statement under

the captions entitled Certain Relationships and Related Transactions and Company Policy Regarding Related Party

Transactions and is incorporated herein by reference Information concerning director independence will be included in the

Proxy Statement under the heading Election of Directors and is incorporated herein by reference

ITEM 14 Principal Accounting Fees and Services

Information responsive to Part III Item 14 will be included in the Proxy Statement under the caption entitled

Principal Accounting FirmFees and is incorporated herein by reference

PART IV

ITEM 15 Exhibits Consolidated Financial Statement Schedules

The following documents are filed as part of this report

Consolidated Financial Statements and Schedule The consolidated fmancial statements and schedule of the

Company and its consolidated subsidiaries are set forth in the Index to Consolidated Financial Statements and Schedule on

page F-i

Exhibits The following exhibits are filed as part of this report

32



INDEX TO EXHIBITS

Exhibit Description

2.1 Asset Purchase Agreement dated May 11 2009 between NTN Buzztime Inc and Instant Access Media LLC 13

2.2 Asset Purchase Agreement dated April 24 2009 between NTN Buzztime Inc and iSports Inc.l

3.1 Amended and Restated Certificate of Incorporation of the Company as amended

3.2 Certificate of Designations Rights and Preferences of Series Convertible Preferred Stock

3.3 Bylaws of the Company as amended

4.1 Specimen Common Stock Certificate 12

4.2 Form of Common Stock Purchase Warrant issued on January 30 2004 by and between Roth Capital Partners LLC

and the Company 10

4.3 Form of Common Stock Purchase Warrant issued on April 24 2009 by and between NTN Buzztime Inc and

iSports Inc

4.4 Form of Common Stock Purchase Warrant issued on May 11 2009 by and between NTN Buzztime Inc and Instant

Access Media LLC

4.5 Registration Rights Agreement dated as of May 11 2009 by and between the Company and Instant Access Media

LLC et al 13

10.1 Securities Purchase Agreement dated as of May 11 2009 by and between the Company and certain creditors and

members of Instant Access Media LLC 13

10.2 2004 Performance Incentive Plan 15

10.3 Office Lease dated July 17 2000 by and between Prentiss Properties Acquisition Partners L.P and the Company

10.4 First Amendment to Lease dated October 2005 by and between Prentiss Properties Acquisition Partners L.P

and the Company 16

10.5 Second Amendment to Lease dated as of February 16 2006 by and between Cognac Campus LLC successor to

Prentiss Properties and the Company

10.6 2009 Incentive Bonus Plan

10.7 Form of Executive Employee Incentive Stock Option Agreement under the 2004 Performance Incentive Plan

10.8 Form of Non-Executive Employee Incentive Stock Option Agreement under the 2004 Performance Incentive Plan

10.9 Form of Stock Unit Award Agreement under the 2004 Performance Incentive Plan

10.10 Form of Initial Director Stock Option Agreement under the 2004 Performance Incentive Plan

10.11 Form of Annual Director Stock Option Agreement under the 2004 Performance Incentive Plan

10.12 Summary of Non-Employee Director Compensation

10.13 Retention and Severance Agreement dated June 27 2008 by and between the Company and Kendra Berger

10.14k Form of Stock Unit Award Agreement under the 2004 Performance Incentive Plan
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10.15 Amendment to Stock Option Grants dated October 16 2008 by and between the Company and Barry Bergsman

14

10.16 Consultation Agreement dated November 18 2008 by and between the Company and Terry Bateman

10.17 Employment Agreement dated February 2009 by and between the Company and Terry Bateman 11

10.18 Separation Agreement dated February 2009 by and between the Company and Gary Arlen

10.19 Employment Agreement dated as of July 27 2009 by and between the Company Kenneth Keymer

10.20 Master Equipment Lease dated as of September 29 2009 by and between the Company and Data Sales Co

14.1 Company Code of Ethics

21.1 Subsidiaries of Registrant

23.1 Consent of Mayer Hoffman McCann P.C

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31 .2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32 Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Management Contract or Compensatory Plan

This certification is being furnished solely to accompany this report pursuant to U.S.C 1350 and is not being filed for purposes of

Section 18 of the Securities Exchange Act of 1934 as amended and is not to he incorporated herein by reference into any filing of

the Company whether made before or after the date hereof regardless of any general incorporation language in such filing

Filed herewith

Previously filed as an exhibit to NTNs report on Form lO-Q for the quarter ended June 30 2008 and incorporated herein by

reference

Previously filed as an exhibit to NTNs report on Form 10-K for the fiscal year ended December 31 2007 and incorporated herein

by reference

Previously filed as an exhibit to NTNs report on Fonn l0-Q for the quarterly period ended June 30 2007 and incorporated herein

by reference

Previously filed as an exhibit to NTNs report on Form 8-K filed on November 1997 and incorporated herein by reference

Previously filed as an exhibit to NTNs report on Form 8-K filed February 2009 and incorporated herein by reference

Previously filed as an exhibit to NTNs report on Form 10-K for the fiscal year ended December 31 2008 and incorporated herein

by reference

Previously filed as an exhibit to NTNs report on Form 10-K for the fiscal year ended December 31 2000 and incorporated herein

by reference

Previously filed as an exhibit to the registrants current report on Form 8-K filed on July 23 2009 and incorporated by reference

10 Previously filed as an exhibit to NTNs report on Form 8-K filed on January 29 2004 and incorporated herein by reference

11 Previously filed as an exhibit to NTNs report on Form 8-K filed February 2009 and incorporated herein by reference

12 Previously filed as an exhibit to NTNs registration statement on Form 8-A File No 0-19383 and incorporated by reference.

13 Previously filed as an exhibit to the registrants current report on Form 8-K filed on May 15 2009 and incorporated by reference

14 Previously filed as an exhibit to NTNs report on Form 8-K filed October 21 2008 and incorporated herein by reference

15 Previously filed as Appendix to the Definitive Proxy Statement on Schedule l4A filed by NTN on September 2004 and

incorporated herein by reference

16 Previously filed as an exhibit to NTNs report on Form 10-K/A filed on July 12 2006 and incorporated herein by reference
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SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the Registrant has duly

caused this report to be signed on its behalf by the undersigned thereunto duly authorized

NTN BUZZTIME INC

Dated March 31 2010

By /sI KENDRA BERGER

Kendra Berger

Chief Financial Officer

As Principal Financial and Accounting Officer

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed below by the

following persons on behalf of the Registrant and in the capacities and on the dates indicated

Title Date

Is TERRY BATEMAN Chief Executive Officer and Director March 312010

Terry Bateman

Is JEFF BERG

Jeff Berg

Director and Chairman of the Board March 31 2010

March 31 2010

Signature

Is MARY BETH LEWIS

Mary Beth Lewis

Is MICHAEL BUSH

Michael Bush

Director

Director

March 31 2010
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of

NTN Buzztime Inc

We have audited the accompanying consolidated balance sheets of NTN Buzztime Inc the Company as of December

31 2009 and 2008 and the related consolidated statements of operations stockholders equity and cash flows for each of the

years
then ended Our audit also included the fmancial statement schedule for each of the

years
ended December 31 2009

and 2008 listed in the Index at Item 15 These consolidated financial statements and the financial statement schedule are the

responsibility of the Companys management Our responsibility is to express an opinion on these consolidated 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 about whether the fmancial

statements are free of material misstatement The Company is not required to have nor were we engaged to perform an audit

of its internal control over financial reporting Our audit included consideration of internal control over financial reporting as

basis for designing audit procedures that are appropriate in the circumstances but not for the purpose
of expressing an

opinion on the effectiveness of the Companys internal control over fmancial reporting Accordingly we express no such

opinion An audit includes examining on test basis evidence supporting the amounts and disclosures in the financial

statements An audit also includes assessing the accounting principles used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe that our audits provide reasonable basis for

our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the consolidated

financial position of NTN Buzztime Inc as of December 31 2009 and 2008 and the consolidated results of its operations

and its cash flows for each of the years then ended in conformity with accounting principles generally accepted in the United

States of America Also in our opinion the related fmancial statement schedule referred to above presents fairly in all

material respects the information set forth therein

Is Mayer Hoffman McCann P.C

San Diego CA
March 31 2010
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NTN BUZZTIME INC AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

In thousands except par value amount

December 31
2009 2008

ASSETS

Current Assets

Cash and cash equivalents 3637 3362

Accounts receivable net of allowances of $321 and $298respectively 606 636

Investments available-for-sale Note 180 58

Prepaid expenses and other current assets 715 611

Total current assets 5138 4667

Broadcast equipment and fixed assets net 3809 3428

Software development costs net of accumulated amortization of $1 97and $1002

respectively 1374 860

Deferred costs 999 1383

Goodwill Note 1202 1032

Intangible assets net Note 1585 185

Other assets 190 107

Total assets 14297 11662

LIABILITIES AND SHAREHOLDERS EQUITY

Current Liabilities

Accounts payable 422 219

Accrued compensation Note 1075 868

Accrued expenses 788 972

Sales taxes payable 855 958

Income taxes payable 18

Obligations under capital lease current portion Note 16 300

Deferred revenue 523 657

Other current liabilities 294
________________

Total current liabilities 4257 3700

Sales taxes payable excluding current portion 128

Obligations under capital leases excluding current portion 173 32

Deferred revenue excluding current portion 82 91

Other liabilities 239 93

Total liabilities 4879 3916

Commitments and contingencies Notes 16 and 17

Shareholders Equity

Series 10% cumulative convertible preferred stock $.005 par value

$161 liquidation preference 5000 shares authorized 161 shares issued and outstanding

at December 31 2009 and December 31 2008

Common stock $005 par value 84000 shares authorized 60359 and 55727 shares

issued and outstanding at December 31 2009 and December 312008 respectively 302 277

Treasury stock at cost 503 shares at December31 2009 and December 31 2008

respectively 456 456

Additional paid-in capital 115740 113267

Accumulated deficit 106868 105351

Accumulated other comprehensive income Note 20 699

Total shareholders equity 9418 7746

Total shareholders equity and liabilities 14297 11662

See accompanying notes to consolidated financial statements
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NTN BUZZTIME INC AND SUBSIDIARIES

6460

20031

919

27410

1596

72

66
184

190

1406
95

1501

1501

7582

25488

532

33602

6106

138

73

206

5900

234
6134

332
6466

Net loss per common share basic and diluted

Loss from continuing operations

Loss from discontinued operations

Basic and diluted net loss per share 0.03

0.03 0.11

_____________ 0.01

____________ 0.12

Weighted average
shares outstanding basic and diluted 58188 55189

See accompanying notes to consolidated fmancial statements

Years Ended December 31

2009 2008

25814 27496

CONSOLIDATED STATEMENTS OF OPERATIONS

In thousands except per share amounts

Revenues

Operating expenses

Direct operating costs includes depreciation and amortization of $2274 and

$2569 respectively

Selling general and administrative

Depreciation and amortization excluding depreciation and amortization

included in direct operating costs

Total operating expenses

Operating loss

Other income expense

Interest income

Interest expense

Other income

Total other income net

Loss from continuing operations before income taxes

Provision for income taxes

Loss from continuing operations

Loss from discontinued operations net of tax

Net loss

F-3



Years Ended December 31
2009 2008

1501 6466

569 1448
122 206

691 1654

810 8120

See accompanying notes to consolidated financial statements

NTN BUZZTIME INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

In thousands

Net loss

Other comprehensive loss net of tax

Foreign currency translation adjustments Note 20
Unrealized holding gain loss on investment available-for-sale

Other comprehensive income loss

Comprehensive loss
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NTN BUZZTIME INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY
For the years ended December 31 2009 and 2008

in thousands

Series

Cumulative Accumulated

Convertible Additional Other

Preferred Stock Common Stock Paid-in Treasury Accumulated Comprehensive

Shares Amount Shares Amount Capital Stock Deficit Income Loss Total

Balance at December

31 2007 161 55640 277 112942 444$ 98870 1662 15568

Issuance of deferred

stock units 17

Issuance of stock in

lieu of dividends 70 15 15
Purchase of treasury

stock 12 12
Non-cash stock based

compensation 312 312

Accumulated other

comprehensive

income Note 20 1654 1654
Net loss

__________ 6466 _______________ 6466

Balances at December

31 2008 161 55727 277 113267 456 105351 7746

Issuance of stock in

lieu of dividends 37 15 16
Issuance of common

stock upon exercise

of stock option 176 27 28

Issuance of common

stock for the

acquisition of

iSports Inc 500 163 166

Issuance of warrants

for the acquisition of

iSports Inc 371 371

Issuance of common

stock for the

acquisition of i-am

TV 1500 442 450

Issuance of warrants

for the acquisition of

i-am TV 537 537

Sale of common stock

in private placement 2419 12 738 750

Non-cash stock based

compensation 180 180

Accumulated other

comprehensive

income Note 20 691 691

Net loss 1501 1501

Balances at December

312009 161 60359 302 115740 456$ 106868$ 699 9418

See accompanying notes to consolidated financial statements
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NTN BUZZTIME INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
In thousands

For the year ended

December 31

2009 2008

Cash flows used in provided by operating activities

Net loss 1501 6466
Loss from discontinued operations net of tax 332

Loss from continuing operations 1501 6134

Adjustments to reconcile net loss to net cash provided by operating activities

Depreciation and amortization 3193 3101

Provision for doubtful accounts 227 557

Stock-based compensation 180 312

Loss from disposition of equipment and capitalized software 267 618

Changes in assets and liabilities

Accounts receivable 181 142

Prepaid expenses and other assets 95 129

Accounts payable and accrued expenses
139 367

Income taxes payable 161 19
Deferred costs 393 199
Deferred revenue 148 296
Net cash provided by used in continuing operations 2503 2156

Discontinued operations 807
Net cash provided by used in operating activities 2503 2963

Cash flows provided by used in investing activities

Capital expenditures 1910 2160
Software development expenditures 1138 835
Trademark license 94
Deposits on broadcast equipment 28
Proceeds from sale of equipment and other assets 12

Restricted cash 51

Net cash used in investing activities by continuing operations 3170 2932
Discontinued operations

Net cash used in investing activities 3170 2925
Cash flows used in provided by financing activities

Principal payments on capital lease 155 12
Proceed from sale of common stock 750

Proceeds from exercise of options 28

Purchase of treasury stock 12
Net cash provided by used in fmancing activities by continuing operations 623 24

Net decrease in cash and cash equivalents 44 5912
Effect of exchange rate on cash 319 999
Cash and cash equivalents at beginning of year 3362 10273

Cash and cash equivalents at end of year 3637 3362

See accompanying notes to consolidated fmancial statements
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NTN BUZZTIME INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS Continued

In thousands

For the year ended

December 31

2009 2008

Supplemental disclosures of cash flow infonnation

Cash paid during the period for

Interest 63

Income taxes 223 234

Supplemental disclosure of non-cash investing and fmancing activities

Assumed obligations in connection with the acquisition of intangible assets 63

Issuance of common stock in connection with the acquisition of intangible assets 616

Issuance of warrants in connection with the acquisition of intangible assets 908

Earn-out liability in connection with the acquisition of intangible assets 188

Insurance financed through third-party 81

Unrealized holding gain loss on investments available-for-sale 122 206
Issuance of common stock in lieu of payment of dividends 16 15

Equipment acquired under capital lease 603 43

See accompanying notes to consolidated financial statements
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NTN BUZZTIME INC AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31 2009 and 2008

Organization of Company

Description ofBusiness

The Company historically has operated principally through two operating divisions Entertainment and Hospitality

The Entertainment division generates revenue primarily from the Buzztime iTV Network which distributes an interactive

promotional television game network to restaurants sports bars taverns and pubs in North America Additionally revenue is

generated through the sale of advertising for distribution via the Buzztime iTV Network

The Hospitality division which is now discontinued was historically comprised of NTN Wireless Communications

Inc NTN Wireless and NTN Software Solutions Inc Software Solutions In 2006 the Company determined that the

operation of the Hospitality division was not astrategic fit with its core business and committed to divestiture plan These

operations have been reclassified as discontinued operations from 2006 through 2008 In March 2007 the Company

completed the sale of substantially all of the assets of NTN Wireless which produced and distributed guest and server paging

systems to restaurants and other markets In October 2007 the Company sold certain intellectual property assets of Software

Solutions which developed and distributed customer management software to manage reservations and table service in

restaurants as well as provided professional help desk services and outsourced software development and support and

maintenance services The intellectual property assets were sold pursuant to an Asset Purchase Agreement and in separate

agreement with customer the Company discontinued the outsourced software development Additionally the Company

completed the wind down of its professional help desk and support and maintenance services during the third quarter of 2008

see Note 21

Basis ofAccounting Presentation

The consolidated fmaneial statements include the accounts of NTN Buzztime Inc and its wholly-owned

subsidiaries IWN Inc IWN L.P Buzztime Distribution Inc NTN Wireless Communications Inc NTN Software

Solutions Inc NTN Canada Inc and NTN Buzztime Ltd Unless otherwise indicated references to NTN we us
and our include the Company and its consolidated subsidiaries

IWN Inc and IWN L.P are dormant subsidiaries As of December 31 2006 the Companys Hospitality division

was classified as discontinued operations in accordance with the provisions of Financial Accounting Standards Board

FASB Accounting Standards Codification ASC No 360 Property Plant and Equipment see Note 21 The

operating results for these businesses have been separately classified and reported as discontinued operations in the

consolidated fmancial statements

Reclassflcations

Certain reclassifications have been made to the consolidated balance sheet and statement of operations for the year

ended December 31 2008 to conform to the 2009 presentation

Summary of Significant Accounting Policies and Estimates

ConsolidationThe Companys consolidated fmancial statements have been prepared in accordance with

accounting principles generally accepted in the United States GAAP All significant intercompany balances and

transactions have been eliminated in consolidation

Use of EstimatesPreparing the Companys consolidated financial statements requires it to make estimates and

judgments that affect the reported amounts of assets liabilities revenues and expenses and related disclosure of contingent

assets and liabilities On an ongoing basis the Company evaluates its estimates including those related to deferred costs and

revenues depreciation of broadcast equipment allowance for doubtful accounts investments stock-based compensation

assumptions impairment of software development costs intangible assets and goodwill and broadcast equipment

contingencies including the reserve for sales tax inquiries the provision for income taxes including the valuation allowance

and purchase price allocations related to acquisitions The Company bases its estimates on historical experience and on

various other assumptions that it believes are reasonable under the circumstances the results of which form the basis for

making judgments about significant carrying values of assets and liabilities that are not readily apparent from other sources

Actual results may differ materially from these estimates
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Cash and Cash EquivalentsASC No 230 Statement of Cash Flows defmes cash and cash equivalents as any

short-term highly liquid investment that is both readily convertible to known amounts of cash and so near their maturity that

they present insignificant risk of changes in value because of changes in interest rates For the purpose
of financial statement

presentation the Company has applied the provisions of ASC No 230 as it considers all highly liquid investment

instruments with original maturities of three months or less or any investment redeemable without penalty or loss of interest

to be cash equivalents

Capital ResourcesThe Company is dependent upon cash on hand and cash flow from operations to meet its

liquidity needs The Company believes existing cash and cash equivalents together with funds generated from operations

will be sufficient to meet its operating cash requirements for at least the next 12 months The Company currently has no debt

obligations other than capital leases It is the Companys intention to continuing entering into capital lease facilities for

certain equipment requirements when economically advantageous In the event that net cash provided by operating activities

and cash on hand are not sufficient to meet future cash requirements the Company may be required to reduce planned capital

expenses reduce operational cash uses sell assets or seek fmancing Any actions the Company may undertake to reduce

planned capital purchases further reduce expenses or generate proceeds from the sale of assets may be insufficient to cover

shortfalls in available funds If the Company requires additional capital it may be unable to secure additional fmancing on

terms that are acceptable to the Company or at all

Allowance for Doubtful AccountsThe Company maintains allowances for doubtful accounts for estimated losses

resulting from nonpayment by its customers The Company reserves for all accounts that have been suspended or terminated

from its Buzztime iTV Network services and auto debits customers with balances that are greater than 60 days past due The

Company analyzes historical collection trends customer concentrations and creditworthiness economic trends and

anticipated changes in customer payment patterns when evaluating the adequacy of its allowance for doubtful accounts for

specific and general risks Additional reserves may also be established if specific customers balances are identified as

potentially uncollectible If the financial condition of its customers were to deteriorate resulting in an impairment of their

ability to make payments additional allowances may be required

Broadcast Equipment and Fixed AssetsBroadcast equipment and fixed assets are recorded at cost Equipment

under capital leases is recorded at the present value of future minimum lease payments Depreciation of broadcast equipment

and fixed assets is computed using the straight-line method over the estimated useful lives of the assets Depreciation of

leasehold improvements and fixed assets under capital leases is computed using the straight-line method over the shorter of

the estimated useful lives of the assets or the lease period

The Company incurs relatively significant level of depreciation expense in relation to its operating income The

amount of depreciation expense in any fiscal year is largely related to the estimated life of handheld wireless Playmaker

devices and associated electronics and the computers located at its customers sites The Playmakers are depreciated over

seven-year life and the associated electronics and computers are depreciated over two to four years The depreciable life of

these assets was determined based on the shorter of the contractual capital lease period or their estimated useful life which

considers anticipated technology changes The Company determined that the useful life of Playmakers purchased after June

2009 increased from four to seven years This increase is the result of superior digital technology used in the current

Playmakers The impact of this change is immaterial to the 2009 results of operations If its Playmakers and associated

electronics and computers turn out to have longer average lives than estimated the Companys depreciation expense
would

be significantly reduced in those future periods Conversely if the Playmakers and associated electronics and the computers

turn out to have shorter average lives than estimated the Companys depreciation expense
would be significantly increased in

those future periods

InvestmentsASC No 320 Investments Debt and Equity Securities provides guidance on determining when an

investment is other-than-temporarily impaired Investments are reviewed quarterly for indicators of other-than-temporary

impairment This determination requires significant judgment In making this judgment the Company employs systematic

methodology that considers available quantitative and qualitative evidence in evaluating potential impairment of its

investments If the cost of an investment exceeds its fair value the Company evaluates among other factors general market

conditions the duration and extent to which the fair value is less than cost and its intent and ability to hold the investment

The Company also considers specific adverse conditions related to the financial health and business outlook of the investee

including industry and sector performance changes in technology operational and fmancing cash flow factors and rating

agency actions Once decline in fair value is determined to be other-than-temporary an impainnent charge is recorded and

new cost basis in the investment is established If market industry and/or investor conditions deteriorate the Company may

incur future impairments
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Goodwill and Other Intangible AssetsGoodwill represents the excess of costs over fair value of assets of

businesses acquired Goodwill and intangible assets acquired in purchase combination determined to have an indefmite

useful life are not amortized but instead are tested for impairment at least annually in accordance with the provisions of ASC

No 350 Intangibles Goodwill and Other ASC No 350 also requires that intangible assets with estimable useful lives be

amortized over their respective estimated useful lives to their estimated residual values and reviewed for impairment in

accordance with ASC No 360 Properly Plant and Equipment

In accordance with ASC No 360 the Company assesses potential impairments of its long-lived assets whenever

events or changes in circumstances indicate the assets carrying value may not be recoverable An impairment loss would be

recognized when the carrying amount of long-lived asset or asset group is not recoverable and exceeds its fair value The

carrying amount of long-lived asset or asset group is not recoverable if it exceeds the sum of the undiscounted cash flows

expected to result from the use and eventual disposition of the asset or asset group

The Company has performed its annual test for goodwill impairment by calculating the fair value for NTN Canada

Inc as of September 30 2009 The valuation methods employed to determine the fair value for NTN Canada Inc at

September 30 2009 were the market approachguideline company method the market approachguideline

transaction method and the income approachdiscounted cash flow method

Management considers market conditions new product offerings pricing and selling strategies revenue growth

rates and additional investment needed to achieve these growth rates The Company believes the projections are reasonable

based on existing operations and prospective business opportunities The resulting indicated value from each approach is

weighted equally and added to interest bearing debt to arrive at the indicated fair market value of the invested capital The

resulting value is compared against the carrying value of equity after interest bearing debt to determine impairment As

result of the annual test the Company determined that there were no indications of impairment as of September 30 2009

The Company considered the need to perform an additional test of goodwill of its Canadian business as of December 31

2009 but determined that the overall health of the underlying Canadian business has remained stable since the September 30

2009 valuation

Assessments of Functional CurrenciesThe United States dollar is the Companys functional currency except for

its operations in Canada where the functional currency is the Canadian dollar In 2008 the Company ceased its operations in

the United Kingdom Prior to that the British pound was the functional currency for operations in that entity The fmancial

position and results of operations of the Companys foreign subsidiaries are measured using the foreign subsidiarys local

currency as the functional currency In accordance with ASC No 830 Foreign Currency Matters revenues and expenses of

its subsidiaries have been translated into U.S dollars at weighted average exchange rates prevailing during the period Assets

and liabilities have been translated at the rates of exchange on the balance sheet date The resulting translation gain and loss

adjustments are recorded as separate component of shareholders equity unless there is sale or complete liquidation of the

underlying foreign investments Transaction gains and losses that arise from exchange rate fluctuations on transactions

denominated in currency
other than the functional currency are included in the results of operations as incurred For the

year
ended December 31 2009 the Company recorded $49000 in foreign currency transaction gains due to settlements of

intercompany transactions and re-measurement of intercompany balances with its Canadian subsidiary which are included in

other income in the accompanying statements of operations Fluctuations in the rate of exchange between the U.S dollar and

Canadian dollar may affect the Companys results of operations and period-to-period comparisons of its operating results

The Company does not currently engage in hedging or similar transactions to reduce these risks For the year
ended

December 31 2009 the net impact to the Companys results of operations from the effect of exchange rate fluctuations was

immaterial when compared to the exchange rates for the year ended December 31 2008

Purchase Accounting The Company accounts for acquisitions pursuant to ASC No 805 Business Combinations

The Company records all acquired tangible and intangible assets and all assumed liabilities based upon their estimated fair

values The purchase price allocation for the asset acquisitions of iSports and i-am TV are fmal as of December 31 2009

Revenue RecognitionThe Company recognizes revenue from recurring service fees earned from its Network

subscribers advertising revenues and distribution and licensing fees from its Buzztime-branded content and related

technology to interactive consumer platforms To the extent its arrangements contain multiple deliverables the Company

evaluates the criteria in ASC No 605 Revenue Recognition to determine whether such deliverables represent separate units

of accounting In order to be considered separate unit of accounting the delivered items in an arrangement must have stand

alone value to the customer and objective and reliable evidence of fair value must exist for any undelivered elements The

Companys arrangements for the transmission of the Buzztime iTV Network contain two deliverables the installation of its

equipment and the transmission of its network content for which the Company receives monthly subscription fees As the

installation deliverable does not have stand-alone value to the customer it does not represent separate unit of accounting
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and therefore all installation fees received are deferred and recognized as revenue on straight-line basis over the estimated

life of the customer relationship As result installation fees not recognized in revenue have been recorded as deferred

revenue in the accompanying consolidated balance sheets

In addition the direct expenses of the installation commissions setup and training are being deferred and amortized

on straight-line basis and are classified as deferred costs on the accompanying consolidated balance sheets The

amortization period approximates the estimated life of the customer relationship for deferred direct costs that are of an

amount that is less than or equal to the deferred revenue for the related contract For costs that exceed the deferred revenue

the amortization period is the initial term of the contract in accordance with ASC No 605 which is generally one year

Advertising and royalty revenues are recognized when all material services or conditions relating to the transaction

have been performed or satisfied

Software Development CostsThe Company capitalizes costs related to the development of certain software

products for the Entertainment Division in accordance with ASC No 350 Amortization expense relating to capitalized

software development costs totaled $370000 and $366000 for the
years

ended December 31 2009 and 2008 respectively

As of December 31 2009 and 2008 approximately $554000 and $404000 respectively of capitalized software costs were

not subject to amortization as the development of various software projects was not complete

The Company performed its animal review of software development projects for the year ended December 31 2009
and determined to abandon various software development projects that it determined were no longer current strategic fit or

for which the Company determined that the marketability of the content had decreased due to obtaining additional

information regarding the specific industry for which the content was intended As result an impairment loss of $256000

was recognized which is included in selling general and administrative expenses An impairment of $503000 was

recognized for the year ended December 31 2008

Advertising CostsMarketing-related advertising costs are expensed as incurred and amounted to $5000 and

$172000 in the
years ended December 31 2009 and 2008 respectively and are included in selling general and

administrative expenses in the accompanying consolidated statements of operations

Shipping and Handling CostsShipping and handling costs are included in direct operating costs in the

accompanying consolidated statements of operations and are expensed as incurred

Stock-Based Compensation The Company estimates the fair value of its stock options using Black-Scholes

option pricing model consistent with the provisions of ASC No 718 Compensation Stock Compensation The fair value of

stock options granted is recognized to expense over the requisite service period Stock-based compensation expense for all

share-based payment awards is recognized using the straight-line single-option method Stock-based compensation expense is

reported as selling general and administrative based upon the departments to which substantially all of the associated

employees report

Income TesIncome taxes are accounted for under the asset and liability method Deferred tax assets and

liabilities are recognized for the future tax consequences attributable to differences between the fmancial statement carrying

amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit carryforwards

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in

which those temporary differences are expected to be recovered or settled The effect on deferred tax assets and liabilities of

change in tax rates is recognized in income in the period that includes the enactment date Deferred tax assets are reduced by

valuation allowance when in the opinion of management it is more likely than not that some portion or all of the deferred

tax assets will not be realized

ASC No 740 Income Taxes defmes the threshold for recognizing the benefits of tax return positions in the

financial statements as more-likely-than-not to be sustained by the taxing authority tax position that meets the more
likely-than-not criterion shall be measured at the largest amount of benefit that is more than 50% likely of being realized

upon ultimate settlement The Company reviewed its tax positions and determined that an adjustment to the tax provision is

not considered
necessary nor is reserve for income taxes required
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Earnings Per ShareBasic and diluted loss per common share have been computed by dividing the losses

applicable to common stock by the weighted average number of common shares outstanding The Companys basic and fully

diluted EPS calculation are the same since the increased number of shares that would be included in the diluted calculation

from assumed exercise of common stock equivalents would be anti-dilutive to the net loss in each of the years shown in the

consolidated financial statements

Recent Accounting Pronouncements

In December 2007 the FASB issued transition guidance ASC No 805-10-65-1 Business Combinations Overall

Transition Related to SFAS No 141 revised 2007 Business Combinations SFAS 141R and SFAS No 160

Noncontrolling Interests in Consolidated Financial Statements an amendment of Accounting Review Bulletin ARB No

51 SFAS 160 the provisions of which have been incorporated in ASC No 805-10 Business Combinations Overall and

ASC No 805-20 Business Combinations Identflable Assets and Liabilities and Any Noncontrolling Interest Among the

more significant changes ASC No 805-10 expands the defmition of business and business combination requires the

acquirer to recognize the assets acquired liabilities assumed and noncontrolling interests including goodwill measured at

fair value at the acquisition date requires acquisition-related expenses
and restructuring costs to be recognized separately

from the business combination requires assets acquired and liabilities assumed from contractual and non-contractual

contingencies to be recognized at their acquisition-date
fair values with subsequent changes recognized in earnings and

requires in-process research and development to be capitalized at fair value as an indefinite-lived intangible asset ASC No

805-20 changed the accounting and reporting for minority interests reporting them as equity separate from the parent entitys

equity as well as requiring expanded disclosures ASC No 805-10 and ASC No 805-20 are effective for financial statements

issued for fiscal years beginning after December 15 2008 The Company adopted ASC No 805-10 and ASC No 805-20 and

applied the provisions
of the guidance to the asset acquisitions completed during 2009

In April 2008 the FASB issued ASC No 350 Intangibles Goodwill and Other ASC No 350-30-65 Transition

and Open Effective Date Information ASC No 350-30-65 and formerly referred to as FSP FAS 142-3 This update

amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful

life of recognized intangible ASC No 350-30-65 is effective for fiscal years beginning after December 15 2008 and

interim periods within those fiscal years The guidance in this ASC No 350-30-65 for determining the useful life of

recognized intangible is to be applied prospectively to intangible assets acquired after the effective date The disclosure

requirements of ASC No 350-30-65 however will be applied prospectively to all intangible assets recognized
in the

Companys financial statements as of the effective date The adoption of ASC No 350-30-65 did not have material impact

on the Companys consolidated financial statements

In April 2009 the FASB issued transition guidance ASC No 320-10-65-1 Transition Related to FSP SFAS No

115-2 and SFAS No 124-2 Recognition and Presentation of Other-Than-Temporal Impairments the provisions
of which

have been incorporated in ASC No 320-10-35 Investments Debt and Equity Securities Overall Subsequent

Measurement and ASC No 320-10-50 Investments Debt and Equity Securities Overall Disclosure The objective of an

other-than-temporary impairment analysis under existing GAAP is to determine whether the holder of an investment in debt

or equity security for which changes in fair value are not regularly recognized in earnings such as securities classified as

held-to-maturity or available-for-sale should recognize loss in earnings when the investment is impaired An investment is

impaired if the fair value of the investment is less than its amortized cost basis ASC No 320-10-35 and ASC No 320-10-50

amend the other-than-temporary impairment guidance in GAAP for debt securities to make the guidance more operational

and to improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in the

fmancial statements ASC No 320-10-35 and ASC No 320-10-50 do not amend existing recognition and measurement

guidance related to other-than-temporary impairments of equity securities This guidance is effective for interim and annual

periods ending after June 15 2009 In response to this guidance in April 2009 the SEC published ASC No 320-10-S99-1

Investments Debt and Equity Securities Overall SEC Materials Staff Accounting Bulletin SAB Topic 5M Other

than Temporary Impairment of Certain Investments in Equity Securities ASC No 320-l0-S99-1 maintains the staffs

previous views related to equity securities and excludes debt securities from its scope The Company adopted this standard

effective April 2009 the results of which are disclosed in Note Fair Value of Financial Instruments

In May 2009 the FASB issued ASC No 855 Subsequent Events The objective of this guidance is to establish

general standards of accounting for and disclosure of events that occur after the balance sheet date but before financial

statements are issued or are available to be issued In particular this guidance sets forth

The period after the balance sheet date during which management of reporting entity should evaluate

events or transactions that may occur for potential recognition or disclosure in the fmancial statements
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The circumstances under which an entity should recognize events or transactions occurring after the

balance sheet date in its financial statements and

The disclosures that an entity should make about events or transactions that occurred after the balance sheet

date

In accordance with this guidance an entity should apply the requirements to interim or annual financial periods
ending after June 15 2009 The adoption of this update did not have material impact on the Companys consolidated
financial statements

In June 2009 the FASB issued transition guidance ASC No 105-10-65-I Transition Related to SFAS No 168 The
FASB Accounting Standards CodflcationTM and the Hierarchy of Generally Accepted Accounting Principles the guidance of
which was incorporated in ASC No 105 Generally Accepted Accounting Principles GAAP The FASB Accounting
Standards CodificationTM Codification has become the source of authoritative GAAP recognized by the FASB to be

applied by nongovernmental entities Rules and interpretive releases of the SEC under authority of federal securities laws are
also sources of authoritative GAAP for SEC registrants On the effective date of this guidance the Codification superseded
all then-existing non-SEC accounting and reporting standards All other non-grandfathered non-SEC accounting literature

not included in the Codification became nonauthoritative This guidance is effective for financial statements issued for

interim and annual periods ending after September 15 2009 The Company adopted this standard effective July 2009 and
has incorporated the current codification in this report The adoption of this standard did not have material impact on the

Companys fmancial statements

In August 2009 the FASB issued an accounting standards update to ASC No 820 Fair Value Measurements and
Disclosures This update provides clarification that in circumstances in which quoted price in an active market for the
identical liability is not available reporting entity is required to measure fair value using one or more of the following

techniques

valuation technique that uses the quoted price of the identical liability when traded as an asset or the

quoted prices for similar liabilities when traded as assets and

Another valuation technique that is consistent with the principles of Topic 820

This update also clarifies that when estimating the fair value of liability reporting entity is not required to

include separate input or adjustment to other inputs relating to the existence of restriction that prevents the transfer of the

liability Additionally this update clarifies that both quoted price in an active market for the identical liability at the
measurement date and the quoted price for the identical liability when traded as an asset in an active market when no
adjustments to the quoted price of the asset are required are Level fair value measurements This update was effective for

the first reporting period beginning after issuance the Companys interim period ended September 30 2009 The adoption
of this update did not have material impact on the Companys consolidated financial statements

In September 2009 the FASB issued an accounting standards update to ASC No 740 Income Taxes This update
addresses the need for additional implementation guidance on accounting for uncertainties in income taxes specifically
whether income tax paid to an entity is attributable to the entity or its owners what constitutes tax position for pass-
through entity or tax-exempt entity and how to apply the uncertainty in income taxes when group of related entities

comprise both taxable and nontaxable entities This update also eliminates certain disclosures for nonpublic entities Since the

Company currently applies the standards for accounting for uncertainty in income taxes this update was effective for

financial statements issued for interim and annual periods ending after September 15 2009 the Companys interim period
ended September 30 2009 The adoption of this update did not have material impact on the Companys consolidated
fmancial statements

In October 2009 the FASB issued an accounting standards update to ASC No 605-25 Revenue Recognition
Multiple-Element Arrangements The purpose of this update is to amend the criteria used for separating consideration in

multiple-deliverable arrangements In particular the amendment
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Establishes selling price hierarchy for determining the selling price of deliverable replaces the term

fair value in the revenue allocation guidance with selling price to clarify that the allocation of revenue

is based on entity-specific assumptions rather than assumptions of marketplace participant

Eliminates using the residual method of allocation and requires that the arrangement consideration be

allocated at the inception of the arrangement to all deliverables using the relative selling price method and

Requires that the best estimate of selling price is determined in manner that is consistent with that used

to determine the price to sell the deliverable on standalone basis

The amendments in this update will be effective prospectively for revenue arrangements entered into or materially

modified in fiscal years beginning on or after June 15 2010 which will be the Companys 2011 fiscal year Early adoption is

permitted If adopted early the Company would be required to apply the amendments retrospectively from the beginning of

the fiscal year of adoption The Company does not intend to adopt the amendments early The Company does not anticipate

that the adoption of this amendment will have material impact on the Companys consolidated financial statements

In October 2009 the FASB issued an accounting standards update to ASC No 985 Software The purpose of this

update is to change the accounting model for revenue arrangements that include both tangible products and software

elements Tangible products containing software components and nonsofiware components that function together to deliver

the tangible products essential functionality are no longer within the scope of the software revenue guidance in Subtopic

98 5-605 In addition this update requires that hardware components of tangible product containing software components

always be excluded from the software revenue guidance In addition the update provides guidance on how vendor should

allocate arrangement consideration to deliverables in an arrangement that includes both tangible products and software The

amendments in this update will be effective prospectively for revenue arrangements entered into or materially modified in

fiscal years beginning on or after June 15 2010 which will be the Companys 2011 fiscal year Early adoption is permitted

If adopted early the Company would be required to apply the amendments retrospectively from the beginning of the fiscal

year
of adoption The Company does not intend to adopt the amendments early The Company does not anticipate that the

adoption of this amendment will have material impact on the Companys consolidated financial statements

Acquisitions

iSports Acquisition

On April 24 2009 the Company entered into an asset purchase agreement with iSports Inc California

corporation iSports was provider of mobile sports scores news and interactive gameplay Pursuant to the terms of the

agreement in consideration for the acquired assets the Company issued five hundred thousand 500000 unregistered

shares of the Companys con-imon stock ii warrant to purchase one million 1000000 shares of unregistered common

stock with an exercise price of $0.30 per share and iii warrant to purchase five hundred thousand 500000 shares of

unregistered common stock with an exercise price of $0.50 per share In addition if certain business conditions are satisfied

in each of calendar years 2009 2010 and 2011 the Company would be required to pay as additional consideration 35% of the

amount by which the Companys net media revenues as defined in the Asset Purchase Agreement for such years exceed

specified threshold amounts The agreement also contains customary representations warranties and covenants

The total value assigned to the transaction including liabilities assumed was calculated as $599000 The purchase

price of $599000 was comprised of $371000 in warrants to purchase shares of unregistered common stock of the Company

$166000 in unregistered shares of common stock of the Company and approximately $62000 in assumed liabilities See

Note 12 Common Stock Options Deferred Stock Units and Warrants for the assumptions used to value the warrants

associated with this acquisition

The acquired assets will be used by the Company to accelerate the development of its mobile gaming platform

Following the closing the Company employed co-founder of iSports Inc as the Companys Executive Vice President of

Programming and Technology
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The Company accounted for the acquisition pursuant to ASC No 805 Business Combinations Accordingly it

recorded net assets and liabilities acquired at their fair values The purchase price allocation amounts reflected in the

Companys fmancial statements are fmal as of December 31 2009 The purchase price allocation was as follows

Intangible assets acquired technology 599000

Total assets 599000

Accounts payable 62000

Total liabilities 62000

Purchase price allocated to assets and liabilities acquired 537000

The purchase price may be increased if certain thresholds of net media revenues are exceeded in calendar years 2010

and 2011 The thresholds of net media revenues were not exceeded in 2009 and the Company does not estimate that they

will be met in the future In the event the thresholds are met the purchase price allocation will be adjusted and reflected in

current earnings in the period that the additional purchase price amount is earned

As result of the iSports acquisition the impact to revenue and net loss for the 12 months ended December 30 2009

was immaterial Because there was no continuity of iSports operations after the acquisition date the Company has

determined that the proforma revenue and net loss information for 2008 and 2009 generally required by ASC No 805 would

not be meaningful and may be misleading The Company has therefore omitted these disclosures from the financial

statements

i-am TVAcquisition

On May 11 2009 the Company entered into an asset purchase agreement the i-am TV Agreement through

which it acquired certain assets of i-am TV from Instant Access Media LLC i-am TV had been in the business of

providing programming and advertising to hospitality venues located in the top 15 designated market areas throughout the

United States The transaction included the acquisition of approximately 1400 flat panel television screens installed in 368

locations as well as the related communication equipment Pursuant to the terms of the i-am TV Agreement in consideration

for the acquired assets the Company issued one million five hundred thousand 1500000 unregistered shares of the

Companys common stock ii warrants to purchase one million 1000000 shares of unregistered common stock with an

exercise price of $0.50 per share iii warrants to purchase one million 1000000 shares of unregistered common stock

with an exercise price of $1.00 per share and iv warrants to purchase one million 1000000 shares of unregistered

common stock with an exercise price of $1.50 per share In addition the Company has agreed to provide future eamout

consideration the Earnout in calendar years
2010 through 2012 based on net advertising revenues as defmed in the i-am

TV Agreement The Eamout will be calculated as the product of the total net advertising revenues for the Company

multiplied by the percentage of qualifying venues that have converted from i-am TV to the Companys Buzztime iTV

Network in relation to the total population of Buzztime iTV Network subscribers The i-am TV Agreement also contained

customary representations warranties and covenants

The total value assigned to the transaction including liabilities assumed was calculated as $1176000 The

purchase price of $1176000 was comprised of $537000 in warrants to purchase shares of unregistered common stock of the

Company $450000 in unregistered shares of common stock of the Company $188000 of contingent consideration in the

form of an earnout and approximately $1000 in assumed liabilities See Note 12 Common Stock Options Deferred Stock

Units and Warrants for the assumptions used to value the warrants associated with this acquisition

The Company also entered into an agreement with certain investors in Instant Access Media LLC whereby they

purchased 2419355 shares of the Companys common stock in private placement raising $750000 in additional working

capital

F-i



The Company accounted for the acquisition pursuant to ASC No 805 Accordingly it recorded net assets and

liabilities acquired at their fair values The fair value calculations are based on certain assumptions including the number of

i-am TV sites that will be converted to Buzztime customers and the incremental cash flows to the Company from those sites

The purchase price allocation amounts reflected in the Companys fmancial statements are fmal as of December 31 2009

The purchase price allocation was as follows

Intangible assets customer relationships advertising 302000

Intangible assets customer relationships subscription 874000

Total assets 1176000

Accounts payable 1000
i-am TV eamout long term liabilities 188000

Total liabilities 189000
Purchase price allocated to assets and liabilities acquired 987000

The purchase price may be increased or decreased if net advertising revenues for the Company deviate from

estimations in calendar years 2010 2011 and 2012 In that event the purchase price allocation will be adjusted and reflected

in current earnings in the period that the adjustment becomes necessary

As result of the i-am TV acquisition the Company recognized approximately $315000 of advertising revenue

resulting from the continuation of contract relationships with certain legacy i-am TV advertising customers Additionally

based on the sales efforts of the Company to convert approximately 110 legacy i-am TV customers to the Buzztime platform

the Company recognized an additional $414000 in subscription and other revenue for the 12 months ended December 31
2009 Based on the post acquisition integration efforts of the Company it is not practical to determine the impact on net loss

for the 12 months ended December 31 2009

Because there was no continuity of i-am TVs operations after the acquisition date the Company has determined

that the proforma revenue and net loss information for 2008 and 2009 generally required by ASC No 805 would not be

meaningful and may be misleading The Company has therefore omitted these disclosures from the fmancial statements

Cash and Cash Equivalents

As of December 31 2008 the Company had approximately $2600000 in Canadian Variable Rate Guaranteed

Investment Contract The contract when initiated had one year term which could be redeemed at any time without penalty

or loss of interest therefore management classified this security as cash equivalent as the security was highly liquid

During 2009 the Canadian Variable Rate Guaranteed Investment Contract expired and the Company elected not to reinvest

the funds into Canadian Variable Rate Guaranteed Investment Contract

The remaining cash equivalents are deposited in an overnight interest-bearing sweep depository account
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Broadcast Equipment and Fixed Assets

Broadcast equipment and fixed assets are recorded at cost and consist of the following

For the Year Ended

December 31

2009 2008

Broadcast equipment 17897000 17208000

Furniture and fixtures 736000 733000

Machinery and equipment 4919000 4768000

Leasehold improvements 633000 615000

Other equipment 24000 24000

24209000 23348000

Accumulated depreciation 20400000 19920000

Total 3809000 3428000

Depreciation expense totaled $2148000 and $2650000 for the years ended December 31 2009 and 2008

respectively

Goodwill and Other Intangible Assets

The Companys goodwill balance relates to the purchase of N1N Canada The Company performed its annual test

for goodwill impairment for NTN Canada as of September 30 2009 and it was determined that there were no indications of

impairment The Company considered the need to perform an additional test of goodwill of its Canadian business as of

December 31 2009 but determined that the overall health of the underlying Canadian business has remained stable since the

September 30 2009 valuation

As discussed in Note during the quarter ended June 30 2009 the Company acquired certain assets of iSports Inc

and Instant Access Media LLC As result of those transactions the Company recorded $1176000 in customer relationship

intangible assets and $599000 in unpatented teclmology The majority of the customer relationship intangible asset will be

amortized on straight line basis over period of 44 months and recorded in selling general and administrative expenses

Approximately $300000 was amortized over the three months ended August 31 2009 coinciding with the period that the

related advertising revenue was recognized The unpatented technology intangible asset will be amortized on straight line

basis over period of 60 months and recorded in direct expenses The useful lives reflect the estimated period of time and

method by which the underlying intangible asset benefits will be realized

The Company also has other intangible assets comprised predominantly of developed technology trivia databases

and trademarks The weighted average remaining useful life for all intangible assets is 3.3 years as of December 31 2009

Amortization expense relating to all intangible assets totaled $675000 and $85000 for the years ended December 31 2009

and 2008 respectively

As of December 31 2009 intangible assets with estimable lives were comprised of the following

Gross

Carrying Accumulated

Value Amortization Net

Developed technology 206000 206000
Trivia database 426000 257000 169000

Trademarks and trademark licenses 340000 176000 164000

Acquired technology 599000 82000 517000

Acquired customer advertising 302000 302000

Acquired customer subscriptions 874000 139000 735000

Total 2747000 1162000 1585000
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As of December 31 2008 intangible assets with estimable lives were comprised of the following

Gross

Carrying Accumulated

Value Amortization Net

Developed technology 206000 206000
Trivia database 365000 184000 181000

Trademarks 67000 63000 4000

Total 638000 453000 185000

The estimated aggregate amortization expense relating to the Companys intangible assets for each of the five

succeeding years is as follows

Estimated

Aggregate

Amortization

Year Ending Expense

2010 543000

2011 434000
2012 406000
2013 164000

2014 37000
Thereafter 1000

Total 1585000

Fair Value of Financial Instruments

The carrying values of cash and cash equivalents restricted cash accounts receivable accounts payable and accrued

liabilities approximate fair value due to the short maturity of these instruments

Available-for-sale securities are recorded at fair value and unrealized holding gains and losses are excluded from

earnings and are reported as separate component of comprehensive income until realized Realized gains and losses from

the sale of available-for-sale securities are determined on specific-identification basis decline in the market value of any

available-for-sale security below cost that is deemed to be other-than-temporary results in reduction in the carrying amount

to fair value Any resulting impairment is charged to other income expense and new cost basis for the security is

established

The one investment available-for-sale that the Company holds is 2518260 shares in its Australian licensee eBet

Limited eBet an Australian gaming technology corporation The Companys original cost basis in the eBet shares is

AUD$0.50 per share The Companys initial investment in 1999 was for 4000000 shares and at various points in 2000 the

Company sold 1481740 eBet shares leaving its existing holding of 2518260 shares which represents less than 1.2% of

eBets current shares outstanding The value of the investment increased $122000 for the year ended December 31 2009 and

decreased $206000 for the year ended December 31 2008 Based on the closing market priceat December 31 2009 the

value of the investment was approximately $180000 The unrealized gains and losses of this investment are recorded as other

comprehensive income loss in the Companys consolidated balance sheet See Note 20 The Company will continue to

monitor this investment for any decline in value that could be deemed other-than-temporary ultimately resulting in future

impairments

The Company adopted ASC No 820 Fair Value Measurements and Disclosures prospectively effective January

2008 with respect to fair value measurements of nonfmancial assets and liabilities that are recognized or disclosed at fair

value in the Companys financial statements on recurring basis at least annually and all fmancial assets and liabilities

The Company adopted the remaining aspects of ASC No 820 relative to nonfinancial assets and liabilities that are measured

at fair value but are recognized and disclosed at fair value on nonrecurring basis prospectively effective January 2009

ASC No 820 applies to certain assets and liabilities that are being measured and reported on fair value basis ASC

No 820 defines fair value establishes framework for measuring fair value in accordance with GAAP and expands

disclosure about fair value measurements Broadly the ASC No 820 framework requires fair value to be determined based

on the exchange price that would be received for an asset or paid to transfer liability an exit price in the principal or most

advantageous market for the asset or liability in an orderly transaction between market participants This Statement enables
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the reader of the financial statements to assess the inputs used to develop those measurements by establishing hierarchy for

ranking the quality and reliability of the information used to determine fair values The Statement requires that assets and

liabilities carried at fair value will be classified and disclosed in one of the following three categories

Level Quoted market prices in active markets for identical assets or liabilities

Level Observable market based inputs or unobservable inputs that are corroborated by market data

Level Unobservable inputs that are not corroborated by market data

Assets and Liabilities that are Measured at Fair Value on Recurring Basis

The fair value of the Companys investment in eBet Limited is determined based on quoted market prices which is

Level classification The Company records the investment on the balance sheet at fair value with changes in fair value

recorded as component of other comprehensive income loss in the consolidated balance sheet see Note 20

Assets and Liabilities that are Measured at Fair Value on Nonrecurring Basis

Certain assets are measured at fair value on non-recurring basis and are subject to fair value adjustments only in

certain circumstances Included in this category are goodwill written down to fair value when determined to be impaired

assets and liabilities with respect to the business combinations closed during 2009 and long-lived assets including capitalized

software that are written down to fair value when they are held for sale or determined to be impaired The valuation methods

for goodwill assets and liabilities resulting from business combinations and long-lived assets involve assumptions

concerning interest and discount rates growth projections and/or other assumptions of future business conditions As all of

the assumptions employed to measure these assets and liabilities on nonrecurring basis are based on managements

judgment using internal and external data these fair value determinations are classified in Level of the valuation hierarchy

Accrued Compensation

Accrued compensation consisted of the following at December 31 2009 and 2008

For the Year Ended

December 31

2009 2008

Accrued bonuses 401000 11000

Accrued vacation 398000 381000

Accrued salaries 194000 383000

Accrued commissions 82000 93000

Total accrued compensation 1075000 868000

Concentrations of Credit Risk

At times the Companys cash balances held in fmancial institutions are in excess of federally insured limits The

Company performs periodic evaluations of the relative credit standing of financial institutions and seeks to limit the amount

of risk by selecting financial institutions with strong credit standing The Company believes it is not exposed to any

significant credit risk with respect to its cash and cash equivalents

The Buzztime iTV Network segment provides services to group viewing locations generally restaurants sports bars

and lounges throughout North America Concentration of credit risk with respect to trade receivables is limited due to the

large number of customers comprising the Companys customer base and their dispersion across many different geographies

The Company performs ongoing credit evaluations of its customers and generally requires no collateral The Company
maintains an allowance for doubtful accounts to provide for credit losses

10 Significant Customer

For the years ended December 31 2009 and 2008 the Company generated approximately 16% and 12%
respectively of total revenue from national chain Buffalo Wild Wings together with its franchisees As of December 31
2009 and 2008 approximately $71000 and $47000 respectively was included in accounts receivable from this customer
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11 Basic and Diluted Earnings Per Common Share

Basic earnings per share excludes the dilutive effects of options warrants and other convertible securities Diluted

earnings per share reflects the potential dilutions of securities that could share in the Companys earnings Options warrants

convertible preferred stock and deferred stock units representing approximately 9640000 and 5954000 shares were

excluded from the computations of diluted net loss per common share for the years ended December 31 2009 and 2008

respectively as their effect was anti-dilutive

12 Common Stock Options Deferred Stock Units and Warrants

Stock Option Plans

2004 Performance Incentive Plan

In September 2004 at Special Meeting of Stockholders the Companys stockholders approved the 2004

Performance Incentive Plan the 2004 Plan The 2004 Plan provides for the issuance of up to 2500000 shares of NTN

common stock In addition all shares that remained unissued under the 1995 Employee Stock Option Plan the 1995 Plan

on the effective date of the 2004 Plan and all shares issuable upon exercise of options granted pursuant to the 1995 Plan that

expire or become unexercisable for any reason without having been exercised in full are available for issuance under the

2004 Plan On the effective date the 1995 Plan had approximately 77000 options available for grant

Under the 2004 Plan options for the purchase of NTN common stock or other instruments such as deferred stock

units may be granted to officers directors and employees Options may be designated as incentive stock options or as

nonqualified stock options and generally vest over four years At its discretion the Board of Directors can authorize

acceleration of vesting periods Options under both the 1995 Plan and the 2004 Plan have term of up to ten years and are

exercisable at price per
share not less than the fair market value on the date of grant In September 2009 the 2004 Plan

expired

2010 Performance Incentive Plan

Subject to shareholder approval at the Companys 2010 Annual Meeting of Stockholders the Board of Directors has

adopted new performance incentive plan the 2010 Plan The 2010 Plan provides for the issuance of 6000000 shares of

NTN common stock Under the 2010 Plan options for the purchase of NTN common stock or other instruments such as

deferred stock units may be granted to officers directors and employees Options may be designated as incentive stock

options or as nonqualified stock options and generally vest over four years
At its discretion the Board of Directors can

authorize acceleration of vesting periods Options under the 2010 Plan have term of up to ten years and are exercisable at

price per share not less than the fair market value on the date of grant

Buzztime Distribution Stock Incentive Plan

On May 31 2001 Buzztime Distribution Buzztime adopted an incentive stock option plan Pursuant to the plan

Buzztime may grant options to purchase Buzztime common stock subject to applicable share limits upon terms and

conditions specified in the plan There are 300000 shares authorized under this plan To date no options have been granted

under the plan

Stock-Based Compensation Valuation Assumptions

The Company records stock-based compensation in accordance with ASC No 718 Compensation Stock

Compensation The Company estimates the fair value of stock options using the Black-Scholes option pricing model The fair

value of stock options granted is recognized as expense over the requisite service period Stock-based compensation expense

for all share-based payment awards is recognized using the straight-line single-option method

The Company uses the historical stock price volatility as an input to value its stock options under ASC No 718 The

expected term of stock options represents the period of time options are expected to be outstanding and is based on observed

historical exercise pattems of the Company which the Company believes are indicative of future exercise behavior For the

risk-free interest rate the Company uses the observed interest rates appropriate for the term of time options are expected to be

outstanding The dividend yield assumption is based on the Companys history and expectation of dividend payouts
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The following weighted-average assumptions were used for grants issued during 2009 and 2008 under the ASC No
718 requirements

2009 2008

Weighted-average risk-free rate 1.72% 2.97%

Weighted-average volatility 88.55% 63.57%

Dividend yield
0.00% 0.00%

Expected life 6.05
years

4.38 years

ASC No 718 requires forfeitures to be estimated at the time of grant and revised if necessary in subsequent periods

if actual forfeiture rates differ from those estimates Forfeitures were estimated based on historical activity for the Company

The Company estimated 17.63% annual forfeiture rate for each of the years ended December 31 2009 and 2008 Stock-

based compensation expense
for employees in 2009 and 2008 was $180000 and $312000 respectively and is expensed in

selling general and administrative expenses
and credited to the additional paid-in-capital account

Stock Option Activity

The following table summarizes stock option activity for and the year ended December 31 2009

Weighted

Weighted Average

Average Remaining

Exercise Contractual Aggregate

Price per Life Intrinsic

Shares Share in years Value

Outstanding December 31 2008 5249000 1.22 2.58 2000

Granted 3250000 0.24

Exercised 176000 0.16

Forfeited 427000 0.28

Expired 3026000 1.26

Outstanding December 312009 4870000 0.66 7.16 655000

Options vested and exercisable at

December 31 2009 1993000 1.18 4.37 92000

The aggregate intrinsic value of options at December 31 2009 is based on the companys closing stock price on that

date of $0.45 per share as reported by the NYSE Amex The total intrinsic value of options exercised during 2009 was

$56000 and no options were exercised during 2008 The total cash received as result of stock option exercises during 2009

was approximately $28000 and no cash was received as result of stock option exercises during 2008

The per
share weighted-average grant-date fair value of stock options granted during 2009 and 2008 was $0.18 for

both years

As of December 31 2009 the unamortized compensation expense related to outstanding unvested options was

approximately $536000 with weighted average remaining requisite service period of 3.13 years The Company expects to

amortize this expense over the remaining requisite service period of these stock options deferred tax asset generally would

be recorded related to the expected future tax benefit from the exercise of the non-qualified stock options However due to

history of net operating losses full valuation allowance has been recorded related to the tax benefit for non-qualified stock

options

Deferred Stock Unit Activity

Grants of deferred stock units are paid in an equal number of shares of common stock on the vesting date of the

award subject to any deferred payment date that the holder may elect stock unit award is paid only to the extent vested

Vesting generally requires the continued employment by the award recipient through the respective vesting date subject to

accelerated vesting in certain circumstances Since the deferred stock units are paid in an equal number of shares of common

stock without any kind of offsetting payment by the employee the measurement of cost is based on the quoted market price

of the stock at the measurement date which is the date of grant
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The following table summarizes deferred stock unit activity during 2009

Outstanding

Deferred

Stock

December 31 2008 141000

Granted

Canceled 32000
December 31 2009 109000

Balance exercisable at December 31 2009 20000

The Company did not grant any deferred stock units during 2009 The Company granted 158000 deferred stock

units with performance based accelerated vesting provisions during the
year ended December 31 2008 Those provisions are

based on certain revenue targets for the Company which could result in accelerated vesting of up to 50% of the total award

The Company has evaluated the likelihood of attaining the performance based targets and they are not considered probable

therefore accelerated expense was not recorded The Company will continue to monitor its revenue results and should any
estimates made regarding the satisfaction of those performances based conditions change at any time during the estimated

requisite period an adjustment will be calculated and recorded in accordance with ASC No 718

Warrant Activity

The following summarizes warrant activity during 2009

Weighted Weighted

Average Average

Exercise Remaining

Outstanding Price per Contractual

Warrants Share Life in years

Outstanding December 31 2008 403000 2.71 0.35

Granted 4500000 0.79

Exercised

Forfeited 403000 2.71

Outstanding December 31 2009 4500000 0.79 7.35

Balance exercisable at December 31 2009 4500000 0.79 7.35

The 4500000 warrants outstanding were issued during 2009 in connection with the iSports and i-am TV asset

acquisitions The fair values of the warrants were approximately $908000 in aggregate and were determined using the Black

Scholes model using the following weighted-average assumptions risk-free interest rates of 2.79% dividend yield of 0%
expected volatility of 78.1% and term of years

13 Common Stock

On April 2007 the Companys Board of Directors authorized Stock Repurchase Plan whereby management

was authorized to repurchase up to maximum of $3500000 of NTN Common Stock from time to time in the open market

at prevailing market prices or in privately negotiated transactions over an eighteen month period which expired on October

2008 During 2008 the Company purchased approximately 49000 shares for total of $12000 In addition the Company
purchased approximately 454000 shares for total $444000 during 2007 In total the Company has purchased

approximately 503000 shares for total of $456000

14 Cumulative Convertible Preferred Stock

The Company authorized 10000000 shares of preferred stock The preferred stock may be issued in one or more

series The only series currently designated is series of 5000000 shares of Series Cumulative Convertible Preferred

Stock Series Preferred Stock
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As of December 31 2009 and 2008 there were 161000 shares of Series Preferred Stock issued and outstanding

The Series Preferred Stock provides for cumulative annual dividend of 10 cents per share payable in semi-annual

installments in June and December Dividends may be paid in cash or with shares of common stock In 2009 and 2008 the

Company issued approximately 37000 and 70000 common shares respectively for payment of dividends

The Series Preferred Stock has no voting rights and has $1.00 per
share liquidation preference over common

stock The registered holder has the right at any time to convert shares of Series Preferred Stock into that number of shares

of common stock that equals the number of shares of Series Preferred Stock that are surrendered for conversion divided by

the conversion rate The conversion rate is subject to adjustment in certain events and is established at the time of each

conversion such that the number of shares of common stock issuable upon conversion of the preferred stock is convertible

into is higher than the original conversion rate During 2009 and 2008 there were no conversions There is no mandatory

conversion term date or any redemption features associated with the Series Preferred Stock

15 Income Taxes

For each of the years 2009 and 2008 current tax provisions and current deferred provisions were recorded as

follows

2009 2008

Current Tax Provision

Federal 57000 50000

State 13000 15000

Foreign 41000 139000

29000 204000

Deferred Tax Provision

Federal

State

Foreign
66000 30000

66000 30000

Total Tax Provision

Federal 57000 50000

State 13000 15000

Foreign
25000 169000

95000 234000
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The net deferred tax assets and liabilities have been reported in the consolidated balance sheets at December 31
2009 and 2008 as follows

2009 2008

Current Noncurrent Current Noncurrent

Deferred Tax Assets

NOL Carryforwards 21826000 21297000

UK NOL Carryforwards 904000 904000

Legal litigation accruals 41000

Allowance for doubtful accounts 128000 126000

Compensation and vacation accrual 405000 116000

Operating accruals 272000 356000

Deferred revenue 59000 78000

Research and experimentation credit 9000 9000
AMT Credit 21000 21000

Foreign tax Credit 105000 50000

Amortization 741000 524000

Depreciation 889000 983000

Foreign 53000 118900

Charitable contributions 1000

Other 303000 306000

Total gross deferred tax assets 864000 24852000 717000 24212900
Valuation allowance 655000 23848000 71 700Q 23338000

Net deferred tax assets 209000 1004000 874900

Deferred tax liabilities

Capitalized software 951000 661000

Amortization

Deferred Revenue 209000 95000

Total gross deferred liabilities 209000 951000 756000

Net deferred taxes 53000 118900

The reconciliation of computed expected income taxes to effective income taxes by applying the federal statutory

rate of 34% is as follows

For the year ended

December 31
2009 2008

Tax at federal income tax rate 478000 2120000
State benefit 52000 177000
Foreign tax differential 17000 32000
Foreign losses with no federal benefit 155000

Change in valuation allowance 448000 1137000
Expiration of net operating loss carryforwards 2840000
Permanent Items 113000 165000

Expiration of research credit 177000

Other 81000 363000

Total Provision 95000 234000
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The net change in the total valuation allowance for the year ended December 31 2009 was an increase of $448000

The net change in the total valuation allowance for the year ended December 31 2008 was decrease of $1137000 In

assessing the realizability of deferred tax assets management considers whether it is more likely than not that some portion

or all of the deferred tax assets will not be realized The ultimate realization of deferred tax assets is dependent upon the

generation of future taxable income during periods in which those temporary differences become deductible Management

considers the scheduled reversal of deferred tax liabilities projected future taxable income and planning strategies in making

this assessment Based on the level of historical operating results and projections for the taxable income for the future

management has determined that it is more likely than not that the portion of deferred taxes not utilized through the reversal

of deferred tax liabilities will not be realized Accordingly the Company has recorded valuation allowance to reduce

deferred tax assets to the amount that is more likely than not to be realized

At December 31 2009 the Company has available net operating loss carryforwards of approximately $61732000

for federal income tax purposes which will begin expiring in 2010 The net operating loss carryforwards for state purposes

which will begin expiring in 2015 are approximately $16217000 There can be no assurance that the Company will ever be

able to realize the benefit of some or all of the federal and state loss carryforwards due to continued operating losses Further

the Company has not quantified the potential impact that Section 382 of the Internal Revenue Code may have on the ability

for us to utilize our net operating loss carryforwards Under this code section the use of some or all of those net operating

losses may be limited if certain changes in ownership are deemed to have occurred

Under Section 382 of the Internal Revenue Code IRC and similar state provisions ownership changes will limit

the annual utilization of net operating loss carryforwards existing prior to change in control that are available to offset

future taxable income Based upon the equity transactions that have occurred during the Section 382 statutory
look-back

period some or all of the Companys existing net operating loss carryforwards may be subject to annual limitations The

Company has not performed an analysis to determine whether an ownership change or multiple ownership changes have

occurred for tax reporting purposes
due to the complexity and cost associated with such study and the fact that there may

be additional such ownership changes in the future Such limitations would reduce potentially significantly the gross

deferred tax assets disclosed in the table above related to the net operating loss carryforwards The Company continues to

disclose the net operating loss carryforwards at their original amount in the table above as no potential limitation has been

quantified The Company has also established full valuation allowance for substantially all deferred tax assets due to

uncertainties surrounding its ability to generate future taxable income to realize these assets Since substantially all deferred

tax assets are fully reserved future changes in tax benefits will not impact the effective tax rate

The Company and its subsidiaries are subject to federal income tax as well as income tax of multiple state

jurisdictions With few exceptions the Company is no longer subject to income tax examination by tax authorities in major

jurisdictions for years prior to 2004 However to the extent allowed by law the taxing authorities may have the right to

examine prior periods where net operating losses were generated and carried forward and make adjustments up to the

amount of the carryforwards The Company is not currently under examination by the IRS or state taxing authorities

The deferred tax assets as of December 31 2009 include deferred tax asset of $1286000 representing net

operating losses arising from the exercise of stock options by Company employees To the extent the Company realizes any

tax benefit for the net operating losses attributable to the stock option exercises such amount would be credited directly to

stockholders equity

16 Commitments

Operating Leases

The Company leases office and production facilities and equipment under agreements which expire at various dates

through 2011 Certain leases contain renewal provisions and escalating rental clauses and generally require us to pay utilities

insurance taxes and other operating expenses Lease expense under operating leases totaled $856000 and $1030000 in

2009 and 2008 respectively

Lease

Year Endin2 December 31 Payment

2010 808000

2011 338000

Thereafter

Total 1146000
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Sublease

In January 2007 the Company restructured its Canadian operations to reduce costs and streamline operations The

restructuring involved moving the operation to smaller facility and subleasing the previously occupied facility until the end

of the original lease which expires in December 2014 In March 2009 the Company exercised its right to terminate both the

original lease and the sublease with the subtenant Accordingly the Company will not receive any additional sublease

proceeds

Capital Leases

In 2009 the Company entered into $500000 equipment lease facility with an equipment leasing company The

terms of that agreement allow for use of the facility in multiple tranches with each individual tranche having 24 month

term Additionally the equipment lease has collateral obligation whereby the Company has pledged certain equipment

located at the Carlsbad California location to satisfy the equipment leasing companys requirements As of December 31

2009 the Company had utilized $457000 of this facility which has been accounted for as capital lease

In October 2009 the Company entered into $1000000 equipment lease facility with an equipment leasing

company The terms of that agreement allow for use of the facility for 24 months and for use of the facility in multiple

tranches with each individual tranche having 24 month term As of December 31 2009 the Company had utilized $146000

of this facility which has been accounted for as capital lease

As of December 31 2009 and 2008 property held under capital leases was as follows

For the Year Ended

December 31
2009 2008

Broadcast equipment 983000 408000

Machinery and equipment 1509000 1509000
Other equipment 24000 21000

2516000 1938000
Accumulated depreciation 2048000 1898000

Total 468000 40000

Total depreciation expense under capital leases was $148000 and $100000 for the years ended December 31 2009

and 2008 respectively

As of December 31 2009 future minimum payments under all capital leases are as follows

Lease

Year Ending December 31 Payment
2010 347000

2011 167000

2012 11000

2013 5000
2014

_____________
Total minimum payment 530000

Less amounts representing interest 57000
Present value of net minimum payments 473000
Less current portion 300000

Long-term capital lease obligations 173000

Purchase Commitments

The Company had commitment under long-term agreement to purchase equipment from vendor Under the

original terms of the agreement the Company was obligated to purchase $835000 and $76000 of equipment in 2008 and

2009 respectively after the Companys acceptance of certain milestones Issues arose under the terms of the agreement

which still remain unresolved as of December 31 2009 In early 2008 the Company informed the vendor that numerous

defects existed with the equipment The vendor failed to remedy the defects in timely manner and the Company was forced
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to purchase equipment from different manufacturer Due to the vendors failure to cure the defects in accordance with the

provisions in the agreement the Company does not believe the required milestones were met

On April 15 2009 the Company received letter from the vendor requesting $300000 to cover certain costs

incurred citing breach of the agreement The Company responded to the letter indicating that certain contract milestones had

not been met by the vendor and therefore the Compatiy was not obligated to purchase equipment under the contract The

Company ultimately requested mutual release to the agreement without any cash payment by either party The vendor

responded to the Companys rebuttal indicating that it disagreed with the Companys assertions however was willing to

resolve the matter amicably The last communication was on May 19 2009 whereby the Company sent letter which

reaffirmed its desire to bring closure to this issue amicably and with no payment by either party The Company believes the

vendors claim lacks merit and does not plan to make any payments The Company has not recorded reserve as it has

assessed the likelihood that it would have to pay any amounts as being less than probable

During the quarter ended June 30 2009 the Company entered into material manufacturing and supply agreement

with vendor to manufacture certain equipment Under the terms of that agreement as amended the Company was obligated

to purchase approximately $1 million in equipment over the three year term of the agreement As of December 31 2009 the

Company has satisfied $38000 of that obligation In January 2010 the Company provided written notice of its intention to

terminate the material manufacturing and supply agreement citing failure to deliver certain prototypes on the contractually

agreed upon dates The vendor has verbally accepted the termination and has agreed to refund the $38000 deposit

17 Contingencies

The Company is subject to litigation from time to time in the ordinary course of its business There can be no

assurance that any or all of the following claims will be decided in the Companys favor and the Company is not insured

against all claims made During the pendency of such claims the Company will continue to incur the costs of its legal

defense Other than set forth below there is no material litigation pending or threatened against the Company

Sales and Use Tax

From time to time state tax authorities will make inquiries as to whether or not portion of the Companys services

require the collection of sales and use taxes from customers in those states Many states have expanded their interpretation of

their sales and use tax statutes to derive additional revenue The Company evaluates such inquiries on case-by-case basis

and has favorably resolved the majority of these tax issues in the past without any material adverse consequences

During the quarter ended March 31 2009 the Company settled long on-going sales tax evaluation with the state of

Texas The Company and the State of Texas executed an Audit Resolution Agreement and Joint Motion to Dismiss pursuant

to which the Company will pay the state approximately $450000 over year period As part of those agreements both

parties agreed to waive all rights to any redetermination or refund hearings In February 2009 the Company began collecting

and remitting sales tax in the state of Texas in accordance with the state tax statutes As of December 31 2009 $334000 is

due to the State of Texas under this settlement agreement

The Company is involved in ongoing sales tax inquiries including certain formal assessments which total $705000

with other states and provinces As result of those inquiries and the Texas liability discussed above the Company recorded

total liability of $847000 and $867000 as of December 31 2009 and December 31 2008 respectively Based on the

guidance set forth by ASC No 450 Contingencies management has deemed the likelihood that it will be forced to pay all or

part of these assessments with other states as reasonably possible

18 Retirement Savings Plan

In 1994 the Company established defmed contribution plan organized under Section 401k of the Internal

Revenue Code which allowed employees who have completed at least one month of service and have reached age 18 to defer

up to 50% of their pay on pre-tax basis Effective April 2007 the Company began to match 50% of the first 6% of

employee contributions up to maximum of $2000 per employee However after March 31 2009 the Company

discontinued the employer contribution For the years ended December 31 2009 and 2008 the Company contributed $41000

and $158000 respectively

F-27



19 Related Parties

In November 2008 the Company entered into executive advisory agreement with Terry Bateman member of its

Board of Directors Under the terms of this agreement the Company engaged Mr Bateman to serve as consultant and to

assist it with strategic analysis of our operations and to advise and assist the Companys management team as it sought to

identif and employ permanent chief executive officer The initial term of the agreement was 90 days and the Company
agreed to pay Mr Bateman $20000 per

month The agreement terminated on February 2009 when Mr Bateman was

appointed as the Companys Chief Executive Officer

The Company entered into three month consulting engagement with Kenneth Keymer member of the

Companys Board of Directors in the first quarter of 2009 The Company used Mr Keymer business experience to analyze

and improve certain business processes and compensated him $20000 per month for these services The three month

agreement was extended for an additional two months at which time the agreement terminated when Mr Keymer was

appointed as the Companys ChiefOperating Officer in July 2009

20 Accumulated Other Comprehensive Income Loss

Accumulated other comprehensive income loss is the combination of accumulated net unrealized gains or losses

on investments available-for-sale and the accumulated gains or losses from foreign currency translation adjustments The

Company translated the assets and liabilities of its Canadian and United Kingdom statements of financial position into U.S

dollars using the period end exchange rates Revenue and expenses were translated using the weighted-average exchange

rates for the reporting period

The carrying value of the Companys Australian investment eBet has fluctuated and the respective unrealized gains

and losses are recorded in accumulated other comprehensive loss For the years ended December 31 2009 and 2008 the

components of accumulated other comprehensive loss are as follows

2009 2008

Unrealized gain loss on investment available-for-sale 16000 106000
Foreign currency translation adjustment 683000 114000

Ending balance 699000 8000

21 Discontinued Operations and Assets Held for Sale

In November 2006 the Company began to actively pursue the sale of its Hospitality division comprised of NTN
Wireless and Software Solutions In the fourth quarter of 2006 the Company applied the provisions of ASC No 360

Property Plant and Equipment to certain of its assets which were held for sale ASC No 360 requires that long-lived

asset classified as held for sale be measured at the lower of its carrying amount or fair value less costs to sell and that the

Company ceases depreciation depletion and amortization As of December 31 2006 the Hospitality divisions assets were

classified as held for sale and the respective assets were revalued as of December 31 2006 Depreciation on these assets

ceased effective December 31 2006 Additionally corporate expenses previously allocated to the discontinued operations

have been reclassified to Buzztime iTV in accordance with ASC No 360

In March 2007 the Company completed the sale of substantially all of the assets of NTN Wireless for $2.4 million

and recognized gain net of tax of approximately $396000 In October 2007 the Company sold certain intellectual

property assets of Software Solutions pursuant to an Asset Purchase Agreement and in separate agreement with customer

the Company discontinued the outsourced software development it was providing The Company wound down the

professional help desk and support and maintenance services as the Company fulfilled its obligations under existing customer

agreements The intellectual property sold constituted substantially all of the remaining operating assets of the Companys

Hospitality Division which had originally consisted of its Software Solutions and Wireless communications businesses
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The operating results for the Hospitality division have been separately classified and reported as discontinued

operations in the consolidated statements of operations as follows

December 31
2008

Operating revenues 21000

Operating expenses
530000

Operating loss 509000

Other income 177000

Loss from discontinued operations net of tax 332000

The Company accounted for the dissolution of the help desk and support and maintenance operation pursuant to the

provisions of ASC No 420 Exit or Disposal Cost Obligations ASC No 420 requires that liability for costs associated

with an exit or disposal activity be recognized when the liability is incurred as opposed to when there is commitment to

dispose of business segment Severance for involuntary employee terminations was expensed over the requisite service

period in which it was earned as certain employees are required to continue to render service until the Company had fulfilled

its obligations under existing customer contracts Moving relocation and other associated costs related to the dissolution

were expensed as incurred The Company did not incur severance expenses for involuntary employee terminations after the

quarter ended June 30 2008 and incurred $52000 for 2008 The Company concluded its wind down activities in 2008 and it

does not expect to incur any additional expenses
related to the help desk and support and maintenance function in subsequent

periods

The Company does not have components of assets and liabilities of discontinued operations on its consolidated

balance sheet as of December 31 2009 or 2008

22 Geographical Information

In 2007 the Company had two reportable segments within the Entertainment division Buzztime iTV Network and

Buzztime Distribution In 2008 the Company changed the method in which the chief decision makers evaluated the business

and began making operational and strategic decisions based on the Entertainment division as whole As such the Company

no longer has multiple reporting segments

The tables below contain information about the geographical areas in which the Company operated In the third

quarter of 2008 the Company ceased its operations in the United Kingdom

Geographic breakdown of the Companys revenue for the last two fiscal years were as follows

For the year ended

December 31

2009 2008

United States 23289000 23946000

Canada 2525000 3373000

United Kingdom 177000

Total revenue 25814000 27496000

Geographic breakdown of the Companys long-term tangible assets for the last two fiscal years were as follows

As of December 31
2009 2008

United States 3588000 3268000

Canada 221000 160000

Total assets 3809000 3428000
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23 Selected Quarterly Financial Information Unaudited amounts in thousands except per share data

The following table presents selected unaudited financial results for each of the eight quarters during the two year

period ended December 31 2009 In the opinion of management this unaudited information has been prepared on the same

basis as the audited information and includes all adjustments consisting of only normal recurring adjustments necessary for

the fair statement of the financial information for the periods presented

For the three months ended

Mar 31 Jun 30 Sep 30 Dec 31 Total

2009 2009 2009 2009 2009

Total revenue 6196 6285 6717 6616 25814

Operating loss 265 311 916 104 1596
Loss from continuing operations 224 300 777 105 1406
Net loss 255 282 768 196 1501

Per share amounts

Net loss 0.00 0.00 0.01 0.00 0.03

Weighted-average shares

outstanding-basic and diluted 55224 57762 59845 59850 58188

For the three months ended

Mar 31 Jun 30 Sep 30 Dec 31 Total

2008 2008 2008 2008 2008

Total revenue 7182 7017 6772 6525 27496

Operating loss 2301 2108 1056 641 6106
Loss from continuing operations 2283 2129 1032 690 6134
Loss income from

discontinued operations net

of tax 291 216 175 332
Net loss 2574 2345 857 690 6466

Per share amounts

Loss from continuing

operations 0.04 0.04 0.02 0.01 0.11

Loss from discontinued

operations 0.01 0.00 0.00 0.00 0.01

Net loss 0.05 0.04 0.02 0.01 0.12

Weighted-average shares

outstanding-basic and diluted 55187 55203 55196 55170 55189

The sum of the four quarters may not necessarily agree to the year total due to rounding within quarter

24 Subsequent Event

In January 2010 Terry Bateman the Companys Chief Executive Officer announced his intention to resign Mr
Bateman will remain active on the Board of Directors and be involved in finding his replacement The Board of Directors has

established CEO Selection Committee to fill the CEO role has engaged an executive search firm to assist them in the

identification and selection of new CEO and expects this process to be completed in the second quarter of 2010
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SCHEDULE II

NTN BUZZTIME INC AND SUBSiDIARIES

VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31 2009 and 2008

Balance at Additions Balance

Beginning Charged to Deductions at End of

Allowance for Doubtful Accounts of Period Expense Period

2009 298000 227000 204000 321000

2008 396000 557000 655000 298000

Reflects trade accounts receivable written off during the year net of amounts recovered

See accompanymg report of mdependent registered public accountmg firm

F-3



11



IS


