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The leader in educational entertainment
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To Our Shareholders:

LeapFrog is a very unique company. We create products that deliver fun experiences for children that are filled
with life-changing education and have a positive impact on millions of children every day. Our products help
children get a better start in life.

During our 16-year heritage, we have developed extraordinary platforms that deliver rich educational content.
We are the leader in children's educational entertainment. Over our history, we have sold 100 million books,
48 million games, 50 million learning platforms, and more than 100 million educational toys and videos.

With this extensive experience, we have developed a deep understanding of Iearning, kids, parents,
craftsmanship, and innovation.

* We know learning. Learning comes first in everything we do. We have more than 16 years' experience in
creating powerful and lasting educational experiences that have the power to transform children’s lives, and
we have a dedicated in-house team of professional educators that are involved with every product, every
step of the way. '

* We know kids. Every child is unique, with different interests, needs, and learning styles. We orchestrate play
experiences that keep each child uniquely engaged and challenged.

= We know parents. We never take parents’ trust for granted. We partner with them to provide simple solutions
that work for their lifestyles and offer ways to engage them in their child’s learning. '

* We know craftsmanship. We sweat the details. We have passion and pride for crafting personalized learning
solutions that adapt to each child's journey and build a love of learning.

* We know innovation. We dream big. We dream different. We leverage new technologies and learning
techniques to ignite the power of learning through play.

Over the years, our products have won more than 1,200 educational and parenting awards and have received
high praise from parents, teachers, and industry experts. Most importantly, children and parents love our
products and our brand.

2011 Performance

In 2011, we extended our leadership in educational entertainment. We launched a major new platform,
introduced lots of new content, and opened our extensive consumer platform to quality third-party content.
We also delivered solid financial results reflecting growth across critical performance metrics and positioned
ourselves well to continue to build on our performance in 2012 and beyond.

This was accomplished under the leadership of John Barbour, our chief executive-officer;, who joined us in
March 2011. John has a proven track record of success in building global consumer and Internet businesses for
traditional retail, online retailing, mobile gaming, and branded toy companies. Since joining LeapFrog, john has
swiftly reenergized the organization and built a positive culture rooted in innovation and performance.

In the summer of 2071, we launched the LeapPad Explorer™, a breakthrough, multifunctional learning tablet
that introduces the next generation of learning, digital reading, and personal creativity for children ages four
to nine. LeapPad quickly took the market by storm. It rapidly became the “must have” product for kids. It was
clear we had a winner, and it is easy to understand why. LeapPad’s design is similar to an adult tablet computer
but with endless fun experiences for kids that can ignite their imaginations and learning ‘while also handling
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rough-and-tumble play. LeapPad offers more than 150 learning games, videos, eBooks, Ultra{!Books music,
creativity studios, and flash cards as well as a built-in camera, video recorder, and microphone.

We are honored that LeapPad won many prominent awards around the globe, including the “Educational Toy
of the Year,” “Preschool Toy of the Year,” and the highly prestigious “Toy of the Year” by the U.S. Toy Industry
Association, as well as the “Toy of the Year” and “Lifestyle Toy of the Year” from the British*Toy & Hobby
Asseciation. These recent accolades continue a rich history of critical acclalm fpr Leapfrog. Over the years,
LeapFrog has recelved more than 20 awards from the U.S. Toy Industry Assoaahon in a variety of categories.
In fact, LeapFrog has won “Educational Toy of the Year” eight times in the twelve year history of the award.

Along with the launch of LeapPad, we launched our App Center to provide downloadable cantent for our LeapPad
and Leapster Explorer™ platforms. The App Center is an important extension of our connected strategy and
enables parents to download new and personalized content for our connected multimedia platforms and toys.
it also provides parents with personalized feedback about their child’s learning experiences with our products.

We continue to grow our base of millions of connected consumers which is provi'ng to be a very valuable asset
in helping us to better understand customer needs, behaviors, and usage trends. This information is used to
improve our products and help us deliver more effective learning experiences. These relationships also offer us
a more cost effective r0ute to market and communicate dlrectly to our customer base

In December, we took another big step in the strategtc expan5|on of our company by openmg our platform to
include quality educational entertainment content created by outside companies and studios. This is a step
in transforming Leapfrog from a company that develops and sells its own products into one that curates,
aggregates, and distributes all that is best in children’s educational entértainment. We announced deals with
six major networks and studios in December and had content from all of them available in our App, Center prior
to the holiday tidal wave of platform connections.

As a result of these, and several other, key accomplishments, we delivered solid financial results in 201]. Net
sales increased 5% compared to the prior year. Sales in our international segment were particularly strong,
increasing 28% compared to the prior year, stemming from our investments in key regions. Retail point-of-
sale dollars' increased 10% in the U.S. for the year anid was even higher in international markets. Profitability
improved significantly. Operating income increased threefold and net income increased fourfold compared to
2010. Cash flow.also improved significantly. Our cash balance at the end of the year improved by $52 million
and our free cash flow improved by $90 million compared to the prior year. We are especially pleased with
these results given the continued volatile global economy. g :

2012 and Beyond . RS
We are well-positioned to continue to build on our strong performance.

We have an exciting pipeline of new products, in both the U.S. and international markets. We will introduce
innovative new educational toys, which are typically the “first handshake” with consumers into our brand.
We will also build on our base of multimedia learning platf'orn'is', such as LeapPad, Leapster Explorer, Tag™,
and Tag™ Junior, by launching new learning tablets and a.new game system. And importantly, we will deliver
substantially more life-changing content in the form of game cartridges and apps, books, maps, eBooks, Ultra
eBooks, music, flash cards and more. We will do this by creating our own content and teaming up. with the very
best third party content developers. . ~

While we clearly-have good momentum, we are aware that.continued execution on our vision is a key to our
continued success. In addition, we are preparing for expected challenges, including difficult global economic
conditions, some platform. transitions, and the inevitability of increased competitive entrants. Nonetheless,
we have several important strategic assets that position us well for continued growth and innovation, and as-a
result, we are excited about our prospects for 2012 and beyond.

1Please see Description of Retail Point-of-Sale Dollars at the end of this letter for an explanation of this operating metric.
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We have:

» A strong and proven team, with top talent in entertainment, technology, and education;
* An exceptional brand and leading product portfolio;

» Market leadership in educational entertainment;

» Millions of connected consumers that we communicate directly with; and

» A game-changing opportunity as we transform to being both a creator and a distributor of educational
entertainment.

But what makes LeapFrog stand apart from others is that we are helping millions of children achieve their
potential every day! To demonstrate what this means, allow me to share a recent comment we received from
a parent:

“My daughter was held back in 1st grade. | was a single mom working nights. We were told she had zero reading
comprehension. | took leave from my job. | was hunting for learning aids and found the Tag Pen. She was reading
in a month, and knew what she was reading.

“She has since exceeded our expectations in school. She was chosen for the school spelling bee and won a
writing award. | am not a teacher at all, so we want to thank you from the bottom of our heart for being the tool
through which my daughter excelled. Thank You.”

In closing, I'd like to recognize the highly engaged and talented employees of LeapFrog. They are committed to
making a real difference in the lives of children every day. Thank you for your continued support on our journey
to help every child achieve their potential.

Sincerely,

William B. Chiasson
Chairman
April 19, 2012

This letter to stockholders contains forward-looking statements, including statements about being well positioned for future financial performance, anticipated
product launches, and the anticipated effects of current strategic assets on our future prospects. Please see the special note on forward-looking statements
on page i of the enclosed LeapFrog Enterprises, inc. 2011 Annual Report on Form 10-K.

Description of Retail Point-of-Sale Dollars

Retail point-of-sale, or POS, dollars is a non-audited operating metric that represents a measure of U.S, retailers' sales of LeapFrog products to consumers.
Retail point-of-sale dollars differs significantly from LeapFrog's reported net sales, which reflect all products sold by LeapFrog to its retailer customers in all
markets and also includes other sources of revenue. The point-of-sale data, based on retail prices, is provided to LeapFrog by retailers and also includes sales
through online retailers and our online retail store at LeapFrog.com. LeapFrog believes this represents approximately 95% of our U.S. retailers’ dollar sales of
LeapFrog products to consumers, based on historical shipments by us to such retailers. LeapFrog management uses point-of-sale data to evaluate the retail
channel sales environment and develop net sales forecasts. Results for retail point-of-sale dollars are for the 52 weeks ended December 31, 2011 and the 52
weeks ended January 1, 2011

LeapFrog Annual Report 2011



[This page intentionally. left blank.]



(Mark One)

O

UNITED STATES SEC
SECURITIES AND EXCHANGE COMMISSION Mai
WASHINGTON, D.C. 20549 ail Processing

Section

APR 24 2017

FORM 10-K

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

For the fiscal year ended December 31, 2011 W ;
OR ’ aShfngtOn DC

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 405
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission File Number 001-31396

LeapFrog Enterprises, Inc. \&30%.

(Exact name of registrant as specified in its charter)

DELAWARE 95-4652013
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
6401 Hollis Street, Suite 100, Emeryville, California 94608-1463
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: 510-420-5000

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered

Class A common stock, par value $0.0001 per share New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [1 No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes[] No

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) 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 (2) has been subject to such filing
requirements for the past 90 days. Yes [X] No [

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required
to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files). Yes[X] No[] '

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained herein, and will
not be contained, to the best of registrant’s 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 a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of “large accelerated filer,” and “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 a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [ No

The aggregate market value of the common stock held by non-affiliates of the registrant as of June 30, 2011 calculated using the closing sale price as of that
day, was approximately $145.7 million. Shares of common stock held by each current executive officer and director of the registrant and by each person who
is known by the registrant to own 5% or more of the outstanding voting power of the registrant’s common stock have been excluded from this computation
in that such persons may be deemed to be affiliates of the registrant. Share ownership information of certain persons known by the registrant to own greater
than 5% of the outstanding voting power of the registrant’s common stock for purposes of the preceding calculation is based solely on information on
Schedule 13G filed with the Securities and Exchange Commission and is as of June 30, 2011. This determination of affiliate status is not a conclusive

determination for other purposes.

The number of shares of Class A common stock and Class B common stock, outstanding as of February 24, 2012, was 55,360,111 and

11,113,354 respectively.

DOCUMENTS INCORPORATED BY REFERENCE

The registrant has incorporated by reference in Part III of this Annual Report on Form 10-K portions of its definitive proxy statement for the 2012 annual
meeting of stockholders, to be filed with the Securities and Exchange Commission within 120 days after the end of the fiscal year ended December 31, 2011.




SPECIAL NOTE ON FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements that involve risks and uncertainties.
Many of the forward-looking statements are located in “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” including, but not limited to, “Overview” and ‘2012 Outlook.”
Forward-looking statements provide current expectations of future events based on certain assumptions and
include any statement that does not directly relate to any historical or current fact. Forward-looking statements
can also be identified by words such as “anticipates,” “‘believes,” “‘estimates,” ‘‘expects,” ‘“‘intends,”
“plans,” “predicts,” and similar terms. Forward-looking statements are not guarantees of future performance
and actual results may differ significantly from the results discussed in the forward-looking statements. Factors
that might cause such differences include, but are not limited to, those discussed in the subsection entitled
“Risk Factors” under Part 1, Item 1A of this Annual Report on Form 10-K. The Company assumes no
obligation to revise or update any forward-looking statements for any reason, except as required by law.

LEINTY LIS

SPECIAL NOTE ON FISCAL PERIOD DATES

This Annual Report on Form 10-K presents information regarding LeapFrog’s performance during the fiscal
years ended December 31, 2007, through the fiscal year ended December 31, 2011, as well as future financial
obligations for the fiscal years ending December 31, 2012 through the fiscal year ending December 31, 2021.
At the beginning of each Part of this Annual Report on Form 10-K, and in all tables, we remind the reader
that our fiscal year ends December 31. Otherwise, we refer to each fiscal year as the year, for example:
“2011” refers to the fiscal year ended December 31, 2011,

SPECIAL NOTE ON FINANCIALS

Unless otherwise noted all financial information is presented in thousands except for per share data and
percentages.

TRADEMARKS AND SERVICE MARKS

CLICKSTART, the ClickStart logo, COUNTING CANDLES, DIDJ, Didj (stylized), the Didj logos,
FRIDGE PHONICS, FRIDGE FARM, LEAP, LEAPFROG, the LeapFrog logos, the LeapFrog Connect
logo, the LeapFrog Learning Path logo, the LeapFrog School logo, the LeapFrog LeapSchool logo,
LEAPLET, LEAPPAD, LEAPSTER, the Leapster2 logo, LEAPSTER EXPLORER, the Leapster
Explorer logo, LEAPPAD, LEAPPAD EXPLORER, the LeapPad Explorer logo, LEAPWORLD, the
LeapWorld logo, LEARN & GROOVE, LEARNING FRIEND, MR. PENCIL, MY OWN LEAPTOP,
PEAK-A-SHOE, ODYSSEY, SEE THE LEARNING, TAG, the Tag logo, the Tag Junior logo and the
Tag School logo are some of our trademarks or service marks. This Annual Report on Form 10-K also
includes other trademarks and service marks, as well as trade dress and trade names of ours. Other
trademarks in this Annual Report on Form 10-K are the property of their respective owners.
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PART I

ITEM 1. BUSINESS

LeapFrog Enterprises, Inc. (“LeapFrog” or “we,” “us” or “our”), founded in 1995 and incorporated in 1997
in the State of Delaware, is a leading developer of educational entertainment for children. Our product
portfolio consists of multimedia learning platforms and related content and learning toys. We have developed
a number of learning platforms, including the LeapPad Explorer (‘“LeapPad’’) learning tablet, the Leapster
family of multimedia learning platforms and the Tag and Tag Junior reading systems, which support a broad
library of content titles. We have created hundreds of interactive content titles for our platforms, covering
subjects such as phonics, reading, writing and math. In addition, we have a broad line of stand-alone learning
toys. Many of our products connect to our proprietary online LeapFrog Learning Path (the “Learning Path”),
which provides personalized feedback on a child’s learning progress and offers product recommendations to
enhance each child’s learning experience. Our products are available in four languages (including Queen’s
English) and are sold globally through retailers, distributors and directly to consumers via the leapfrog.com
online store and LeapFrog App Center. LeapFrog is headquartered in Emeryville, California.

Our mission is to help children achieve their potential. Since our inception, we have won more than
1,200 educational and parenting awards and have won Educational Toy of the Year from the Toy Industry
Association in 8 out of 12 years, including 2011.

We generate revenue from selling our multimedia learning platforms and a range of learning toys. In 2011, in
the United States (“U.S.”), we had the best selling kids learning tablet, the best selling learning game system,
the best selling learn to read system and the best selling electronic learning toy line according to industry
sources. We also generate revenue from the sale of a wide range of cartridge based and digitally downloadable
content and books for our platforms that we develop based on licensed characters or our LeapFrog-owned
characters. All of our products are based on our proprietary curriculum, which teaches more than 2,500 skills
across nearly 100 skill categories.

Our multimedia platforms and certain other products connect to our proprietary online LeapFrog Learning
Path, which provides parents personalized feedback on their child’s learning progress and offers product
recommendations to enhance their child’s learning experience. Parents are able to “see the learning” and gain
personalized insight into their child’s learning progress.

Our App Center, launched in 2011, gives our consumers access to a variety of downloadable content for our
multimedia platforms. We also began distributing third party video content for use on our multimedia
platforms through the App Center near the end of 2011.

Beginning April 2004 and continuing through late December 2011, we were a “controlled company’ under
the rules of the New York Stock Exchange (“NYSE”), as Mollusk Holdings, LLC (“Mollusk”) held more
than 50% of the voting power of our outstanding shares. On December 27, 2011, Mollusk’s voting power of
LeapFrog’s outstanding shares decreased to approximately 42.8% resulting from a conversion of our Class B
common stock into shares of Class A common stock, and therefore, LeapFrog is no longer considered a
“controlled company” under the NYSE rules.

Business Segments and Operations

We organize, operate and assess our business in two primary operating segments: U.S. and International.

See Note 19 — “Segment Reporting” in our Consolidated Financial Statements included in this Annual Report
on Form 10-K for detailed information on our segments and their financial results for the fiscal years ended
December 31, 2011, 2010 and 2009.

The operations of our business segments are described below.

*  United States: The U.S. segment is responsible for the development, design, sales and marketing
of multimedia learning platforms and related content, as well as learning toys, sold in the U.S. This
segment markets and sells our products directly to national and regional mass-market and specialty




retailers and other retail stores, distributors, and directly through sales representatives. This segment
also sells our products through our online store and App Center, and other Internet-based channels.
In addition, beginning in late 2011, this segment began distributing third party content through our
App Center.

The U.S. segment represented approximately 75%, 80% and 81% of LeapFrog’s consolidated net
sales in 2011, 2010 and 2009, respectively. The vast majority of this segment’s net sales are to

three large retailers. Sales invoiced to Wal-Mart Stores, Inc. (*“Wal-Mart™), Toys “R” Us, Inc.
(“Toys “R” Us) and Target Corporation (““Target”), in the aggregate, accounted for approximately
64%, 65% and 65% of the segment’s gross sales in 2011, 2010 and 2009, respectively. Each of these
customers accounted for more than 10% of our consolidated and U.S. segment’s gross sales in each
of 2011, 2010 and 2009. Accordingly, the loss of any of these three customers would have a
material adverse effect on our business.

o International: The International segment is responsible for the localization, sales and marketing of
multimedia learning platforms and related content, as well as learning toys, originally developed for
the U.S. This segment markets and sells our products to national and regional mass-market and
specialty retailers and other outlets through our offices in the United Kingdom, France, Canada and
Mexico, as well as through distributors in various markets such as Spain, Germany, Australia, New
Zealand and Japan. In addition, beginning in late 2011, this segment began distributing to certain
territories, third party content through our App Center.

The International segment represented approximately 25%, 20% and 19% of our consolidated net
sales in 2011, 2010 and 2009, respectively. No single country represented 10% or more of our
consolidated net sales in any of those three years. Sales invoiced to Wal-Mart and Toys “R” Us in
aggregate accounted for approximately 30%, 32% and 25% of the segment’s gross sales in 2011,
2010 and 2009, respectively.

Product Portfolio

Our product portfolio for both business segments includes the following:

Multimedia Learning Platforms:

Our multimedia learning platform products include innovative features that facilitate a wide variety of learning
experiences provided by our rich content libraries available in both cartridge and digitally downloadable
forms. All of our multimedia learning platforms are web-enabled and connect to the Learning Path.

e LeapPad: During 2011, we launched LeapPad, a kid-tough, personalized learning tablet for
children ages four to nine with a built-in camera and video recorder. The tablet includes art, story,
and photo studio applications and two gigabytes of memory on board and can be used with both
cartridges and digital content from our App Center. Our Explorer library of cartridges, compatible
with both LeapPad and Leapster Explorer (described below), includes more than 25 content titles
featuring internally developed and licensed content.

o  Leapster Explorer: Leapster Explorer, introduced in 2010, designed for children ages four to nine,
is a handheld multimedia learning platform featuring a high resolution, finger touch screen and
512 megabytes of memory as well as optional attachments such as a camera. Leapster Explorer is
compatible with both cartridges and App Center content, and is compatible with the same Explorer
library of cartridges available for LeapPad.

» Leapster2: Leapster2, the second generation of our original Leapster platform, introduced in 2008,
designed for children ages three to eight, is a handheld learning platform with a multi-directional
control pad and a touch-screen enabled by a built-in stylus. Our Leapster2 library of cartridges
includes more than 40 content titles featuring internally developed and licensed content.

e Tag: Our Tag reading system, introduced worldwide in 2008 and designed for children ages four
to eight, is a stylus-based reading system that leverages core technology of optical pattern reading



hardware and content. The Tag reading system is intended to develop fundamental reading skills and
offers an extensive library of over 55 interactive books, games and flash cards featuring popular
licensed characters and content. The Tag reading system is web-enabled and connects to the
Learning Path.

Tag Junior: Our Tag Junior reading system was introduced worldwide in 2009 and leverages the

same core technology as the Tag reading system, but is designed to introduce younger children ages
one to four to books and reading. The Tag Junior library includes over 25 content titles that feature
both internally developed and licensed content. The Tag Junior reading system is also web-enabled

and connects to the Learning Path.

Learning Toys:

Our learning toys are intended to support development of a number of important skills for infants and young
children, including phoneme, letter, number and color recognition, musical awareness and fine motor skills.
Learning toys, because of their low price points and younger audience, create customer entry points to the
LeapFrog brand that facilitate graduation to our multimedia learning platforms

Scout Collection: Our Scout Collection, introduced in 2009, is a line of learning toys themed
around our proprietary Scout puppy dog character. The line includes My Pal Scout and My Pal
Violet, customizable, interactive plush puppies intended for children as young as six months old that
are web-enabled and connect to the Learning Path. The line also includes Text & Learn, Scribble &
Write and Chat & Count for toddlers. In 2010, we introduced Twinkle Twinkle Little Scout and

My Own Leaptop, a web-enabled customizable laptop. In 2011, we again introduced several new
items into this line including: My Own Story Time Pad and Count & Draw.

Fridge Collection: Our Fridge Collection was introduced in 2003 and is a line of magnetic
learning toys that introduce letter names, letter sounds, spelling, and songs to children ages

12 months and up. The line includes Fridge Phonics Magnetic Alphabet, Fridge Words Magnetic
Word Builder, Fridge Farm Magnetic Animal Set, and Fridge Wash & Go Magnetic Vehicle Set.
In 2011, we introduced the new Magnet Zoo Animal Playset.

Learn & Groove Collection: Our Learn & Groove Collection features bilingual musical learning
toys, including the Learn & Groove Musical Table, Alphabet Drum, Color Play Drum, Music Wand,
Counting Maracas and Animal Sounds Guitar. The Learn & Groove Collection was introduced in
2002 and is intended for children ages six months and up.

Other Products: We also have a general line of learning toys which includes Alphabet Pal,
Sing & Spin Alphabet Zoo and Counting Candles Birthday Cake. In 2010, we introduced several
new items into this line including: My First Book toy books (also compatible with the Tag Junior
reading system), Count & Scan Shopper, Cook & Play Potsy, and Fix & Learn Speedy, among
others. In 2011, we again introduced several new items into this line, including: Shape & Sharing
Picnic Basket, My Discovery House, Peek-a-Shoe Talking Octopus, Xylophone Zoo and
Lettersaurus, among others.

Online Services:

LeapFrog Learning Path: The Learning Path is a web-based service that we introduced in the
U.S. and Canada in 2008 and in the United Kingdom in early 2009. The core of the Learning Path
is an online tool that helps parents track what their children are learning with our connected
products. Parents are able to “see the learning” and gain personalized insight into their child’s
learning progress. The Learning Path gives our consumers access to a- variety of downloadable
content and to online rewards programs that encourage learning.

The Learning Path combines our proprietary curriculum and technology with the power of the web
to bring new levels of engagement, customization and personalization to LeapFrog products. The
Learning Path builds direct one-to-one customer relationships with parents by empowering them
with personalized feedback about their children’s learning progress and by suggesting specific




LeapFrog products that will further develop their children’s skills. The Learning Path is a key
component of our strategy to build direct relationships with parents, keeping them engaged with us
as their children grow.

We believe that the Learning Path adds value to all of our connected products and expands our
relationships with existing customers by allowing us to provide personalized product
recommendations and other relevant information. Many of our products, including the LeapPad,
Leapster Explorer, Leapster 2, Tag and Tag Junior multimedia learning platforms, and My Pal Scout,
My Pal Violet and My Own Leaptop are designed to connect to the Learning Path.

»  App Center: During 2011, we launched our App Center, through which customers may directly
purchase downloadable digital content with a personal credit card, or with App Center cards sold at
retailers or our online store. Our App Center content includes over 100 games, eBooks, flashcards
and activities that feature LeapFrog owned characters such as Mr. Pencil and Pet Pals, as well as
popular licensed characters and content such as Cars 2 and Scooby Doo. In addition, we began
distributing third party video content through the App Center near the end of 2011, including
popular titles such as Dora the Explorer, SpongeBob Squarepants and Thomas the Tank Engine. Our
App Center provides content for topics such as creativity through art, music and imaginative play,
school basics through mathematics, reading and writing, geography through world, country and
culture, life skills, and sciences, among others. App Center content is exclusively compatible with
LeapFrog multimedia learning platforms.

For information on sales of product lines that constituted 10% or more of total net sales by segment,
see Note 20 — “Segment Reporting” in our Consolidated Financial Statements included in this Annual
Report on Form 10-K.

For more information about the risks associated with our new products, see Part I, Item 1A. — Risk

Factors — “Our business depends on our ability to correctly predict highly changeable consumer preferences
and toy trends” and “‘Our growing strategic focus on online products and services may not succeed, and may
limit the adoption of our products in some international markets” in this Annual Report on Form 10-K. All
references to risk factors throughout this Annual Report on Form 10-K are to risk factors contained herein.

Competition

Our multimedia platform products compete in the electronic learning aids category of the toy industry;
however, our product strategy means that we increasingly compete in a broader arena with a variety of
electronic products including tablet computers, eBook readers and mobile devices. Our multimedia platforms,
such as our LeapPad learning tablet and Leapster Explorer platform, compete against handheld gaming
platforms from Sony and Nintendo and against mobile devices such as Apple’s iPhone, iTouch and iPad and
Android-based phones and tablets. Our learning toys compete specifically in the preschool toy category of the
toy industry in the U.S. and selected international markets, in which competition is significant.

We believe the principal areas of competition in our industry are learning content, performance, features,
quality, brand recognition and price. We believe our learning toys, multimedia learning platforms, and the
related content, online capabilities, and other content compete favorably on these bases. Our products are
sometimes viewed by consumers as premium goods that are more expensive than our competitors’ products.
We believe the LeapFrog brand is recognized for comparably higher quality educational products, enabling us
to compare favorably with many of our current competitors despite premium pricing. In addition, we believe
our learning toy product category is an important competitive differentiator because it introduces parents to the
LeapFrog brand and provides an entry point to the Learning Path, and our associated strategy to build direct
relationships with customers.

We face the challenge of competitors introducing similar products or functionality soon after we introduce our
new products or product lines, and these competitors may be able to offer their products at lower prices using
cheaper manufacturing processes or materials, more limited functionality, or reduced safety features. In
addition, many of our direct, indirect and potential competitors have significantly longer operating histories,



greater brand recognition and substantially greater financial, technical and marketing resources than we do.
Our principal competitors in the toy industry have included Mattel, Inc., primarily under its Fisher-Price
brand, Hasbro, Inc. and its Playskool division, and Vtech Holdings Ltd. For information on how competition
could affect our business, see Part I, Item 1A. — Risk Factors — “If we are unable to compete effectively with
existing or new competitors, our sales and market share could decline.”

Our products must also compete for the leisure time of children and the discretionary spending of parents with
other forms of media and entertainment. We design our products to bring fun to learning in order to compete
favorably with these outside competitive influences.

Manufacturing

We are committed to designing and manufacturing products that meet applicable safety and regulatory
requirements. As is the case with most toy manufacturers and many consumer electronics companies, most of
our products are manufactured in China. We actively manage our supplier base, mandating compliance with
U.S. and international safety inspections and reinforcing our product standards. Our standards require that we
meet or exceed all applicable regulatory requirements regarding safety in the design, manufacture, packaging,
and delivery into the hands of each product’s ultimate user, a child.

Our manufacturing and operations strategy is designed to maximize the use of outsourced services,
particularly with respect to the actual production and physical distribution of our products. We outsource
substantially all of our manufacturing, using several Asia based manufacturers, most of which manufacture our
products at facilities in the Guangdong province in the southeastern region of China. These manufacturers are
selected based on their technical and production capabilities and are matched to particular products to achieve
cost and quality efficiencies. We depend on these manufacturers to produce sufficient volumes of our finished
products in a timely fashion, at satisfactory cost and quality levels and in accordance with our and our
customers’ terms of engagement. Commodity and labor costs in China continue to increase due to a variety of
factors. For information on the potential business risk resulting from our reliance on contract manufacturers,
see Part [, Item 1A. — Risk Factors — “We rely on a limited number of manufacturers to produce our
[finished products, and our reputation and operating results could be harmed if they fail to produce quality
products in a timely and cost-effective manner and in sufficient quantities or if our manufacturing process is
otherwise disrupted.”

We have established subsidiaries in Hong Kong and Shenzhen, China to work closely with our contract
manufacturing service providers. These subsidiaries manage product design, the supply of raw materials, labor
and the assembly process.

Most of our products are manufactured from basic raw materials such as plastic and paper, and a majority of
our products require electronic components. These raw materials are readily available from a variety of
sources, but may be subject to significant price fluctuations. Some of the electronic components used to make
our products, including our application-specific integrated circuits (*“ASIC”), currently come from single
suppliers. For information as to how this concentration of suppliers could affect our business, see Part I,

Item 1A. — Risk Factors — “We depend on our suppliers for our components and raw materials, and our
production or operating margins would be harmed if the cost of our raw materials were to significantly
increase or if these suppliers are not able to meet our demand and alternative sources are not available.”

Our quality control system processes include product testing and verification for safety and reliability, starting
in the design phase of a product’s life cycle and continuing through production and field support. We set
standards for supplier performance and we make routine assessments of and take steps to verify compliance
with our quality standards. We communicate those expectations to our suppliers regularly and work with them
to sustain the process of consistently producing safe products. We work with a relatively small group of
contract manufacturers, some of which are specialized for the consumer electronics manufacturing sector. For
more information about the adverse effects that could result from possible errors or defects in our products,
see Part I, Item 1A. — Risk Factors — “Any errors or defects contained in our products, or our failure to
comply with applicable safety standards, could result in recalls, delayed shipments, rejection of our products
and damage to our reputation, and could expose us to regulatory or other legal action.”




Research and Development

We design our multimedia learning platforms and related content, learning toys, and online services using a
combination of in-house research and development (“R&D’") resources and outside consultants. Generally,
once the design phase of the product is complete, the remaining development and manufacturing of the
products are outsourced to third parties. Our total R&D expense was $33.8 million, $33.4 million and
$33.8 million in 2011, 2010 and 2009, respectively.

*  Multimedia Learning Platform and Toy Development: We believe that investment in R&D is a
critical factor in strengthening our product portfolio. We have assembled a team of specialists with
backgrounds in a wide variety of fields, including education, child development, hardware
engineering, content development, video games and toys. We have internally developed each of our
current multimedia learning platforms using licensed technology if warranted. For example, we use a
version of Macromedia’s Flash player in our Leapster and LeapPad multimedia learning platform.
We also use optical pattern recognition hardware and software from Anoto AB in our Tag and
Tag Junior products. We have internally developed the majority of our learning toys.

*  Content Development: Our content production department oversees development of our
interactive books, educational games, and stand-alone products, applying a pedagogical approach,
which is based on established educational standards. Much of our content uses licensed characters,
such as the Disney Princesses, Dora the Explorer, Scooby-Doo, SpongeBob and Thomas the
Tank Engine, and characters from the movies Penguins of Madagascar, Cars 2, and Tangled. Most
of our concept designs are created by our in-house content production department, many members
of which have prior experience in the education, entertainment and educational content or video
game industries.

¢ Development of online services: Our online-connected products provide accessibility to the
Learning Path and the App Center, both of which are key competitive differentiators. Our online
capabilities, such as our Learning Path, App Center and online store at www.leapfrog.com, are
developed through a combination of in-house team members and third party resources. Many
members of our development and production team have prior experience in online engineering. Our
online services are based on a combination of internally developed content, in-licensed content and
web applications hosted by third parties.

Adbvertising and Marketing

Our advertising and marketing strategy is designed to position LeapFrog as a leader in providing engaging,
effective, technology-based learning solutions for children. Our strategy is designed to promote a strong brand
that parents seek out to teach children in a fun and engaging way with the goal of helping every child achieve
their potential.

In recent years, we have shifted our focus to more efficient forms of advertisement, such as direct-to-consumer
marketing programs via our Learning Path, and social media outlets such as Facebook and Twitter, with less
dependence on traditional marketing programs such as television advertising.

We have well-established retailer relationships and also communicate our messages and offerings through in-
store advertisements. Advertisements run by our retail partners, such as Target, Toys “R” Us, and Wal-Mart,
highlight promotional activities and the availability of particular LeapFrog products at these retailers’ outlets.
In key retail stores, we use in-store demonstration display units to highlight LeapFrog products and
demonstrate the features of our products through in-store user experience.

We leverage public relations globally as a strategy to gain additional recognition and momentum for our
brand and products through media outreach focused on garnering both product-specific and corporate
media coverage.



Distribution
Our customers generally fit into one of the following categories:

*  Retailers that resell our products to consumers, through their retail stores and their own online
channels, in the U.S. and some international regions;

+ Distributors that purchase our products for resale to retailers, generally internationally, and also to
U.S. schools and school districts as education market resellers; and

*  Direct consumers who purchase our products via our website, leapfrog.com and our LeapFrog
App Center.

Retailers and distributors purchase our products in advance, for pickup from our manufacturers in Asia, or
through orders placed to our regional warehouses where we maintain inventories to meet expected short-term
demand. Products are generally shipped through free-on-board terms. Customers pay through pre-established
letters of credit or upon payment terms, which are usually based on the date of shipment. Generally, we do
not provide rights of return or extended payment terms to our customers, except for industry standard terms
surrounding the return of defective merchandise.

Intellectual Property and Licenses

We rely on a combination of patent, trademark, copyright and trade secret laws in the U.S. and other
jurisdictions as well as confidentiality procedures and contractual provisions to protect our brand, characters,
and proprietary technology and information.

We maintain an active program to protect our investment in technology and brands by attempting to secure
patent rights, trademark registrations and other intellectual property registrations. We have filed and obtained a
number of patents in the U.S. and abroad. We believe that the duration of the applicable patents we are
granted is adequate relative to the expected lives of our products. While our patents are an important

element of the protection of our intellectual property, our business as a whole is not materially dependent on
any one patent.

For a discussion of how our intellectual property rights may not prevent other companies from using similar
or identical technology, see Part I, Item 1A. — Risk Factors — “If we are unable to maintain or acquire
licenses to include intellectual property owned by others in our games, our operating results will suffer.”” For a
discussion of how our intellectual property rights may not insulate us from claims of infringement by

third parties, see Part I, Item 1A. — Risk Factors — “Third parties have claimed, and may claim in the future,
that we are infringing their intellectual property rights, and we may not succeed in protecting or enforcing
our intellectual property rights.”

In addition to proprietary materials we have developed, we use various licensed technologies in some of our
key products, such as LeapPad, Leapster and Tag. Our continued use of these rights is dependent on our
continued compliance with applicable license terms. Any failure to do so could interrupt our supply chain and
require us to modify our products or business plans. Please see Part [, Item 1A. — Risk Factors — “If we are
unable to maintain or acquire licenses to include intellectual property owned by others in our games, our
operating results will suffer” for further discussion of the risks we face in relying on third party technology
licenses for our products.

Seasonality

Our business is highly seasonal with a significant portion of our revenue occurring in the second half of the
year. Given relatively low sales volumes in the first half of the year and the fixed nature of many of our
operating expenses, which occur fairly evenly throughout the year, our results of operations have

historically been stronger in our third and fourth quarters relative to our first and second quarters. Conversely,
our cash flow from operations tends to be highest in the first quarter of the year when we collect a majority of
our accounts receivable related to sales made in the fourth quarter of the prior year. Cash flow from
operations is generally lowest in our third quarter, as accounts receivables collections taper off and we build




our inventory levels in preparation for the fourth quarter holiday season. The reduction in cash flow in the
third quarter generally means that our available cash is at its lowest point for the year in the first month of the
fourth quarter.

Our seasonal sales patterns for the years ended December 31, 2011, 2010 and 2009 are shown in the
table below.

Years Ended December 31,

2011 2010 2009
Percent of total net sales:
ISt QUAET . . . . oot e e e e e 9% 10% 8%
20d QUATET. . . . o oot e e e e e 12% 14% 13%
Jrdquarter. . . ... ... 33% 32% 29%
dth quarter . . . .. ..ot e _46% _44% _50%
Total. . ... . e e 100% 100% 100%

Seasonal purchasing patterns and their related production lead times create risk in our business due to possible
under-production of popular items and over-production of items that do not match consumer demand. In
addition, our retail customers have continued to manage their inventories more stringently, a trend that began
during the most recent recession, requiring us to ship products closer to the time of expected consumer
demand. If this trend continues, it could increase the risk that we do not meet the demand for specific
products at peak demand times. Similarly, this trend could have an adverse impact on our own inventory
levels as we experienced in the fourth quarter of 2010 when we pre-built products to meet anticipated demand
that did not materialize. For more information about the effects of seasonality on our business see Part I,

Item 1A. — Risk Factors — “Our business is highly seasonal, and our annual operating results depend, in
large part, on sales relating to the brief holiday season.”

Financial Information about Geographic Areas

Financial information regarding export sales and international operations versus U.S. sales and operations is
included in Note 20 — “Segment Reporting” in our Consolidated Financial Statements included in this
Annual Report on Form 10-K. For information regarding risks associated with our foreign operations upon
which our international segment depends, see Part I, Item 1A. — Risk Factors — *“Qur international business
may not succeed and subjects us to risks associated with international operations.”

Employees

As of December 31, 2011, we employed 494 people on a full-time basis as compared to 511 as of
December 31, 2010. The slight decline in full time employees was primarily due to natural attrition and the
consolidation of various roles to gain operational efficiencies. We also retain independent contractors to
provide various services. Except with respect to some of our foreign subsidiaries, we are not subject to any
collective bargaining agreements and we believe that our relationship with our employees is good. Some of
our foreign subsidiaries are subject to collective bargaining agreements whose benefits and terms are codified
and required under local labor laws.



Executive Officers of the Registrant

The following table sets forth information with respect to our executive officers as of February 29, 2012:

Name Age Position Held

John Barbour 52 Chief Executive Officer

Mark A. Etnyre 45 Chief Financial Officer

Michael J. Dodd 52 President and Chief Operating Officer
William K. Campbell 50 President of Americas Sales

Chris Spalding 50 Senior Vice President and Managing Director,

EMEA (Europe, Middle East, Africa and Asia)

John Barbour has served as our CEQ and as a board member since March 2011. Prior to joining LeapFrog,
he served as President of the GameHouse Division of RealNetworks, Inc. from October 2008 to August 2010.
From October 2006 to October 2008, Mr. Barbour served as the Managing Partner of Volta Capital, LLC, a
strategy and investment consulting firm. From 1999 to June 2006, Mr. Barbour was employed by Toys “R”
Us, Inc., a leading retailer of children’s toys and products. He served as President of Toys “R” Us U.S. from
August 2004 to June 2006. Prior to that, he served as President of Toys “R” Us International and Chairman
of Toys “R” Us Japan from February 2002 to August 2004. From 1999 to 2002, Mr. Barbour served as
President and Chief Executive Officer of toysrus.com, a subsidiary of Toys “R’ Us, Inc. Mr. Barbour has also
held senior level positions with Hasbro, Inc., Oddzon Products Inc., and Universal Matchbox Group, Ltd.

Mr. Barbour holds a B.Sc. in Chemistry, with Honors, from the University of Glasgow.

Mark A. Etnyre has served as our CFO since March 2010. Previously, he served as Vice President, Corporate
Controller from December 2007 to February 2010. Prior to joining LeapFrog, Mr. Etnyre served in various
financial-related capacities with Microsoft Corporation, including most recently as the Senior Controller of the
OEM Division from 2001 to 2007 and from 1997 to 2001 as Financial Controller and Compliance Manager of
Microsoft Licensing, Inc., a wholly owned subsidiary of Microsoft Corporation. Prior to joining Microsoft
Corporation, Mr. Etnyre was a senior manager with Deloitte. Mr. Etnyre received his B.S. in Accounting from
Indiana University.

Michael J. Dodd has served as our President and Chief Operating Officer since September 2010 and as our
Chief Operating Officer since March 2010. Previously, he served as Senior Vice President, Supply Chain and
Operations from April 2005 to February 2010. Prior to joining LeapFrog, he co-founded Executive
Technology, Inc., a value-added reseller and system integrator of information technology products, and
served as its Chief Operating Officer from September 2003 through April 2005. From May 2002 to
September 2003, Mr. Dodd served as Executive Vice President, Chief Marketing Officer and Chief Operating
Officer at Targus Group International, Inc., a provider of mobile personal computers and wireless accessories.
Mr. Dodd was a Vice President, Operations at Juniper Networks, Inc., a manufacturer of internal protocol
routers from September 2000 to May 2002. From November 1989 to September 2000, Mr. Dodd served in
various capacities at Compaq Computer Corporation, a manufacturer of personal computers, most recently as
Managing Director of Operations and Strategic Procurement for the Presario personal computer business.
Mr. Dodd received his B.B.A. from Texas A&M University.

William K. Campbell has served as our President of Americas Sales since January 2011. Previously, he
served as our President of Sales and Marketing from March 2010 to January 2011. Prior to that, he served
as Senior Vice President, Global Sales from May 2006 to February 2010, as Vice President, Global Sales
from December 2002 to May 2006 and as Director of Sales from January 2000 to December 2002. Prior
to joining LeapFrog, he served in varying capacities at LEGO Systems, Inc., most recently as national
account manager from February 1997 to December 1999. Mr. Campbell received his B.A. from Stephen F.
Austin State University.

Christopher Spalding has served as our Senior Vice President & Managing Director EMEA (Europe,
Middle East, Africa and Asia) since January 2011. Previously, he served as Managing Director EMEA from
October 2009 and was given further territory responsibility for Asia in December 2009. Prior to joining
LeapFrog, Mr. Spalding was COO of Metro International Media SA from May 2006 to December 2007.




Prior to this, he worked for Associated Newspapers (now part of A&N Media Limited) as Circulation Sales
Director from September 2001 to May 2006, Emap plc (now part of Eden Bidco Ltd) from November 1998
to September 2001, as well as a number of other fast moving consumer goods companies including The Coca-
Cola Company, PepsiCo, Inc. and Virgin Group Limited.

Available Information

We file Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, proxy
statements and amendments to reports filed pursuant to Sections 13(a) and 15(d) of the Securities Exchange
Act of 1934, as amended (“Exchange Act”) with the U.S. Securities and Exchange Commission (“SEC”).
Such reports and other information filed with the SEC are available free of charge on the investor relations
section of our website located at www.leapfroginvestor.com under ‘“‘Financial Information-SEC Filings” as
soon as reasonably practicable after they are filed with or furnished to the SEC. The public may read and
copy any materials filed by us with the SEC at the SEC’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549. The public may obtain information regarding the operation of the Public Reference
Room of the SEC by calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains a website that
contains reports, proxy and information statements, and other information regarding issuers that file
electronically at www.sec.gov. The contents of these websites are not incorporated into this filing. Further, our
references to the URLs for these websites are intended to be inactive textual references only.

ITEM 1A. RISK FACTORS

Our business, financial condition and operating results can be affected by a number of factors, including those
described below, any one of which could cause our actval resuits to vary materially from recent results or
from our anticipated future results. In addition to the other information contained in this Annual Report on
Form 10-K and our other filings with the SEC, the following risk factors should be considered carefully
before you decide whether to buy, hold or sell our common stock. Additional risks not presently known to us
or that we currently deem immaterial may also impair our business, financial conditions, results of operations
and stock price.

If global economic conditions deteriorate, our business and financial resuits could be affected.

We develop and distribute educational entertainment for children. Our performance is impacted by the level of
discretionary consumer spending. Consumers’ discretionary purchases of educational entertainment items for
children may be impacted by unemployment, foreclosures, bankruptcies, reduced access to credit, falling home
prices, lower consumer confidence and other macroeconomic factors that affect consumer spending behavior.
In addition, the stability of the European Union and the debt crisis in certain of its member states poses a
significant threat to the global economy as a whole. Although discretionary consumer spending in the U.S. and
around the world has recovered from the lows experienced in the most recent economic recession,
deterioration of global economic conditions could potentially have a material adverse effect on our business
and operating results.

Our business depends on our ability to correctly predict highly changeable consumer preferences and
product trends.

We operate in an industry where consumer preferences can change drastically from year to year. Even our
successful products typically have a relatively short period of high demand followed by a decrease in demand
as the products mature. For example, net sales of the classic Leapster platform peaked in 2006 and are no
longer material to our overall sales. We depend on our ability to correctly identify changing consumer
sentiments well in advance and supply new products that respond to such changes on a timely basis. In
addition, we rely on our ability to identify third party entertainment media that is likely to be popular with
consumers and license rights to such media to incorporate into many of our products. Consumer preferences,
and particularly children’s preferences, are continually changing and are difficult to predict. Since our products
typically have a long development cycle, in some cases lasting over a year, it can be difficult to predict
correctly changing consumer preferences and technology, entertainment and education trends. If we are unable
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to correctly predict consumer preferences and successfully integrate popular third-party media and technology
with our own, it would negatively impact our operating results.

To remain competitive and stimulate consumer demand, we must continue to develop new products and
services and successfully manage frequent product introductions and transitions.

Due to the highly volatile and competitive nature of the industries in which we compete, we must continually
introduce new products and services, enhance existing products and services, and effectively stimulate
customer demand for new and upgraded products. In 2010 and 2011, we introduced a number of new products
and services to the market that represented a substantial portion of our 2011 sales and, in some cases,
represented a significant change in the way we interact with consumers. For example, in 2011 we launched
the LeapFrog App Center, which allows consumers to download content for use with some of our products
directly from us, instead of purchasing game cartridges from our retailers. In addition, some of the key
products launched in recent years, including our 2011 release of the LeapPad, have a high price point
compared to other children’s products. We cannot be sure that any new products or services will be widely
accepted and purchased by consumers or that we will be able to successfully manage product introductions
and transitions. Failure by consumers to accept our new products and services or to pay a higher price for
some of our key products, or our failure to manage product introductions and transitions, could adversely
affect our operating results.

We rely on a small group of retailers that together accounted for the vast majority of our gross sales
each year, and our dependence upon them may increase.

Our top three retailers in 2011 were Wal-Mart, Toys “R” Us and Target, which accounted for approximately
64% of the U.S. segment’s gross sales in 2011 and 65% in 2010. In addition, Wal-Mart and Toys “R” Us
accounted for approximately 30% of the international segment’s gross sales in 2011 and 32% in 2010. For the
foreseeable future, we expect to continue to rely on a small number of large retailers for the majority of our
sales domestically and abroad.

We do not have long-term agreements with any of our retailers. As a result, agreements with respect to
pricing, shelf space, cooperative advertising or special promotions, among other things, are subject to periodic
negotiation with each retailer. Retailers are continually re-evalu