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PART |
Special Note Regarding Forward Looking Steements

This Annual Report on Form 1K contains forwardooking statements as that term is defined in the federal
securities laws. The events described in forwaoding statements contained in this Annual Report on Form
10-K may not occur. Generallhese statements relate to business plans or strategies, projected or anticipatec
benefits or other consequences of our plans or strategies, projected or anticipated benefits from acquisitions
be made by us, or projections involving anticipated reverasgings or other aspects of our operating results.
The words fimay, o fAwill, 0 fAexpect, 0 fAbelieve, 0 fAa
Afcontinue, 0 and their opposites and-lopkingstatements.eNep r
caution you that these statements are not guarantees of future performance or events and are subject to a nt
of uncertainties, risks and other influences (including, but not limited to, those set fidrthine iRiskL A

Fa c t pymasydf which are beyond our control, that may influence the accuracy of the statements and the
projections upon which the statements are based. Any one or more of these uncertainties, risks and other
influences could materially affect our results of operatiand whether forward looking statements made by us
ultimately prove to be accurate. Our actual results, performance and achievements could differ materially fro
those expressed or implied in these forwlaaking statements. We undertake no obligatmpublicly update

or revise any forwartboking statements, whether from new information, future events or otherwise. All
cautionary statements made in this Annual Report on Forksltbuld be read as being applicable to all

related forwaredooking staéments wherever they appear.

ITEM 1. BUSINESS

OVERVIEW

We are a developer of analog and digital tiderand other products for the personal computer market.
Through our Hauppauge Computer Works, ,Isiauppauge Digital Europgarland PCTVSystems Sarl
subsidiaries, we design, developanufactureand market analog, digital and other types oftliversandother
deviceghat allow PC users to watch television on a PC screen in a resizable window. Most of our products al
enable the recordingof TVshew t o a PCb6s hard disk, receiving of
display of digital media stored on a computer to a TV set via a home netWarkvere incorporated in

Delaware in August 1994 and are headquartered in Hauppauge, New York. \aelimavistrative offices in
Luxembourg, Ireland and Singaporgales offices in Germany, London, Paris, The Netherlands, Sweden, Italy,
Spain, Singapore, Taiwan and Califoraiad research and development centers in Hauppauge, New York,
Braunschweig, GermgrandTaipei,Taiwan.

ACQUISTION OF PCTV ASSETS FROM AVID TECHNOLOGY, INC.
Effective December 24, 2008usuant to an Asset Purchase Agreendaied as oDctober 252008, as

amended by that certain Amendment No. 1 to the Asset Purchase AgreemBmiA\(the nd ment 0) (t «
the Amendment, t he i ABGI¥ $ysténSarlcahuxesnbourd compaefiifie ryted o )



and a whollyownedsubsidiary oburs acquireccertainassetand propertie§ t MAequinéd Assets ) Awdf
Technol ogwi,dd)n,c.a (0heAl awar e c or p,aCabfdrniaconporati®hi nnacl e

(APinnacleodo), Avid Technology GmbH, a |imited 1|
Development GmbH, a limited liability company organized under the déd@&rmany, and Avid Technology
International BV organized under the laws of the Netherlaigds,0 | | e ct i v e | The purchase priteS e |

was approximately $5,000,00éndconsistedf $2,238000payablein cash $2,500,000 payable pursuantto
Promi ssory Note, dated December 24, 2008, made pasa
assumption of certain liabilitiedn connection with the transaction, the Buyer or one or more of its affiliates
areemploying certain employees and occupy certain facilities located in Braunschweig, Germafiie

Acquired Assetsvereused by the Sellers in the business of, among other thiregdevelopment, manufacture

and sale ofV tuner devicedor receiving ovetthe-air, satellite and/or cable teleisa signals that are used in
conjunction with personal computers for personal television viewing.

The principalamount due pursuant to the Note is payablE2 equal monthly installments of $208,333, with

the first such payment due and payable on Jgr2dg 2009. Interest on the outstanding principal amount of
the Note is payable at a rate equal to (i) from December 24, 2008 until the Maturity Date (as defined in the
Note), five percent (5%), (ii) from and after the Maturity Date, or during theraaarice of an Event of Default

(as defined in the Note), at seven percent (7%). Pursuant to the terms of the Note, the Buyer and its affiliates
are prohibited from (i) declaring or paying any cash dividend, or making a distribution on, repurchasing, or
redeeming, any class of stock or other equity or ownership interest in the Buyer or its affiliates, (ii) selling,
leasing, transferring or otherwise disposing of any assets or property of the Buyer or any of its affiliates, or
attempting to or contracting tto so, other than (a) the sale of inventory in the ordinary course of business and
consistent with past practice, (b) the granting of-ardusive licenses of intellectual property in the ordinary
course of business and consistent with past practicecatiie(sale, lease, transfer or disposition of any assets
or property (other than the Acquired Assets) with a value not to exceed $500,000 in the aggregate, or (iii)
dissolving or liquidating, or merging or consolidating with any other entity, or acquailtiog substantially all

of the stock or assets of any other entity.

As of September 30, 200ree payments remained on tliete and the balance of thote was $625456.

In connection with the transactions contemplated by the Asset Purchase AgrebeeBuyer, Hauppauge

Digital EuropeSarl( A HDES6) , and Hauppauge Comput eawnewor k s,
subsidiaryoburs( col | ecti vely, the fASubsidiarieso) and th
Agreement, dated December24028 (t he ATSAO6), pursuant to which,
provide each other with certain services relating to infrastructure and systems, order processing and related
matters and systems transi t iasseatfodhrinddetail eltha TSA.dTherfees t e
for suchServices are set forth in the TSA. The term of the TSA shall be until the earlier to occur of (i) 18
months following theclosing or (ii) termination of the last of the Services to be provided pursuém TSA.

The TSA may be terminated by the Subsidiaries at any time upon thirty (30) days prior written notice to the
Sellers and may be terminated with respect to any particular Service to be provided pursuant to the TSA upo
ten (10) days prior wrign notice to Seller.

The Trangion Services Agreementas terminatethy the Subsidiarieas of April 30, 2009.

Further, Avid, Avid Technology InternationBV (collectively, t he fAConsi gnor o), and
(coll ectively, t heaningotorysandgroduetRgturneAgreeenent dated Detember 24,
2008 (the fAlnventory Agreemento). Pursuant to t

obligated to deliver the Consigned Inventory (as defined in the Inventory AgreementLngignee and the
Consignee is obligated to, as applicable, fill orders from products held as Consigned Inventory before filling
any such orders with products or inventory other than the Consigned Inventory. Upon the sale of Consigned
Inventory by the Cosignee, the Consignee has agreed to pay the Consignor for such Consigned Inventory as



foll ows: (1) 1 f Consignee sells Consigned I nvent
defined in the Inventory Agreement) for such Consignedntorg, then Consignee has agreed to pay

Consignor an amount equal to one hundred percent (100%) of the Consignor Cost for such Consigned
Inventory; or (ii) if Consignee sells Consigned Inventory for a price less than the Consignor Cost for such
Consignednventory, then Consignee has agreed to pay Consignor an amount equal to eighty percent (80%)
the sales price for such Consigned Inventory. The term of the Inventory Agreement expires 18 months from
date of execution.

In connection with the transta@ns contemplated by the Asset Purchase Agreement, Avid, Pinnacle and the
Buyer also entered into an Intellectual Property
Agreement 0) . Pursuant to the t er grantedthe Buyereerthi® Ag
irrevocable, personal, neexclusive, worldwide, fully paid, royaltfree and nosiransferable licenses to certain
copyrights and other intellectual property rights owned by Avid, Pinnacle and their respective subsidiaries,
subjed to certain termination provisions as set forth in the IP Agreement.

OUR STRATEGY

Since our entry into the PC video market in 1991, management believes that \bed@we deader in
bringing TV content to PCs by focusing on five primary strategiotf:

innovating and diversifying our products

introducing new and desirable features in our products

expanding our domestic and international sales and distribution channels
forging strategic relationships with key industry players

outsourcing our prodiion to contract manufacturers

As more people are looking to PCs for a total entertainment experience, we believe that our products are abl
enhance the capabilities of the PC to enable it to become stamantegrated entertainment system. We fee

our current products and products we may introduce in the future have the potential to be ubiquiteus in PC
based home entertainment systems.

Our engineering group works on updating our current products to add new and innovative features that the
marketpace seeks, while remaining vigilant in keeping our manufacturing costs low and trying to ensure that
our products are compatible with new operating systems. This work is done in addition to our research and
development efforts in designing, planning anddng new products.

During fiscal 2009 our engineering department introdse#tivare support for all of our WinT¥iVR and
WinTV-NOVA products for use with the Microsoft Windows 7 operating systeraddition, we introduced
new TV tuner products witthe WinTV-Ministick, theWinTV-Aero Stick, theWinTV-HVR-930 Triple
mode TV tunertick, the PCTV Nanestick 73e Ultimateand the PCTV Picostick

During fiscal 2008 our engineering department introducedHBePVR High-Definition video recorderthe
WinTV-HVR-1950 andWinTV-HVR-2250 for the North American market and WenTV-HVR-220Q
WinTV-HVR-900HandWinTV-NOVA-TD for the European market.

All of these productare designed to run under thicrosoft Windows 7 operating system in additim
Microsoft Vistaand Microsoft Windows XP. The products for North Ameriaee designed tsupport the
NTSC analogableTV standard plusvertheair ATSC high definition TVand clear QAM digitatableTV.

We believe that strategic relationshipghakey suppliers, PC manufacturers, technology providers, and internet



and ecommerce solutions providers give us important advantages in developing new technologies and
marketing our productsBy jointly working with, and sharing our engineering exgertivith a variety of other
companies, we seek to leverage our investment in research and development and minimize time to market.

Our domestic and international sales and marketing team cultivates a variety of distribution channels compris
of computer ad electronic retailers, computer products distributors and PC manufacturers. Electronic retailer:
include retail stores, web stores and t#pedty catalogs, both print and-tine, among othersWe work closely

with our retailers to enhance sales tlgioyoint advertising campaigns and promotions. We believe that
developing our international presence contributes to our strategic position, allowing us to benefit from
investments in product development, and more firmly establishing our Hauppauge®, WamtvV®

Medi aMVPE brand names in the i nt ¢nsalestofficesinacountriea r k e
outside of the U.S.amal sales and R&D facility in Taiwan to service the growing Asian market.

We seek to maintain and improve our profit mardgigmsamong other things, outsourcing our production to
contract manufacturers suited to accommodate the type and volume of our needs. We also leverage internati
supplier relationships to assist us in receiving competitive prices for the componentepbug. We believe

this twotiered approach allows us to be the lowest cost / highest quality producer in our marketplace. This
approach enables us to focus our human and financial resources on developing, marketing and distributing o
products. Succshllly engineering products to have low production costs and commonality of parts along
with the use of single platforms for multiple models are additional important ways that we believe our design
and build strategy contributes to our financial perforneanc

PRODUCTS

Our products fall undehreeproduct categories:

e Analog TVtuners
e Digital TV tuners and combination analoglusdigital TV tuner products
e Other noATV tunerproducts

See A-IMaemmmge ment 6s Discussion amdahdhaRgsulst @fofFi @
Consolidated Financial Statements comprising part of this Annual Report on Fd¢rfod @dditional
information relating to our operating segments.

Analog TV Tuners

Our analog TMunerproducts enable, among other gisna PC user to watch analog cable TV in a resizable
window on a PC. Although we continue selling analogtiiversin regions outside of the United States, we
have stopped developing pure analog tlivess, concentrating our engineering resourcedigital TV tunes

and combination analog and digital Tvhes , whi ch i s detail ed i Tunes'he se

Our WInTV analog TMunerproductsncludecableready TV tuners with automatic channel scan and a video
digitizer which allows tk user to capture still and motion video images. Some of our analagh&kproducts

allow the user to listen to FM radio, videonference over the internet (with the addition of a camera or
camcorder), and control these functions with a handheld resooteol. In Europe, our WinTV® analog TV
tunerproducts can be used to receive teletext data broadcasts, which allow the reception of digital data that i

~

transmitted along with the Aliveo TV signal

Some WinTV analog T\funerproducts are available agternal devices which connect to the PC through the
USB port. The USB models are encased in an attractive case making USB models freely portable from PC t
PC and from one desktop, laptop or notebook computer to another.



Our WinTV-PVR TV recording prodcets include all of the basic features of our analogtnérproducts, such

as TV on the PC screen, channel changing and volume adjustment. They also add the ability to record TV
shows to disk using a builh high quality hardware MPEG 2 encoder. Thidtemlogy allows a typical desktop
computer system to record up to hundreds of hours of video to disk, limited only by the size of the disk (or
storage medium). In addition, the WinIRVR user can pause a live TV show, and then resume watching the
TV show ata later time. The maximum amount of recording time and the maximum amount of paused TV is
dependent upon the hard disk space available on the PC.

The WIinTV-PVR user can record a TV show to the hard disk using a TV scheduler and then play the recordin
back, edit it, and record the show onto a-®@M or DVD-ROM, using a CD or DVD writer, for playback on a
home or portable DVD player or on a PC. The user caizecthe window during viewing, recording or
playback. Our WinTWPVR products also provide farstant replay and are available in both internal and
external USB models.

An added feature to the WinFFVR-150, WinTV®-PVR-250, WinTV-PVR-500 and WinTVPVR-USB2 is

that they support MicrosoftEG6s Windows E MedaCeviterdi a
Edition integrates digital entertainment experie
vi deo, DVDs and pictures. Users can pause, jump
series, and manage digitausic, home movies, videos, photos and DVDs on the PC. Users can also access a
control this new entertainment device with large, éagyseon-screen menus and the Media Center Remote
Control.

We provide Microsoft certified Media Center drivers foese products to PC manufacturers and value added
resellers for integration into their Windows XP Media Center PC systems.

With the global shift to digital TV broadcasts, the sales of our analog family products have been declining anc
we expect this decle to continue during the transition from analog to digital broadcasts.

Digital TV andCombinationAnalogplusDigital TV TunerProducts

Our digital TVtunerproducts enable, among other things, a PC user to watch digital television in a resizable
windowon a PC or laptop screen. There difeerent digital TV standards throughout the world, and we
developTV tunerproductsfor many of these digital T¥ormats Examples of digital TV broadcasts we can
receive on our TV tuner products include: ettegair high definition ATSC, clear QAMnd DVB-C digital
cabledigital terrestriaDVB-T, digital satelliteDVB-S andDVB-S2. To support these digital T’drmats and

as many of our primary marketsansition from analog to digitdlV, we have beenoncentrahg our

engineerig resources odigital TV tunerproductsand have discontinued development on analog only TV
tuners

We have a | ine of exter.nallV TtW ntae snedi & tunesklwhid donnedd i
to aPC, notebookor netbokc o mput er t hrough the USB port. TV t
PC userand others who want the flexibility to simply insert a USB TV tuner and watch TV on their screen.
The small size and UPC phig capabilityaregood for use in lapfms while traveling.

Our WinTV-NOVA products are digital only TWness for PCs.They support the various forms of digital TV
and come in either an internal or external form factor

Our WInTV-NOVA-T is a DVBT digital terrestrialtunerfor our Euppean markets which allows for the
viewing of digital terrestrial TV and listening to digital radio on a PC. The product also allows recording of
digital TV and radio to a hard drive. This product is available as either a PCI card or an external id&B dev



Our WinTV-NOVA-T-500 is a dual tuner DVB tunerfor our European markets whichs e s ityDi ver s
Technol alpwsdorthenvidwing of digital terrestrial programhile recording another program. The
product also allows recording of two digif2V programs simultaneously or watching one channel while
recording another.

Our WIinTV-NOVA-T-USB2 is an external high performance DVMRligital TV tuner, with dual tuners for
recording of two digital TV programs simultaneously or watching one channa wagibrding another.

Our WIinTV-NOVA-T TV tunerstick is a pocket sizedxternal DVBT tunerfor our European markets which
allows for the viewing of digital terrestrial TV and the listening of digital radio BG @r laptop. The product
alsoallowsre&e or di ng of digital TV and radio t o-ina hard
capability is good for use in laptops while traveling.

Our WinTV-NOVA-TD stick, introduced during fisc&2008 is a pockesized external DVBI tunerfor our
European marketemploysit Di ver si ty T teusenobtivooagtgnoas woimbaximize the reception

for the viewing of digital terrestrial TV on a PC or laptop. The product also allows recording of digiialaT

hard drive in high quality MPE@Q fornmat . The product 6 s -ipcapakiléytisgesodfore an
use in laptops while traveling.

Our WinTV-Aerostickis a small but powerfugxternal DVBT tunerwith a builtin telescoping antenngor
our European markets which allows a usewatch and recor®VB-T digital TV programslt has acompact
designand waglesigned for mobile laptop comput@nd compact netbook computerbie WinTV-Aero
comes with a remote control ahds a buikin external connector which allows a user to conitdota rooftop
TV antennavhenthe user isnsidetheir home or office building.

Our WinTV-Ministick is a small and portable external DMBtuner for our European markets which allows a
user to watch and record digital TV programs on a netbook dapwtdesktop computeWinTV-Ministick

comes with a remote control and a portable digital TV antenna which allows a user to watch TV at home or
whentheytravel.

Our WinTV-HVR products are combinations of both digital TV and analoguiiéis on an internaTV tuner
board or external USB TV tuner.

Our WinTV-HVR-900stick is a pocket sized exterrtainerfor our European markets which allows for the
viewing of digital terrestrial and analog terrestrial TV on a PC or lagbigital and analog prograntan be
recordedo a hard drive in high quality MPE&format.

Our WinTV-HVR-930Cstick is a triple mode external tuner for our European markets which allows for the
viewing of digital cable T\and radig digital terrestrial TVand radicand analog cde or analog terrestrialVvV

on a PC or laptoplhis product Bows the recording of digital and analpgograms to a hard drive in high
guality MPEG2 formatand ircludesa DVB-T antenna.

Our WIinTV-HVR-950Q dick is a pocket sized externainerfor our North American markets which allows for
the viewing of ATSC high definition TV and NTSC cable TV on a PC or laptop. The product also allows
recording of digital and analog programs to a hard drive in high quality MPt@nat.

Our WinTV-HVR-110 and WinT\*HVR-1300 are PCI basedness for our European marketshich are

designed to be installed inside a desktop PC. These TV talieessthe viewing of digital terrestrial and analog
terrestrial TVon a PC screelin addition to listemg to FM radio and DVBT radiothrough a PG audio

system These products also allow the recording of digital and analog programs to a hard drive in high quality



MPEG-2 format. The WinTWHVR-1300 isthe higher performance of the two models, in that it includes a
hadware MPEG2 encoder for recording analog TV direct|l

Our WinTV-HVR-1400and WinT\VHVR-150Q introduced during fiscal 200@redual tuner ExpressCard/54
cards designed for notebook computers with ExpressCard/54mm expansionisiese TV tuners are for
analog and digital TV watching and recording on laptop computers, andth#awcording of digital programs
to a hard drive in high quality MPE&format and the recording of analog programs

Our WinTV-HVR-1600, introduced dumg fiscal 2007, i PCI combination analog and digital Tiner for

our North American markeThe WinT\\HVR-1600 is installed in an internal PCI slot in a desktop PC and
allows the watching and recording &fTSC high definition TV and NTSC cable TVheWinTV-HVR-1600
canrecord all ATSC formats, including the 1080i format. The WirAIVR-1600 also supports viewing and
recording clear QAMligital cable TVchannels and includes a remote control and IR blaster which changes
the channels on your sditd or cable TV set top box.

Our WinTV-HVR-1800, introduced during fiscal 2007, is@mbination analog and digital PCI Express TV
tunerfor our North American marketThe WinT\V\HVR-1800 allowshewatching and recordingf ATSC
high definition TV, clearQAM digital cableTV and NTSCanalogcable TV on a PC.

Our WinTV-HVR-3000 is a timodePCl basedTV tuner for our European markefthe WinT\V\HVR-3000
is installed in a desktop PC aalfows watching and recordin@f digital terrestria(DVB-T), satellite (DVB
S) and analog cable TVh addition to the ability to listen to FM radio and DMBradio.When recording
digital TV programs, the original broadcast format is used which preserves the quality of the recording

Our WinTV-HVR-4000is a quaeformat PCI basedl'V tuner for our European marketsis installed in a
desktop PC and can be used to watch and redwjital terrestrial (DVBT), digital satellite (DVBS), high
definition digital satellite (DVBSZ2) and analog cable TWwh addition to the ability to listen to FM radio and
DVB-T radio.When recording digital TV programs, the original digital broadcast format is used which
preserves the quality of the recording

Our WIinTV-NOVA-S is a low cost DVES tunerfor our Europan markets which allows for the viewing
of satellite based digital programming on a PC. The product also allows for recording and playback of digital
TV, using the high quality MPEQ@ format and for listening to digital radio.

Our HD PVRiIis a High-Definition video recorder for making reime compressed recordings at resolutions up
to 1080i. TheHD PVR records component video from cable TV and satellite set top.Baftbsa builtin IR
blaster the HDPVR canautomatically change TV channels foheduled recordings. THéD PVR recording
format can be used to burn Blay DVD disks. The HD PVRs recording quality allows personal archival of
high definition TV programs from any component video HD set top Atwe HD PVR also has standard
definition composite and -¥ideo inputswhich allows you taecord your old home video tapes into an
AVCHD format for creating Bleray DVD recordings

Our WinTV-HVR-1950 is a lgh performancexternalUSB based 'V tuner for your PC or laptof.he
WinTV-HVR-1950 allows you towatch, pause and record analog cable t¢ar QAM digital cable TYor
ATSC overtheair digital TV at up to 1080i resolutionhe product comes with amote control and IR
blaster and contains auilt-in hardware MPE& encodefor use when recording analog video.

OurWinTV-HVR-2200 andNinTV-HVR-2250products are dual tuner PCI Express based TV tuners designed
to be installed in a desktop PC. These PCI Express boards allow a PC user to watch, pause or record two an
or digital TV programs at the same timeA usercan either watch on&V programwhile recording another or

can record twd@V programsat once.With the WinTV-HVR-2250, a user in North America caratch and



record analog cable TV tigh definition digital ATSC andlear QAM digital cable TV With the WinTV-
HVR-2200, a user in Europe or Asia can watch or record analog PAL TV or digitalIDWA Both of these
products allow the recording ahalog cable T\prograns toaPC's hard disk with our builh high quality
MPEG-2 hardware encoder.

PCTYV products

Our PCTV products allow Windows or Macintosh users to view television programming on their computers
Our PCTV lineconsists of a family of USB sticksvith a small and convenient form factor wslited for use

with laptops and PGbased cards more appropriate for desktop useraddition to PCI cards for use in
desktop computers. PCTV products are positioned as our high end product offering. We believe that
positioning of the PCTV product line will bmonplimentary to our existing WIinTV line and will broaden our
product offerings.

Other NoRTV TunerProducts

(i) MediaMV P E

Our Medi a MV Pased sligital média devioe, and is one of a new class of PC products which link
TV sets and PCs. Media, such as music, digital pictures, and digital videos, are transmitted from the PC, whe
they are st or ed, whetetheytate eonvdreed from MdigRaEformat into an analog format,
enabling playback on a TV connected to the Media
fiscal 2003, and the first shipments to customers were made at the start of otisc20@4ar.

Our Medi aMVPE enabl es a -hasesvidedspomusiceandpibtures onda TV ses t e n
through a home networ k. The Medi aMVPE connect s
network, plays back MP3 music, MPEGand MPEG?2 videos,andJPEG and GIF digital pictures that have
been recorded and stored on a PC. The Medi aMVPE
composite and-¥ideo connections for high quality video on TV sets and high quality abmbagh stereo

audio output connectors to TV sets or home theater systems.

Our Medi aMVPE al-BVescreen display dfenediaalinectarynistings. It receives commands
from the supplied remote control, and sends these commands to the PC $ervar.nmienus are created on the
PC server, sent over the Ethernet LTANe aMeld idd M\pR E¢
remote control allows a user to pause, fast forward and rewind through videos, plus pause music and picture
shows. A user can agjt the audio volume frotheMe d i a MV RrEdiescontrol, avoiding the need to use
the TVOs remote control. The Medi aMVPE i's ava

(i) Video Capture Products

Our I mpactVCB Video Capt ur estBobmardfor high parigrmaande ¥c€eBsito
digitized video. Designed for Pased video conferencing and video capture in industrial applications, the

| mpact VCB f e a t-in-avwenslowjistillimage @apture ahe drivers for Windows® 2000,

Windows® XP, Windows® NT and Windows® 98. There are third party drivers and applications for use with
the Linux operating system.

Our USB Live is an easy way to watch video, grab images and video conference on the PC with the addition
acamera. Iltplugsinohe PC6s USB port for easy installation
camcorder or VCR. Users can create video movies, save still and motion video images onto their hard disk v
our software, and video conference over the internet wittadiition of a camera or camcorder.
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(i) Software Recording Products

Our A Wi ngeénabesthetuseato record TV shows on a personal computer for playback on the Sony
Playstation Portable (PSP), Apple iPod and other portable video players. Wing caonaksid existing TV
recordings to the PSP and iPod formats. With the emergence and popularity of portable video players, our W
product provides an easy solution for recording live TV shows for playback on these déhisgstoduct had
minimal salesduring fiscal 2009.

(iv)  WinTV-CI CommoninterfaceModule

Our WinTV-CI common interface module when coupled with a WinTV card, CAM and SmartCard
subscription allows the user to watch popular pay TV channels, such as movies and sportingoevants
u s 8 WIGTV application.

(v) Xfones Wireless Headphones for £4hd Macs:

Our Xfones wireless headphones allow users to listen to the audio produced by their PC or Mac through a
wireless over the ear headphone. The Xfone has the ability to brotamoase than one headphone allowing
multiple users to listen to the audio from their PC or Mac.

TECHNOLOGY

Analog TV Technology

We have developed four generations of products which convert analog video into digital video since our first
such product wasmitroduced in 1991.

The first generation of WinTV® products put the TV image on the PC screen using chroma keying, requiring .
dedi cated fifeature connector cableo between the
were mostly professnal PC users, such as financial market professionals who needed to be able to view stoc
marketrelated TV shows while spending many hours on their PCs, who found having TV in a window on their
desktop useful and entertaining.

In 1993, we inventedadceh ni que <call ed fAsmartl ocko, which el im
cable. o I n 1994, w<elabnitygenerdtioncobTd tuhehbmardd/baset vhEhis smartlock
technology, greatly improving customer satisfaction. At the timeCowmaPro series of WinTV® boards then
used smartlock and other techniques to further reduce cost and improve performance.

In June 1996, we introduced the WIinTM&LCI line of TV tuner boards for PCs. These boards were developed
to eliminate the relativg expensive smartlock circuitry and memory used on the Win-G&&ebrity and
CinemaPro products. The WinTV®CI used a technigque called APCI F
then emerging Intel® Pentium® market. These Pentitlma®d PCs had a neype of system expansion
Abuso, called the PCI bus, which all owed data to
the previous WinTVE generations used. The APCI P
(in Europe the irage is moved 25 times per second) over the PCI bus. In addition to being less expensive to
manufacture, the WinTV@CI had higher digital video movie capture performance than the previous
generations, capturing video at up to 30 quarter screen framssqoerd. With this higher performance

capture capability, the WinTV@CI found new uses in video conferencing, video surveillance and internet
streaming video applications.

The fourth generation analog TiMness are the WinTV@®PVR models which were firgteveloped during fiscal
2000 and introduced to the market in early fiscal 2001. The WinP¥®s include both internal PCI and

11



external USB TMunes whi ch are designed to add the ability
technology in the WAITV®-PVR products is a hardware MPEG encoder, which compresses analog video from
a TV tuner or external video source into an MPEG format in real time. MPEG is the compression format used
on DVDs and for the transmission of digital TV. This MPEG encodeipisrchased chip, to which we add our
driver and application software to create the recording and program pause functions. Our WinTV®2000
application was enhanced to add the functions needed to record, pause and play back TV on a PC screen.

Digital TV Technology

Our WinTV®-D board, developed during the 1999 fiscal year and delivered to the market in the beginning of
fiscal 2000, was the firgkTSC digital TV tunerfor theNorth Americarmarket which allowed PCs to receive,
display and recordverthe-air digital TV signals ATSC digital television is the digital TV standard for North
America whichhas replacednalog television in the United States and Canada. In the U.S., all anakige-

air television transmissiortsave ceased as of June 19, 28G9 only digital TV transmissions will be

broadcast. Since our first ATSC digital TV tuner delivered in 2000, we have introduced 8 new digital TV
tuners for use in North America.

In fiscal 1999, we also introduced the WinTM®/B board for the European maat This board brings
Europeardigital TV to PCs, and is based on the Digital Video Broadcast standard. Both the WDBJ®

the WinTV®-DVB have the ability to receive special data broadcasts which some broadcasters may send alol
with the digital TV sigal, in addition to displaying digital TV in a resizable window. Data broadcasts on digital
TV are transmitted at several million bits per second. Our proprietary software can decode and display some
these special data broadcasts. We may work on sthpeld reception and display software, if such broadcasts
become standardized.

The software to control the digital TV reception is based on our Win20@) software, which was developed
during fiscal 1999 and has had a major update in 20062008 Over thetwo fiscal years ended September

30, 20®, we have further developed the digital TV reception capabilities of our digital family of products and
as of September 30, 200ve have & products for DVBT terrestrial, DVBS and DVBS2 satellite, ATSCrad

clear QAM digital TV receptionln addition, there are seven PCTV products which allow digital TV to be
watched on a PC or notebook computer.

Our Me di iaadteéic&which allows TV recordings which are stored on a PC or notebook computer to
be viewdonaTVset Based on the Linux operating system,
with a PC, communicating with the PC O0server6 an
media orthe TV set. The core technology to the MediVPE compri ses the confi gt
to the Linux operating system, the user interface displayed on the TV set, and the technology to transmit digif
media reliably over the | ocal area netessoerdon. The

RESEARCH AND DEVELOP MENT

Our development efforts are focused on extending the range and fedtove€xisting products and

developing additionahternal andexternally attached TYuner productsWe intend to develop more highly
integratedversions of hardware products to further improve performance and price points, and new versions c
software to add features, improve ease of use, and provide support for new operating systems.

As of September 30, 200%e hadhreeresearch and develogmt operations: one based in our Hauppauge,
New York headquartersne based iifaipei, Taiwan, ROCand one in BraunschweiGermany. The New

York and Taiwan R&D operati@areaimed at extending the range and features of our digital/analog products,
devdoping additional externally attached TV products, additional-diginition digital TV products and

portable digital playerslhe Braunschweig, Germany PCTV research and engineering faci@gponsible for
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the updating and enhancement of the curP&itV line in addition to developingew PCTV products.

The technology underlying our products and certain other products in the computer industry, in general, is
subject to rapid change, including the potential introduction of new types of producézhnadlogies, which
may have a material adverse impact upon our busiSesse , 1A{-Riesnk Fact or so.

We maintain an ongoing research and development program. Our future success, of which there can be no
assurances, will depend, in part, on our abibtyespond quickly to technological advances by developing and
introducing new products, successfully incorporating such advances in existing products, and obtaining
licenses, patents, or other proprietary technologies to be used in connection withemestiray products. We
continue to invest in research and development. We spent approxi$adsl2 000and$3,884,000 for

research andevelopment expenses for the years ended September S@Gr{ZD08, respectively. There can

be no assurance that arurrent anduture research and development will be successful or that we will be able
to foresee, and respond to, advances in technological developments and to successfully develop other produ
Additionally, there can be no assurances that the dewelopof technologies and products by competitors will
not render our products or technologiessoo mp et i t i ve or odRsicslketFea.ct orSe ed

PRODUCTION AND SUPPLIERS

We design the hardware for most models of the WirH®TV and MediaMVP prodcts, and also write the
operating software to be used in conjunction with many versions of the Microsoft Windows operating system,
includingWindows 7 andVindows Vista.

During fiscal 200, we subcontracted the manufacturing and assembly of most sétheducts tgix
independent third parties at facilities in various Asian countries. We monitor and test the quality of the
completed products at any one of our facilities in the U.S. (Hauppauge, New York), Singjdpeleend before
packaging the prodiis and shipping them to our customers. We alsasbuaye models of TV tuner produgcts
such as the WinT\NovaT, some models of WinT\AHVR, WIinTV-Cl module and XFones frowther
unrelated third partgompanies, add Hauppauge software and sell under ouroramea private label basis.

Most of the PCTV products sold by Hauppauge in 2009 were manufactured and assembled by Avid prior to tl
PCTYV acquisition. They are provided to Hauppauge by Aviglasof thePCTV Inventory and Product Return
Agreementii Sedtem 1. Acquisitionof PCTV Assets from Avidlechnology, Inc.0 Of the PCTV products

not provided by Avid, w subcontracted the manufacturing and assembly to two independent third parties.
These two contract manufacturdssth located in Asia, wengrevious used by Avid for the manufacturing of
PCTYV products.

Certain component parts, such as TV tuners, video decoder chips and software compression chips, plus cert.
assembled products, such as the WirHVR stick products that are essential tw business, are available

from a single source or limited sources. Other essential component parts that are generally available from
multiple sources may be obtained by us from only a single source or limited sources because of pricing
concer namlABiesk fFactors. o

Components are subject to indusivide availability and pricing pressures. Any availability limitations,
interruption in supplies, or price increases could have a material adverse effect on our business, operating
results and finanai condition. In addition, our new products may initially utilize custom components obtained
from only one sRiuskeFadcter $il d eWe 1tAypi cally att emj
suppliers for these components.

Where a product utilizes new component, initial capacity constraints of the supplier of that component may
exist until such time as the supplier's yields have matured.
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Components are normally acquired through purchase orders, either issued by us or by our contract
manufactures, typically covering our requirements for a 5820 day period from the date of issue. Purchased
assembled products are normally covered by longer term purchase Gudgsncipal suppliers ofomponent
parts areDibcom S.A., NXP Semiconductors ari€bnexant Systems.

If the supply of a key component, or a purchased assembled product, were to be delayed or curtailed, or in tf
event a key manufacturing vendor delays shipment of completed products to us or our contract manufacturer
our ability to shipproducts in desired quantities, and in a timely manner, will be adversely affected. Our
business, operating results and financial condition will likely be adversely affected, depending on the time
required to obtain sufficient quantities from the orijsaurce or, if possible, to identify and obtain sufficient
guantities from an al-ReskaFaveos®uodocWe &eeempt em
by working closely with our key suppliers on product introduction plans, strategntories, coordinated

product introductions, and internal and external manufacturing schedules and levels.

We have, from time to time, experienced significant price increases and limited availability of certain
components. Similar occurrences in theifatcould have a material adverse effect on our business, operating
results and financtRals kc dmcittoiresn.0 See filtem 1A

During fiscal 200 and2008, all WinTV, PCTVand MediaMVPmanufacturing was performed bix unrelated
contract manufacturers Asia Product design specifications are provitgdur engineeringeamto ensure

proper assembly. Contract manufacturing is primarily done on a consignment basis, in which we provide all t
significant component parts and we pay for assembly chargesor certain additional parts for each board
produced. Somproductsare purchased on a turnkey basis, in which all components and labor are provided by
the manufacturer, and the manufacturing price includes parts and assembly costs. We monitiytbethaa
finished product produced by our contract manufacturers. As of September 30w20tadsix qualified

contract manufacturetscated in Malaysia, Indonesifiaiwanand Chinawho are capable of producing our
products to our standards. If denad were to increase dramatically, we believe additional production could be
absorbed by these qualified contract manufacturers. For fisc@le2@2008 we did not engage any contract
manufacturers in Europm North America

CUSTOMER SERVICE AND TECHNIC AL SUPPORT

We maintain customer service and technical support departments in our Hauppauge, New York headquarter:
well as in the U.K., Germany, France, Italy, Scandinavia, Taiwan and in Singapore. Technical support is
provided to help with installatioproblems or presale and postsale questions on our products, while customer
service provides repair service in accordance with our warranty policy free of charge for product that is within
the warranty periodDuring fiscal 2009 customeupport and tdmical support for PCTV products was

absorbed into the existing Hauppauge customer support and technical support infrastructure.

CUSTOMERS AND MARKET S

We primarily market our products to the personal computer market, including both Microsoft Windows and
Apple Macintosh based systems. To reach this market, we sell to a network of computer retailers in the U.S.,
Europe and Asia and through computer products distributors and manufacturers. To attract new users to our
productsfrom time to timewe run speal promotions and participate in cooperative advertising with computer
retailers. We actively participate in trade shows to educate and train key computer retail marketing personnel
Most of our sales and marketing budget is aimed at the consumer market.

Apart from the typical home user, we also target business users. One example of a business application is in
securities brokerage industry where our product is primarily used to display financial TV shows in a window o
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a broker 6s P PCsantinges to receilreifihaecialtinfoemation. We have sold our WinTV®
products on a direct corporate sales basis to two large financial services information providers for incorporati
into their workstations, and several independent financial insti1tibhis market segment is typically project
based.

We also offer our products to PC manufacturers that either embed a WinTV® product in a PC that they sell, «
sell the WIinTV® as an accessory to the PC.

Sales Channels for Our Products

We primarilysell through a saleshannel which consist of retailers, PC manufacturers and distributors. We
have no exclusive distributors and retaileffer fiscal 2009ywe had one customeR&H Distributing, that
accounted foapproximatelyl2% of our net sales:or fiscal 2008, we had one customer, Hon Hai Precision
Industry Co. LTD, that accounted fapproximatelyl6% of our sales.

Our PCTV productsare offeredas our high end linendare soldthroughsimilar retail and distribution
channels as our WinTyroducts.

Marketing and Sales

We market our products both domestically and internationally through our sales offices in the U.S. (New York
and California), Germany, the United Kingdom, France, Taiwan and Singapore, plus through independent sal
represerdtive offices in the Netherlands, Spain, Scandinavia, Poland and Italy. For the fiscal years ended
September 30, 2@and2008, approximately 48% of our net sales were made within the, Wiile

approximately 52%were made outside the United States.

More information on our geograp-Managememehodés Dasc
Analysis of Financi al Condition and Results of O
Statement so which comgontionsemEart of this Annual R

From time to timewe advertis®ur products in a number of consumer computer magazines. We also
participate in retailersé mar ket promotion progr
displays. These istore pomotional programs, magazine advertisements, plus a public relations program
aimed at editors of key PC computer magazines and an active website on the internet, are the principal mear
getting our product introduced to end users. Our sales in conmptagistores are closely related to the
effectiveness of these programs, along with the technical capabilities of the products. We also list our produc
in catalogs of various mail order companies and attend trade shows.

We intend to absorb the markegiand sales of our PCTV line into our existing sales and marketing strutcture.
is anticipated thatwr existing sales personnel will handle the generating of sales orders and the PCTV line wil
follow marketing and advertising programs that are sinddaur WinTV programs.

We currently have fifteen sales people located in Eurtoymesales people in the Far East and two sales people
in the U.S, located in New York and California. In addition to our sales people we also utilize the services of -
manuacturer representatives in the United States @mdnufacturer representatives in Europe.

See A-Maemgément 6s Discussion and Analysis of Fin
reference to a discussion on the impact seasonalityrhagrcales.
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FOREIGN CURRENCY FLU CTUATIONS

For each of the fiscal years ended September 3@ 202008, at least 40% of our sales were generated by
our European subsidiary and were invoiced and collected in local currency, which is primarilyah@icthe
supply side, since we predominantly deal with North American and Asian suppliers and contract
manufacturers, approximately6% of the our inventory required to support our European sales is purchased
and paid in U.S. Dollars.

The combinabn of sales billed in Euros supported by inventory purchased in U.S. Dollars results in an absen
of a natural local currency hedge. Consequently, our financial results are subject to market risks resulting fror
the fluctuations in the Euro to U.S. Daillexchange rates.

See Nnl-Resk 1Randitlotreda nlagement 6s Di scussion and Ana
Results of Operations

COMPETITION

Our business is subject to significant competition. Competition exists from larger companessgess
substantially greater technical, financial, human, sales and marketing resources than we do. The dynamics o
competition in this market involve short product life cycles, declining selling prices, evolving industry standarc
and frequent new pduct introductions. We compete against companies such as ATI Technologies Inc., a
division of AdvancedMicro Devices,Inc. and a number of Asian and European compares.r Me di a MV
product competes in the consumer electronics market, where compatitn@s from Sony Cogpation,

Toshiba Corporation, Cisco Systerrs. and others.

We believe that competition from new entrants into our market will increase as the market for television in a F
expands. There can be no assurance that we will not erperincreased competition in the future. Such
increased competition may have a material adverse affect on our ability to successfully market our products.
Competition is expected to remain intense and, as a result, we may lose some of our marketwhare to
competitors. Further, we believe that the market for our products will continue to be price competitive and thu
we could continue to experience lower selling prices, lower gross profit margins and reduced profitability leve
for such productsthaninh e past-Ri skl Famt A4 As 0.

Though management believes that the delivery of TV via the internet will become more popular in the future,
we believe that TV delivered via cable, broadcast or satellite will continue to donfeatay consumers

watdh live television Sinceour products connect directly to cable, broadaasisatellitetunes, we view our
products as the preferred way to waactd recordl'V on the PC.

PATENTS, COPYRIGHTS AND TRADEMARKS

With the proliferation of new products and mlyichanging technology, there is a significant volume of patents
and other intellectual property rights held by third parties with regard to our market. There are a number of
companies that hold patents for various aspects of the technologies incorposat@@ of the PC and TV
industries' standards. Given the nature of our products and development efforts, there are risks that claims
associated with such patents or intellectual property rights could be asserted by third parties against us. We
expect hat parties seeking to gain competitive advantages will increase their efforts to enforce any patent or
intellectual property rights that they may have. The holders of patents from which we may have not obtained
licenses may take the position that weragired to obtain a license from them.

If a patent holder refuses to offer such a license or offers such a license on terms unacceptable to us, there is
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risk of incurring substantial litigation or settlement costs regardless of the merits of theadkegawhich

party eventually prevails. If we do not prevail in a litigation suit, we may be required to pay significant damage
and/or cease sales and production of infringing products and accordingly, may incur significant defense costs
Additionally, we may need to attempt to design around a given technology, although there can be no assuran
that this would be possible or economical.

We currently use technology licensed from third parties in certain products. Our business, financial condition
andoperating results could be adversely affected by a number of factors relating to thegartiird
technologies, including:

failure by a licensor to accurately develop, timely introduce, promote or support the technology
delays in shipment of products

excess customer support or product return costs due to problems with licensed technology and
termination of our relationship with such licensors

We may not be able to adequately protect our intellectual property through patent, copyright, trademark and
other means of protection. If we fail to adequately protect our intellectual property, our intellectual property
rights may be misappropriated by others, invalidated or challenged, and our competitors could duplicate our
technology or may otherwise limit aopmpetitive technological advantage we may have. Due to the rapid pace
of technological change, we believe our success is likely to depend more upon continued innovation, technic:
expertise, marketing skills and customer support and service rathempibrafegal protection of our proprietary
rights. However, wéntend toaggressively assert our intellectual property rights when necessary.

Even though we independently develop most of our products and copyright the operating software which our
products us, our success will depend, in a large part, on our ability to innovate, obtain or license patents,
protect trade secrets and operate without infringing on the proprietary rights of others. We maintain copyright
on certain of our designs and software paogs, but currently we have no patent on the WinTV® board or

other products.

The trademarks fAHauppaugeEO, fASoftPVREO, fAHardPV
registered with the United States Patent and Trademark Office.

Riskthd t bDAs O a-NMdnadgémemt ds Discussion and Ana

See il
|l ts of Operations. o

Resu

EMPLOYEES

As of September 30, 200we employed 69 people domestically and internationally, including our executive
officers, all ofwhomare employed on a futime basis, and none whomare represented by a union.
Included in the 169 employees &®employeedocated in Braunschweig, Germamyimarily consisting of
engineers and product support personf@merly employed ¥ Avid Techrology, Inc., whom we hiredto
support our PCTV operations

CORPORATE STRUCTURE

Hauppauge Digital Inc. was incorporated in the state of Delaware on August 2, 1994. Listed below is a chart
depicting our cquorate structure.
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Corporate Organization Chart

Hauppauge Digital Inc.

Delaware

PCTV Systems
Sarl
Luxembourg

Hauppauge Computer Hauppauge Digital
Works Inc. Europe Sarl
New York Luxembourg

PCTV Corp.
Delaware

Hauppauge Digital Inc. HCW Distributing Corp.
Taiwan New York

Hauppauge Digital PCTV Systems

Hauppauge Computer Europe Sarl GMBH
Works Ltd. Ireland Germany
U.S. Virgin Islands (Branch of HDE (Division of PCTV

Luxembourg) Systems Sarl)

Hauppauge Digital Hauppauge Computer Hauppauge Computer Hauppauge Computer
Asia Pte Ltd. Works GMBH Works Ltd. Works Sarl
Singapore Germany United Kingdom France
(Sales Agent) (Sales Agent) (Sales Agent) (Commission Agent)

Hauppauge Digital Indsthe parent holding company. Our subsidiaries function as follows:

Hauppauge Computer Works, Inc., incorporated in Nevk, is our United States operating company. It has
locations in Hauppauge, New York and Danville, California. The Hauppauge, New York location functions as
our company headquarters and houses the executive offices and is responsible for some erfallloofitiy
functions:

Sales

Technical Support

Research and development
Warehousing and shipping
Finance and Administrative
Inventory planning and forecasting

Hauppauge Digital Europ@arl( i H D, Ehncojporated in Luxembourg, is our European subsidiliftyas the
following wholly-owned subsidiaries:

U Hauppauge Digital Asia Pte Lt{incorporated in Singapore)

J Hauppauge Computer WorksMBH (incorporated in Germany)

U Hauppauge Computed Works$dL (incorporated in the United Kingdom)
J Hauppauge Computer ik Sarl(incorporated in France)

The subsidiariesf HDE listedabove function as sales and commission agents, and are primarily responsible
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for some or all of the following functions:

Directing and overseeing European sales, marketing and promofitmmed e
Procuring sales and servicing customers

Sales administration

Technical support

Product and material procurement support

Contract manufacturer and production support

Hauppauge Digital Europ®arl also has a branch office in Blanchardstown, Irélavhich functions as our
European distribution center and is responsible for some or all of our following functions:

Warehousing of product
Shipment of product
Repair center

European logistics center

Hauppauge Digitalinc. Taiwan was incorporated dog fiscal 2004 in Taiwan, ROC and is responsible for
some or all of the following functions:

° Sales administration for Asia and China
] Research and development activities

PCTV Systems&arl (Luxembourg) is a wholly owned subsidiary of Hauppauge Digii@al IThs subsidiary

was created to be the holding compangeartain assets and properties acquired from Avid Technology, Inc.,
Pinnacle Systems, Inc., Avid Technology GmbH, Avid Development GmbH and Avid Technology
International BV. PCTV Systems GMH is a division of PCTV Systentiat, Luxembourg. Located in
Germany, PCTV Systems GMBH is responsible for PCTV research and development.

Hauppauge Computer Works, Inc. is in turn the holding company of a foreign sales corporation, Hauppauge
Computer Weks, Ltd (incorporated in the U.S. Virgin Islands).

HCW Distributing Corp., incorporated in New York, is an inactive company

Our executive offices are located at 91 Cabot Court, Hauppauge, New York 11788, and our telephone numbe
at that address {$31) 4341600. Our internet address is http://www.hauppauge.com.

ITEM 1A. RISK FACTORS

Our operating results and financial condition are subject to various risks and uncertainties, including those
described below, that could materially adversdfgct our business, operating results and financial condition,
any of which could negatively affect the trading price of our Common Stock. Because of the following factors
as well as other variables affecting our business, operating results andaficandition, past performance

may not be a reliable indicator of future performance, and historical trends should not be used to anticipate
results or trends for future periods.

If TV technology for the PC, or our implementation of this technology, is ot accepted, we will not be able
to sustain or expand our business

Our future success depends on the growing use and acceptance of TV and video applications for PCs. The
market for these applications is still evolving, and may not develop to the egtassary to enable us to
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further expand our business. We have invested, and continue to invest, significant time and resources in the
development of new products for this market.

Our:

dependence on sales of TV and video products for the PC

lack of marlet diversification

concentration on the North American and European market for the majority of our sales
potential inability to remain ahead of the development of competing technologies

could each have a material adverse effect on our business, opegatiltg and financial condition if we are
unable to address any of the factors listed above.

We rely upon sales of a small number of product lines, and the failure of any one product line to be
successful in the market could substantially reduce our sae

We currently rely upon sales from our existing product lines of internal and external products to generate
majority of our sales. While we continue to develop additional products within these and other product line
there can be no assurance thatwill be successful in doing so. Consequently, if the existing or future products
are not successful, sales could decline substantially, which would have a material adverse effect on
business, operating results and financial condition.

We rely heavily on the success aktailers, dealers and PC manufacturers to market, sell and distribute
our products. If these channels are not effective in distributing our products, our sales could be reduced.

Theseretailers, dealerandPC manufacturers may notfettively promote or market our products or they may
experience financial difficulties and even close operations. Our sales channels are not contractually obligate:
sell our products, and they typical atgnysmel | on an

o refuse to promote our products
discontinue the use of our products in favor of a competitor's product

Also, with a distribution channel standing between us and the actual end user, we may not be able to accurat
gauge current demandahanticipate future demand for our products. For examgtiailers, dealers and PC
manufacturersnay place large initial orders for a new product just to keep their stores and products stocked
with the newest TMuness and not because there is a sigaiitcdemand for them.

We operate in a highly competitive market, and many of our competitors have much greater resources,
which may make it difficult for us to remain competitive.

Our business is subject to significant competition. Competition existslénmer companies that possess
substantially greater technical, financial, human, sales and marketing resources than we do. The dynamics o
competition in this market involve short product life cycles, declining selling prices, evolving industry standarc
and frequent new product introductions. We compete against companies such as ATI Technologies Inc., a
division of Advanced Micro Devices, Incand a number of Asian and European compaiesr Me di a MV
product competes in the consumer electronics market, where competition comes from SorgtiGarp

Toshiba Corporation, Cisco Systerrs. and others.

We believe that competition from new entrants will increase as the market for ddgtalin a PC expands.

There can be no assurance that we will not experience increased competition in the future. Such increased
competition may have a material adverse affect on our ability to successfully market our products. Competitic
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is expected toamain intense and, as a result, we may lose some of our market share to our competitors. Furtl
we believe that the market for our products will continue to be price competitive and thus we could continue t
experience lower selling prices, lower grossfipp margins and reduced profitability levels for such products

than in the past.

Rapid technological changes and short product life cycles in our industry and the availability of new
products, services and technologies could harm our business.

The teclmology underlying our products and other products in the computer industry, in general, is subject to
rapid change, including the potential introduction of new types of products, services and technologies, which
may have a material adverse impact uponbmsiness, operating results and financial condition. The pervasive
availability of new products, services (including internet services) and technologies may have a material
adverse impact upon our business, operating results and financial conditionill Wéeavto maintain an

ongoing research and development program, and our potential future success, of which there can be no
assurances, will depend, in part, on our ability to respond quickly to technological advances by developing ar
introducing new prducts, successfully incorporating such advances in existing products, and obtaining
licenses, patents, or other proprietary technologies to be used in connection with new or existing products. V
expended approximately $4,422,000 and $3,884,000 for oésead development expenses for the fiscal years
ended September 30, 2009 and 2008, respectively. There can be no assurance that our research and
development will be successful or that we will be able to foresee and respond to such advances in technolog;
developments and to successfully develop additional products. Additionally, there can be no assurances that
development of technologies, services or products by competitors will not render our products or technologie:
non-competitive or obsolete.

If TV or video capabilities are included in PCs or in operating systems, it could result in a reduction in the
demand for ad@n TV and video devices. Although we believe that our software is a competitive strength, as
operating systems such as Windows mivimtegrate and standardize software support for video capabilities,
we will be challenged to further differentiate our products. Our operating results and ability to retain our
market share are also dependent on continued growth in the underlyingsniarfC, TV and video products.

We may not be able to timely adopt emerging industry standards, which may make our products
unacceptable to potential customers, delay our product introductions or increase our costs.

Our products must comply with a nber of current industry standards and practices established by various
international bodies. Failure to comply with evolving standards, including video compression standards, TV
transmission standards, and PC interface standards, will limit acceptanoepobdducts by the market. If new
standards are adopted in the industry, we will be required to adopt those standards in our products. It may tal
significant amount of time to develop and design products incorporating these new standards, and we may n«
succeed in doing so. We may also become dependent upon products developed by third parties and have to
royalty fees, which may be substantial, to the developers of the technology that constitutes the newly adoptet
standards.

We are dependent upon foeign markets for sales of our products, primarily the European market, and
adverse changes in these markets could reduce our sales.

Our future performance will likely be dependent, in large part, on our ability to continue to compete
successfully in th&uropean markets, where a large portion of our current and potential customers are located
Our ability to compete in these markets will depend on many factors, including:

o the economic conditions in these regions
o the value of the euro versus the U.Slato
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the stability of the political environment in these regions

adverse changes in the relationships between major countries in these regions

the state of trade relations among these regions and the United States

restrictions on trade in these regions

theimposition or changing of tariffs by the countries in these regions on products of the type tha
we sell

changes in the regulatory environment in these regions

export restrictions and export license requirements

restrictions on the export of critical teedlogy

our ability to develop PC TV products that meet the varied technical requirements of customers
in each of these regions

our ability to maintain satisfactory relationships with our foreign customers and distributors
changes in freight rates

our abilty to enforce agreements and other rights in the countries in these regions

difficulties in staffing and managing international operations

difficulties assessing new and existing international markets and credit risks

potential insolvency of internationalistomers and difficulty in collecting accounts

If we are unable to address any of these factors, it could have a material adverse effect on our business,
operating results and financial condition.

We are heavily dependent upon foreign manufacturing fatities for our products, primarily facilities in
Asia, which exposes us to additional risks.

The majority of our products are built at contract manufacturing facilities in Asia. Our ability to successfully
build products at overseas locations will dependhanyfactors, including:

the economic conditions in these regions

the acceptance of the U.S. dollar as the currency to purchase manufactured products
the stability of the political environment in these regions

adverse changes in the relationships betwmajor countries in these regions

the state of trade relations among these regions and the United States

restrictions on trade in these regions

the imposition or changing of tariffs by the countries in these regions on products of the type thz
we sell

changes in the regulatory environment in these regions

import restrictions and import license requirements

our ability to maintain satisfactory relationships with our foreign manufacturers
changes in freight rates

difficulties in staffing and managing intetional operations

potential insolvency of vendors and difficulty in obtaining materials

If we are unable to address any of these factors, it could have a material adverse effect on our business,
operating results and financial condition.

Foreign currency exchange fluctuations could adversely affect our results.

For the two fiscal years ended September 30,280d2008, at least 40% of our sales were generated by our
European subsidiary and were invoiced and collected in local currency, whichiwasly the Euro. On the

22



supplyside since we predominantly deal with North American and Asian suppliers and contract manufacturer
approximately 8% of our inventory required to support our European sales are purchased and paid in U.S.
Dollars.

Thecombination of sales billed in Euros supported by inventory purchased in U.S. Dollars results in an abser
of a natural local currency hedge. Consequently, our financial results are subject to market risks resulting fror
the fluctuations in the Euro tt.S. Dollar exchange rates.

See nA-tMaemmg7e ment 6s Discussion and Analysis.oof Fin

We may be unable to develop new products that meet customer requirements in a timely manner.

Our success is dependentaur ability to continue to introduce new products with advanced features,
functionality and performance that our customers demand. We may not be able to introduce new products on
timely basis, that are accepted by the market, and that sell in quaniffieent to make the products viable

for the longterm. Sales of new products may negatively impact sales of existing products. In addition, we ma
have difficulty establishing our products' presence in markets ineyelo not currently have signifant

brand recognition.

We may experience declining margins.
For several years we have experienced declining gross margins due to the following factors, among others:

larger sales mix of lower margin products

changes in foreign currency exchange rates

allowances for excess inventory

increases in costs charged by contract manufacturers
increases in duty and tariff rates

increases in shipping costs

lower average selling prices

increases in material acquisition costs and

different gross margins for like @ducts in different markets

Consequently, as margins may decline, our profitability will be more dependent upon effective cost
management controls. There can be no assurances that such cost and management controls can be implemnr
and maintained, andlimplemented, that they will be successful.

We have experienced, and expect to continue to experience, downward pricing pressure on our products,
which could substantially impair our operating performance.

We are experiencing, and are likely to cong to experience, downward pricing pressure on our products. As a
result, we have experienced, and we expect to continue to experience, declining average sales prices for our
products. Increases in the number of units that we are able to sell and meduictiper unit costsiay not

occur, and if thg occur, theymay not be sufficient to offset reductions in per unit sales prices, in which case
our net income would be reduced and we could incur losses. Since we typically negotiate supply arrangemer
far in advance of delivery dates, we may need to commit to price reductions for our products before we are
aware of how, or if, these cost reductions can be obtained. As a result, any current or future price reduction
commitments and our inability to respomditcreased price competition could have a material adverse effect on
our business, operating results and financial condition.

Our cost reduction and operational efficiency programs may not achieve the intended results
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Changing economic and businessditions may dictate that we undertake a plan of cost and operational
efficiency reductions. We cannot be certain that these programs will achieve their intended results.
Additionally, these programs may be misplaced or insufficient for purposes tbbpiog us for future growth,
in which case our lonterm competitive position may suffeFailure of these programs, if any, could have a
material adverse effect on our business, operating results and financial condition.

We are dependent upon contractnanufacturers for our production. If these manufacturers do not meet
our requirements, either in volume or quality, then we could be materially harmed.

During fiscal 2009we subcontracted the manufacturing and assembly of our prodwsixsndependenthird
parties at facilities in various Asian countries.

Relying on subcontractors involves a number of significant risks, including:

loss of control over the manufacturing process

potential absence of adequate production capacity

potential delays iproduction lead times

unavailability of certain process technologies

reduced control over delivery schedules, manufacturing yields, quality and costs, and
unexpected increases in component costs

We may need to hold more inventory than is immediately requo compensate for potential manufacturing
disruptions.

If our significantsubcontractors beconumable or unwilling to continue to manufacture these products in
required volumes, we will have to identify qualified alternate subcontractors. Addijoalied

subcontractors may not be available, or may not be available on a timely or cost competitive basis. Any
interruption in the supply of, or increase in the costtbé products manufactured by third party subcontractors
could have a material adwe effect on our business, operating results and financial condition.

We are dependent upon single or limited source suppliers for our components and assembled products.
If these suppliers do not meet the demand, either in volume or quality, then we ddwe materially
harmed.

If the supply of a key component or assembled product, such @#rifi&/-HVR-900, the WInTV-NovaT-
StickoraPCTV product were to be delayed or curtailed or in the event a key manufacturing or sole vendor
delays shipment of su@domponents or completed products, our ability to ship products in desired quantities
and in a timely manner would be adversely affected. Our business, operating results and financial condition
could also be adversely affected, depending on the time eelqoiobtain sufficient quantities from the original
source or, if possible, to identify and obtain sufficient quantities from an alternative source. We attempt to
mitigate these potential risks by working closely with our key suppliers on product irttordplans, strategic
inventories, coordinated product introductions, and internal and external manufacturing schedules and levels
We are also seeking out alternative sources for assembled products, making us less dependent on a single c
limited source.

We may need to hold more inventory than is immediately required to compensate for potential component
shortages or discontinuation. This could lead to an increase in the costs of manufacturing or assembling our
products.

If any single or limited sourcgupplier becomes unable or unwilling to continue to supply these components or

assembled products in required volumes, we will have to identify and qualify acceptable replacements or
redesign our products with different components. Additional sourcesiatdne available, or product redesign

24



may not be feasible on a timely basis. Any interruption in the supply of or increase in the cost of the
components and assembled products provided by single or limited source suppliers could have a material
adverse déct on our business, operating results and financial condition.

We may incur excessive expenses if we are unable to accurately forecast sales of our products.

We generally ship products within one to four weeks after receipt of orders. Therefoi@eslraxklog is
typically minimal. Accordingly, our expectations of future net sales and our product manufacturing and
materials planning are based largely on our own estimates of future demand and not on firm customer orders

If we obtain orders in exce®f our internal forecasts, we may be unable to timely increase production to meet
demand which could have a material adverse effect on our business, operating results and financial conditior
If our net sales do not meet expectations, our businesstiogeresults and financial condition would be
adversely affected, we may be burdened with excess inventory, and we may be subject to excess costs or
inventory writeoffs.

We may experience a reduction in sales if we are unable to respond quickly to chasgn the market for
our products.

Our net sales can be affected by changes in the quantity of products treabutistributor and PC

manufacturer customers maintain in their inventories. We may be directly and rapidly affected by changes in
the maket, including the impact of any slowdown or rapid increase in end user demand. Despite efforts to
reduce distribution channel inventory exposurtailers distribution partners and PC manufacturer customers
may still choose to alter their inventory &, which could cause a reduction in our net sales; this could have a
material adverse effect on our business, operating results and financial condition.

We may accumulate inventory to minimize the impact of shortages from manufacturers and suppliers,
which may result in obsolete inventory that we may need to write off resulting in losses.

Managing our inventory is complicated by fluctuations in the demand for our products as well as the issues o
using contract manufacturers and procuring components $uppliers mentioned above. As we must plan to
have sufficient quantities of products available to satisfy our customers' demands, we sometimes accumulate
inventory for a period of time to minimize the impact of possible insufficient capacity or altilabi

components from our manufacturers and suppliers. Although we expect to sell the inventory within a short
period of time, products may remain in inventory for extended periods of time and may become obsolete
because of the passage of time and ttredniction of new products or new components within existing

products. In these situations, we would be required to write off obsolete inventory which could have a materie
adverse effect on our business, operating results and financial condition.

We may need financing, and may not be able to raise financing on favorable terms, if at all, which could
increase our costs and limit our ability to grow and operate.

We anticipate that we may need to raise additional capital in the future to continue derrioregpansion

plans, to respond to competitive pressures or to respond to unanticipated requirements. On March 31, 2009,
line of credit with the JP Morgan Chase Bank expired and was not renewed. We cannot be certain that we w
be able to obtainriancing on commercially reasonable terms, if at all. Our failure or inability to obtain
financing on acceptable terms could require us to limit our plans for expansion, incur indebtedness that has h
rates of interest or substantial restrictive covehignt i ssue equity securities t|
holdings or discontinue a portion of our operations, each of which could have a material adverse effect on ou
business, operating results and financial condition.
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We may become involvedn costly intellectual property disputes.

With the proliferation of new products and rapidly changing technology, there is a significant volume of paten
and other intellectual property rights held by third parties. There are a number of companidd {etehts

for various aspects of the technologies incorporated in some of the PC and TV industries' standards. Given t
nature of our products and development efforts, there are risks that claims associated with such patents or
intellectual property rilgts could be asserted by third parties against us. We expect that parties seeking to gail
competitive advantages will increase their efforts to enforce any patent or intellectual property rights that they
may have. The holders of patents from which wg hreve not obtained licenses may take the position that it is
required to obtain a license from them.

If a patent holder refuses to offer such a license or offers such a license on terms unacceptable to us, there i
risk of incurring substantial litigadn or settlement costs regardless of the merits of the allegations, or which
party eventually prevails. If we do not prevail in a litigation suit, we may be required to pay significant damage
and/or to cease sales and production of infringing produdta@sordingly, may incur significant defense costs.
Additionally, we may need to attempt to design around a given technology, although there can be no assurar
that this would be possible or economical.

We currently use technology licensed from thiedti@s in certain products. Our business, financial condition
and operating results could be adversely affected by a number of factors relating to thesetthird
technologies, including:

failure by a licensor to accurately develop, timely introducegmote or support the technology
delays in shipment of products

excess customer support or product return costs due to problems with licensed technology
termination of our relationship with such licensors

We may be unable to enforce our intellectual propgy rights.

We may not be able to adequately protect our intellectual property through patent, copyright, trademark and
other means of protection. If we fail to adequately protect our intellectual property, our intellectual property
rights may be misapppriated by others, invalidated or challenged, and our competitors could duplicate our
technology or may otherwise limit any competitive technological advantage we may have. Due to the rapid pe
of technological change, we believe our success is liketiepend more upon continued innovation, technical
expertise, marketing skills and customer support and service rather than upon legal protection of our propriet
rights. However, we intend to aggressively assert our intellectual property rights wiaesargc

Even though we typically develop our products independently, our success, of which there can be no
assurances, will depend, in a large part, on our ability to innovate, obtain or license patents, protect trade
secrets, copyrights and trademaiksgd draw upon our proprietary technology without infringing on the
proprietary rights of others. We maintain copyrights on our designs and software programs, but currently we
have no patent on the WinTV® board as we believe that such technology canataried

We have no patents issued or pending that relate to our technology. We are subject to a number of risks rela
to intellectual property rights, including the following:

o the means by which we seek to protect our proprietary rights may ndebeade to prevent
others from misappropriating our technology or from independently developing or selling
technology or products with features based on or similar to our products

o our products may be sold in foreign countries that provide less protexiintellectual property
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than is provided under U.S. laws
. our intellectual property rights may be challenged, invalidated, violated or circumvented and ma
not provide us with any competitive advantage

We may not be able to attract and retain qualified nanagerial and other skilled personnel.

Our success, of which there can be no assurances, depends, in part, on our ability to identify, attract, motivat
and retain qualified managerial, technical and sales personnel. Our success, of which theme can be
assurances, is dependent on our ability to manage effectively the enhancement and introduction of existing a
new products and the marketing of such products. We are particularly dependent on our ability to identify,
attract, motivate and retain quad managers, engineers and salespersons. The loss of the services of a
significant number of engineers or sales people or one or more senior officers or managers could be disrupti\
to product development efforts or business relationships and couldséghaum our business.

We depend on a limited number of key personnel, and the loss of any of their services could adversely
affect our future growth and profitability and could substantially interfere with our operations.

Our products are complex andranarket is evolving. The success of our business depends in large part upon
the continuing contributions of our management and technical personnel. The loss of the services of any of o
key officers or employees could adversely affect our future gromdtpeofitability and could have a material
adverse effect on our business, operating results and financial condition.

Our dependence upon our key officers and employees is increased by the fact that they are responsible for o
sales and marketing effgras well as our overall operations. We do not have key person life insurance policies
covering any of our employees other than Mr. Plotkin, our President, Chairman of the Board, Chief Executive
Officer and Chief Operating Officer. The insurance covetagewe have on him may be insufficient to
compensate us for the loss of his services.

We may not be able to effectively integrate businesses or assets that we acquire

We may identify and pursue acquisitions of complementary companies and stregetgc such as customer
bases, products and technology. However, there can be no assurance that we will be able to identify suitable
acquisition opportunities.

If any such opportunity involves the acquisition of a business, we cannot be certain that:

we will successfully integrate the operations of the acquired business with our own

all the benefits expected from such integration will be realized

management's attention will not be diverted or divided, to the detriment of current operations

amortization ofacquired intangible assets will not have a negative effect on operating results or

other aspects of our business

o delays or unexpected costs related to the acquisition will not have a detrimental effect on our
business, operating results and financialdttoon

o customer dissatisfaction with, or performance problems at, an acquired company will not have «
adverse effect on our reputation

o respective operations, management and personnel will be compatible

In most cases, acquisitions will be consummatedawitiseeking and obtaining stockholder approval, in which
case stockholders will not have an opportunity to consider and vote upon the merits of such an acquisition.
Although we will endeavor to evaluate the risks inherent in a particular acquisition¢aingoe no assurance
that we will properly ascertain or assess such risks.
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Our products could contain defects, which could result in delays in recognition of sales, loss of sales, loss
of market share, or failure to achieve market acceptance, or claims amst us.

We develop complex products for TV and video processing. Despite testing by our engineers, subcontractors
and customers, errors may be found in existing or future products. This could result in, among other things, a
delay in recognition of sade loss of sales, loss of market share, failure to achieve market acceptance or
substantial damage to our reputation. We could be subject to material claims by customers, and may need ta
incur substantial expenses to correct any product defects. We daveoproduct liability insurance to protect
against losses caused by defects in our products, and we also do not have "errors and omissions” insurance.
result, any payments that we may need to make to satisfy our customers may be substantialesudt nmeg r
substantial charge to earnings.

We may experience fluctuations in our future operating results, which will make predicting our future
results difficult.

Historically, our quarterly and annual operating results have varied significantly &ood po period, and we
expect that our results will continue to do so. These fluctuations result from a variety of factors, including:

market acceptance of our products

changes in order flow from our customers, and their inability to forecast their amrdately
the timing of our new product announcements and of announcements by our competitors
increased competition, including changes in pricing by us and our competitors

delays in deliveries from our limited number of suppliers and subcontractors

diffi culty in implementing effective cost management constraamd

market and economic conditions

As our sales are primarily to the consumer market, we have experienced certain seasonal revenue trends. O
peak sales quarter, due to holiday season satEngiuter equipment, is typically our first fiscal quarter

(October to December), followed by our second fiscal quarter (January to March). In addition, our internation:
sales, mostly in the European market, were 52%ales for the fiscal years endegenber 30, 20®and

2008, respectively. Our fiscal fourth quarter sales (July to September) can be potentially impacted by the
reduction of activity experienced in Europe during the July and August summer holiday period. Accordingly,
any sales or net inaee in any particular period may be lower than the sales and net income in a preceding or
comparable period. Peridd-period comparisons of our results of operations may not be meaningful, and
should not be relied upon as indications of our future perfocaman addition, our operating results may be
below the expectations of securities analysts and investors in future periods. Failure to meet such expectatiol
should such an event occur, will likely cause our share price to decline.

Our Common Stock price is highly volatile.

The market price of our Common Stock has been, and may continue to be, subject to a high degree of volatil
Numerous factors may have a significant impact on the market price of our Common Stock, including:

general conditions the PC and TV industries
product pricing

new product introductions

market growth forecasts

technological innovations

mergers and acquisitions

announcements of quarterly operating results
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. overall U.S. and international economiad market conditions arstonomic health
o stability of the U.S. and international securities markets

In addition, stock markets have experienced extreme price volatility and broad market fluctuations in recent
years. This volatility has had a substantial effect on the market girgecurities issued by many high
technology companies in many cases for reasons unrelated to the operating performance of the specific
companies. The price of our Common Stock has experienced volatility not necessarily related to our
performance.

We may not be ableto maintain compliance with the requirements under the NASDAQ Listing Rules or
we may not be able tanaintain our NASDAAQ listing.

On October 6, 2009, NASDAQ notified us that we were subject to delisting based on our failure to timely hold
our annual meetingl n accordance with NASDAQO6s Listing Rul e
Hearings PanelOn November 12, 2009, we appeared before the Panel and presented our plan to regain
compliance.On December9, 2009, we held our annualeeting and on December 10, 2009, the Panel

rendered its determination to continugr listing. The decision of the Panel is subject to review by the
NASDAQ Listing and Review Council within 45 .days

On November 18, 200%ereceived a letter fromIASDAQ indicating thatve arenot in compliance with
NASDAQOG s inimum bidpricerule. The letter noted that, for the thirty consecutive trading days prior to
November 18, 200%ur minimum closing bid pricg@er share had been below the $1.00 minimum bid price
requirement set forth INASDAQ Rule 5450(a)(1). In accordance wRIASDAQ Rule 5810(c)(3)(A)we

havel80 days, or until May 17, 2010, to regain compliance. In its ndiB8EDAQ indicated that, if tany

time during this period the minimum closing bid price is $1.00 or more per share for at least ten consecutive
trading days, RSDAQ will provide confirmation thatve haveregained compliance.

Shouldwe fail to regain compliance by May 17, 2010, NASQAas advised it will then provide a noticeus
thatour mmmon stock will belelisted. However, wamay be eligible for an additional grace period/d
satisk all the requirements, other than the minimum bid price requirement, for initial listirge MASDAQ
Capital Market, set forth in NASDAQ Listing Rule 5505. In order to take advantage of this altewetwié
need to submit an application to transdar securities to the NASDAQ Capital Market.

No assurances can be provided thawill be able to achieve or maintain compliance with the requirements
under the NASDAQontinued isting rulesor standards (including theimimum bidpricerule) or thatwe will
maintainour NASDAQ listing.

We may not be able to maintainour listing on the NASDAQ Global Market or be eligible to for
admittance on the NASDAQ Capital Market .

If our securities are delisted bMASDAQ, then the market liquidity for such securities would likely be
negatively affected, which may make it more difficult for holders tosselh securities in the open market, and
we could face additional difficulty raising capital necessarydorcontinued operation. Investors may find it
more difficult to dispose of or obtain accurate quotations as to the market valueseturities.

Our Amended and Restated ByLaws and the Rights Agreemento which we are party may have ant
takeover effects, limiting the ability of outside stockholders to seek control of management, and any
premium over market price that an acquirer might otherwisepay may be reduced and any merger or
takeover may be delayed.
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Effective August 16, 2001, the Board of Directors unanimously approved Amended and Restadeds Byr

us (t-bawé 8)y .-Lawgdo aot @it stockholders to call a special meetistpakholders and
consequently, an expensive proxy contest cannot occur other than in connection with the annual meeting of
stockholders. The Biaws also impose strict requirements for shareholder proposals and nominations of
prospectivedboard members ber than those nominated by or at the discretion of the Board of Directors. These
amendments may collectively or individually i mpa
company and may have aitéikeover effects in that any mergett@keover may be delayed. Accordingly, any
premium over market price that an acquirer might otherwise pay may be reduced.

On July 19, 2001, the Board of Directors declared a dividend distribution of one Right for each outstanding
share of our Common Stotk stockholders of record at the close of business on August 5, 2001. Each Right
entitles the registered holder to purchase from us one Common Share at a purchase price of $11.00 per sha
subject to adjustment and terms set out in the Rights Agredraevieen us and Continental Stock Transfer &
Trust Company, as Rights Agent. The Rights may have certaitelsatver effects. The Rights will cause
substantial dilution to a person or group that attempts to acquire us in a manner which causes ttoe Rights
become discount Rights unless the offer is conditional on a substantial number of Rights being acquired.
Accordingly, any premium over market price that an acquirer might otherwise pay may be reduced.

We have paid ro dividends and noneare anticipated.

We have never paid any cash dividends on our Common Stock and do not contemplate or anticipate paying .
cash dividends on our Common Stock in the foreseeable future. It is currently anticipated that earnings, if any
will be used to finance the deepiment and expansion of the business. In addition, the Note contains
restrictions on the payment of dividends, among other things. See Item 1. BusiAesgslisition of
PCTVAssetsfrom Avid Technology,In c . 0

We may not be able to effectively integate the PCTV Systems operation
In regard to the acquisition of the assets of the PCTV Systems operation, we may not be able to successfully

integrate the operations of the Acquired Assets with our own and realize benefits expected from such
integration. In addition:

o management's attention may be diverted or divided to the detriment of current operations

o amortization of acquired intangible assets may have a negative effect on operating results or
other aspects of our business

. delays or unexpected costdated to the acquisition may have a detrimental effect on our
business, operating results and financial condition

. customer dissatisfaction with, or performance problems with respect to, the Acquired Assets me
have an adverse effect on our reputation

o operations, management and personnel may not be compatible

Forward looking statements.

From time to time, information provided by us, statements made by our employees or information provided in
our Securities and Exchange Commission filings, includifgmation contained in this Annual Report on

Form 106K, may contain forward looking information. Our actual future results may differ materially from
those projections or statements made in such forward looking information as a result of various risks and
uncertainties, including, but not limited to, rapid changes in technology, lack of funds for research and
development, competition, proprietary patents and rights of others, loss of major customers, loss of sources ¢
supply for our components, n@vailablity of management, government regulation, currency fluctuations and
our inability to profitably sell our products. The market price of our Common Stock may be volatile at times in
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response to fluctuations in our quarterly operating results, changesystahearnings estimates, market
conditions in the computer hardware industry, seasonality of the business cycle, as well as general condition:
and other external factors.

ITEM 1B. UNRESOLVED STAFF COMMENT S
Not applicable

ITEM 2. PROFERTIE S

We occupy a facility locatedt 91 Cabot Court, Hauppauge, New Yudratwe use for our executive offices
and for the testing, storage and shipping ofd our
t he premi ses (t hedokk Renl®yCo., laeecal sstate partnershipovhich lis rincipally owned
by Kenneth Plotkin, our President, Chairman of the Board, Chief Executive Officer and Chief Operating
Officer and the holder of approximately@7% of our shares of Common Stock asS#ptember 30, 2Q0

Dorothy Plotkin, the wife of Kenneth Plotkin, holder of approximate#g% of our shares of Common Stock

as September 30, 280and Laura Aupperle, believed by us to be the holder of approxima@edp of our

shares of Common Stk as of September 30, 200We are obligated to pay real estate taxes and operating
costs of maintaining the premisasderthe 1990 Lease.

Thecurrent Easeon the premisecommenced as of September 1, 2006 emdbs on August 31, 20Hhd cals
for baserentin the first year of theermof $300,000, payable monthly in the amount of $25,000. Rent is
subject to an annual increase of 3% oveltdnm. The execution of thaurrent leas&vas approved bgur
Board of Directors, following the recommenidat of our Audit Committee Under the current leas¢CW is
obligated to pay for utilities, repairs to theemises, and taxes during tleer.

On May 1, 2001, Hauppauge Digitalirope Sartommenced a lease of a 15,642 square foot building in
Blanchardstwn, Dublin, Ireland. The facility houses our European warehousing and distribution center. The
lease, which is for the standard twefitye year term in Ireland wittheright to terminatéy the lesseen the

fifth and tenth year of the lease, calls &n annual rent of approximately $199,000. The rent includes an
allocation for common area maintenance charges.

Our PCTV Systems operation occupies approximately 8,400 square feet in Braunschweig, Germany. This
location houses our PCTV engineering @noduct development personnel. The lease expires on March 31,
2014 and calls for an annual rent of approximately $118,000.

Our Singapore subsidiary, Hauppauge Digital Asia Pte Ltd., occupies approximately 5,400 square feet in
Singapore, which it uses asaes and administration office and for the testing, storage and shipping of our
products. The lease expires on November 30, 2011 and calls for an annual rent of approximately $63,000. Tt
rent includes an allocation for common area maintenance charges.

Our German subsidiary, Hauppauge Computer WoM88, occupies approximately 6,000 square feet in
Monchengladbach, Germany. It is used as our European sales office and customer support center. It also he
product demonstration room and a storage fgicilHauppauge Computer WorkslBH pays an annual rent of
approximately $55,000 for this facility pursuant to a rental agreement, which expires on October 31, 2011.

HCW occupies a shared office facility at the Danville Business Center in Danvillegr@alif We use the
California office as our western region sales office. The lease expires on Mayl@anarequires us to pay
an annual rent, which includes telecommunications services, of approximately $9,800.
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ITEM 3. LEGAL PRO CEEDINGS

We arepresently party to no pending material legal proceedings.

ITEM4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

PART Il

ltem 5. MARKET FOR RE GI ST RAGCOMMGN EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our Common Stock trades on the Nasdaq Global Market under the symbol HAUP. The range of high and lo\
sales prices for our Common Stock during the two fiscal years ended Septembe®3er20as follows:

Year ended September 30, 2@ High Low
First Quarter 1.16 0.82
Second Quarter 1.86 1.01
Third Quarter 1.40 103
Fourth Quarter 31. 0.95
Year ended September 30, 2@ High Low
First Quarter 5.08 3.55
Second Quarter 5.38 3.18
Third Quarter 411 1.50
Fourth Quarter 161 1.10

We have been advised by our transfer agent, Continental Stock Transfer & Trust Cothpathe
approximate number of holders of record of our Common Stock Beoémber 212009was 250.

No cash dividends have been paid during thefisaal years ended September 30,200'e have no present
intention of paying any cash dividends in our foreseeable future and intend to use our net income, if any, in o
operationsPursuant to the terms of the Note, we and our affiliates are proHituitedleclaring or paying any

cash dividend.

On November 8, 1996, we approved a stock repurchase program. The program authorized us to repurchase
to 850,000 shares of our own stock. The stock repurchase program was extended by a resolution aof @ur Boal
Directors on December 17, 1994t our August 3, 2007 Board meeting, our Board of Directors approved an
increase in the number of shares which can be repurchased under the plan to 1,208r860@ere no

repurchases under the plan during fiscal 2009

On October 6, 2009, NASDAQ notified us that we were subject to delisting based on our failure to timely hold
ourannual meetingg n accordance with NASDAQO6s Listing Rule
Hearings PanelOn November 12, 2009%e appeared before the Panel and presented our plan to regain
compliance.On December 9, 2009, we held our annual meeting and on December 10, 2009, the Panel rende
its determination to continuaur listing. The decision of the Panel is subject to eewby the NASDAQ Listing
and Review Counci l within 45 days following the

On November 18, 2009ye received a letter frolIASDAQ indicating thatve arenot in compliance with
NASDAQOG s inimum bidpricerule. The étter noted that, for the thirty consecutive trading days prior to
November 18, 200%ur minimum closing bid price per share had been below the $1.00 minimum bid price
requirement set forth INASDAQ Rule 5450(a)(1). In accordance witiAEDAQ Rule 5810(¥3)(A), we
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havel80 days, or until May 17, 2010, to regain compliance. In its ndiB8&DAQ indicated that, if at any
time during this period the minimum closing bid price is $1.00 or more per share for at least ten consecutive
trading days, MSDAQ will provide confirmation thawve haveregained compliance.

Shouldwe fail to regain compliance by May 17, 2010, NASDAQ has advised it will then provide a notise to
thatour mmmon stock will baelelisted. However, wmay be eligible for an additional geperiod ifwe

satisf all the requirements, other than the minimum bid price requirement, for initial listing on the NASDAQ
Capital Market, set forth in NASDAQ Listing Rule 5505. In order to take advantage of this altewetwie
need to submit an ppcation to transfeour securities to the NASDAQ Capital Market.

No assurances can be provided thawill be able to achieve or maintain compliance with the requirements
under the NASDAQontinued isting rulesor standards (including theinimum bidpricerule) or thatwe will
maintainour NASDAQ listing.

Securities Authorized for Issuance Under Equity Compensation Plans
Set forth in the table below is certain information regarding the number of shares of our common stock that ir
be issued under tipns, warrants and rights pursuant to all of our existing equity compensation plans as of

September 30, 2009.

Equity Compensation Plan Information

Number of securities
remaining available

Number of for future issuance
securities to be under equity
issued upon Weighted average compensation plans
exercise of exercise price of (excluding securities
outstanding outstanding options reflected in the first
Plan Category options, warrants warrants and column)
and rights rights

Equity compensation plans

approved by stockholders 1522394 $ 3.78 499325
Equity compensation plans

not approved by stockholdel - $ -
Total 1522394 $ 3.78 499,325

ITEM 6. SELECDTED FINANCIAL DATA

Item 30l of Regulation XK A Sel ect ed Financi al Datao is not reqg
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ITEM7. MANA GE ME NOISCESSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Results of operations
Twelve months ended September 30, 20@ompared to September 30, 2@

Results of operations for thieelve months ended September 30,200mpared to September 30, 8Ghe as follows:

Twelve Twelve
Months Months
Endec Endec  Variance Percentage of sales

9/30/® 9/30/08 $ 200 2008 Variance
Net Sales $59,344,53¢  $89,701,02¢ ($30,356,490 100.00% 100.00% -
Cost of sales 46,557,90¢ 72,019,04¢ (25,461,142 78.45% 80.29% -1.84%
Gross Profit 12,786,63¢ 17,681,98: (4,895,348 2155% 19.71% 1.84%
Gross Profit % 21.55% 19.71% 1.84%
Expenses:
Sales & marketing 10,634,64" 11,630,85: (996,206 17.92% 12.97% 4.95%
Sales & marketin®CTV 320,732 0 320,732 0.54%  0.00% 0.54%
Technical support 549,04¢€ 578,81¢ (29,769) 0.93%  0.65% 0.28%
General & administrative 3,433,71¢ 4,421,01: (987,293 5.79%  4.93% 0.86%
General & administrativ@CTV 266,25(C 0 266,25( 0.45%  0.00% 0.45%
Amortization of intangible assets 566,127 0 566,127 0.95% 0.00% 0.95%
Selling, general and administrative stock compensation expense 347,06¢ 522,16¢ (175,099 0.58%  0.58% 0.00%
Total selling, general and administrative expense 16,117,59( 17,152,84¢ (1,035,258 27.16% 19.13% 8.03%
Researchanddevelopment 2,819,54: 3,610,@3 (790,461 475%  4.02% 0.73%
ResearchanddevelopmenrPCTV 1,410,771 0 1,410,777 2.38%  0.00% 2.38%
Research andevelopment stock compensation expense 191,61¢€ 273,744 (82,128; 0.32% 0.31% 0.01%
Total expenses 20,539,52¢ 21,036,59: ($497.,070 34.61% 23.4% 11.15%
Net operatingloss (7,752,891 (3,354,613 (4,398,278 -13.06%  -3.75% -9.31%
Other income :
Interest income 14,217 43,98¢ (29,772) 0.02% 0.05% -0.03%
Interest (expense) (62,557, 0 (62,557, -0.11%  0.00% -0.11%
Foreign currency 670,76( (15,138) 685,89¢ 1.13% -0.02% 1.15%

Total other income 622,42( 28,851 593,56¢ 1.04% 0.03% 1.01%

Loss before taxprovision(benefit) (7,130,471 (3,325,762 (3,804,709 -12.02%  -3.72% -8.30%
Income tax provisiorfbenefit) 12,55C (237,573 250,12¢ 0.02% -0.26% 0.28%
Netloss ($7,143,021  ($3,088,189  ($4,054,832 -12.04%  -3.46% -8.58%

Net sales for the twelve months ended September 30,d¥idease®30,356490compared to the twelve
months endd September 30, 28@s shownn the table below.

Increase
(decrease) Increase Percentage of sales by
Twelve Months Twelve Months Dollar (decrease)  Geographic region

Location Ended 9/30/9 Ended 9/3@8 Variance  Variance % 200 2008
Domestic $28,480,464 $42,964,52 $(14,484,28) -34% 48% 48%
Europe 28,932,928 43,810,43 (14,877,5@) -34% 49% 49%
Asia 1,931,146 2,926,06 (994.8%) -34% 3% 3%

Total $59,344,538 $89,701,08 ($30,356,49) -34% 100% 100%

We experienced a decrease in unit sales of &8®8®%, while changes in sales mithe additiorof
approximately $8.5 milliomf PCTV product linesalesand price increases increashd average sales price by
abaut 3.10%. Sales were impactatkgativelyby the closing oCircuit City, the lack of consumer demand due
to the weak global economic conditions and a weaker Euro exchange rate.
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Seasonal nature of sales

Percentage of quarterly salesto annual saleg-fiscal 2008 through fiscal 2009
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As the chart above indicates, there is a sedgatirn to our quarterly sales. Listed below are the primary causes of our

seasonal sales:

o We primarily sell through a sales channel which consists of retailers, PC manufacturers and distributol
Spurred on by holiday spending, our sales duringiostrffscal quarter, which encompasses the holiday season,
have historically been the highedtour fiscal year

e For each of the fiscal years ended September 3@, &0 20@ at least 40% of our sales were generated by our
European subsidiary. We typlyaexperience a slowdown due to the summer holiday period in Europe starting
with the second half of our fiscal third quarter and into the first half of our fiscal fourth quarter. We also
experience decreased sales in the U.S during the summer holidthsm@dhis has historically caused sales for
the last six months of our fiscal yety be lower than the first six months of our fiscal year. As the chart above
indicates, our sales for the first six months of fiscal®fd fiscal 200 accounted fo61% and51% of sales,
respectively, and our sales for the last six months of fiscal 200 20@ accounted foB%% and49% of sales,

respectively.

Although our strategy has been to diversify our sales to minimize the seasonal nature of our businessipate a

similar seasonal trends for the near term future.

Gross profit

Gross profitdecreased4895,348for the twelve months ended September 3092@0npared to thewelve months

ended September 30, B0
The decrease in the gross profit etalled below:

Decrease insales
Reduction in gross profit due lower Euro exchange rate
Higher goss profit on sales mix
Lower production and production related costs
Total decreasén gross profit

Increase
(decrease)
($8,808,350)
(2,746,142)
4,731,228
1,927,916
($4,895,348)
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Gross profit percentage for the twelve months ended September 3Qy2621.55% compared td.9.71% for

the twelve months ended September 30320 increaseof 1.84%.

The increase in the gross profirpentgeis detailed below:
Increast
(decrease
1.77%
-4.42%
-1.51%
1.84%

Higher goss profit on sales mix

Reduction in gross profit due lower Euro exchange rate

Higher production and production related costs as a pageof sales
Netincreasen gross profit perceage

The increase in the gross profit per@gefor the twelve months ended September 3092@npared to the

twelve months ended September 30,82@@s primarily de to:

e Favorable changes in the product sales mix, price in@easkthe addition of the PCTV product liresulted in

an increasé the gross profit perceseover fiscal 2008 of 7.77%.

e Due to the decrease in sales, certain fixed and-Beed expases,such as building overhead, production
labor and shipping labor increased as a percentage of calgisg a decrease in gross profit peregebf 1.51%

compared to fiscal 2008.

e A decrease in the average Euro to USD rate from $1.5031 for fisc8lta0®1.3532 for fiscal 2009
caused a@ecreasén the gross profit percemgeof 4.426 compared to fiscal 2008.

Volatility of gross profit percentage:

25.00%%

Gross profit percentage (%) by quarter-tiscal 2008 through fizcal 2009

24.00%

23.00%% /
22.00% 4

21.00%
20.00%

19.00% M /

18.00%

17.00%

16.00%

15.00% ¥ a g

14.00% T T T T T T T T T T T T T T

1Q-08 20-08 30-08 40-08 10-09 20-09 30-09

—— Gross profit by quarter

4Q-09

The chart above indicates the quarterly fluctuations in gross profit pagee@wer the eightjuarersended
with the fourth quarter of fiscal 200the gross profit percesxjehas ranged from a low G#.97% to a high of

24.65%.

Factors affecting the volatility of our gross profit percentages are:

e Mix of gross profit percentagegross profit perceagesvary within aur retail family of products as
well as for products sold to manufacturdrfarying salesmix of theseproductlines affecs the quarterly

gross profitpercentage

¢ Fluctuating quarterly sales caused by seasonal tréamtdaded in cost bsales are certain fixed costs,
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mainly for production labor, warehouse labor and the overhead cost of our Ireland distribution facility
When unit and dollar sales decline due to seasonal sales, tiieesis fixed costs get spread over lower
unit and dolar sales, which increasthe product unit costincreass the fixed costs aa percentage of
salesand lowes the gross profit percentage

Competitive pressuresur market is constantly changing with new competitors joining our established
competitors.These competitive pressures from time to time result in a lowering of our average sale
pricestome et our ¢ o mphehtandsto nedude grpss praffiersentage

Supply of component parts times when component parts are in short supply we tmmanage price
increases. Conversely, when component parts?o
Sales volumeas unit sales volume increasee have more leverage in negotiating volume price
decreases with our component supplierd aur contract manufacturers.

Cost reductionswe evaluate the pricing we receive from our suppliers and our contract manufacturer

and we often seek to achieve component part and contract manufacturer cost reductions.
e Mix of sales that impastour obligation to pay certain licensing costs

o Volatility of fuel prices increases in fuel costs are reflected in the amounts we pay for the delivery o

product from our suppliers and the amounts we pay for deliveries to our customers. Theisiioge
fuel prices increase our freight costs and negatively impact our gross profit.

e Volatility of Euro to US. dollar exchange rate. With over 40% oftir sales denominated in Euros,
changes in the Euro to.8l dollar exchange rate impact gross proAn increase in th&uro tends to

increase our gross profit percentage, while a decrease in the Euro tends to decrease our gross p

percentage.

Managing product mix through market strategy and new products, moderating seasonal trends, efficiently
managing shipments amaghieving cost reductions are@mpany priority andrecritical to our competitive

position in the market. Although our goal is to optimize gross profit and minimize gross profit fluctuations, in

light of the dynamics of our market we anticipate thetioolance of gross profit percagefluctuations
Selling, general and administrative expenses

The chart below illustrates the componentsatiing, general and administrative expenses.

Twelve months ended September 30,

Dollar Costs Percentage of Sales
Increase
200 2008 (Decrease) 20 _ 208 Increase
Sales & marketingiCW $10,634,647 $11,630,853 $(996,206) 17.92%  12.97% 4.95%
Sales & marketing®’CTV 320,732 0 320,732 0.54% 0.00% 0.54%
Technical support 549,016 578,815 (29,769) 0.93% 0.65% 0.28%
General & administrativelCW 3,433,719 4,421,012 (987,293) 5.79% 4.93% 0.86%
General & administrativ@CTV 266,250 0 266,250 0.45% 0.00% 0.45%
Amortization of intangible assets 566,127 0 566,127 0.95% 0.00% 0.95%
Selling, general and administrative stock compensation expen 347,069 522,168 (175,099) 0.58% 0.58% 0.00%
Total selling, general and administrative expense $16,117,590 $17,152,848 $(1,035,258) 27.16%  19.13% 8.03%

Selling, general anddministrative expenstecrease®1,035258from the prior fiscal yeaas follows

Excluding thePCTV expenseand amortization of intangible assets acquired in the PCTV acqujsatimg,
general and administrative expenleereased2188367 from the prior fiscal year. Sales and marketing
expensdor HCW decrease®966,206 primarily driven bythedecrease in thEuroexchange rateompared to
the U.S. dollarwhich resulted in an expense reduction of $771,666, lower compensation eqieis®!, 792
dueto personnel reductiorendlower commissionandmarketing developmeritind expensef $100705due
to lower sales
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The decrease in general and administrative exgenstCW of $987,293 was primarily dug¢o lower
professional feeprimaily for legaland consultingfees of $252,665 a decrease in bad debt expense of
$415000 related to the February 2008 liquidation@dmpUSAand the November 2008 bankruptcy of Circuit
City, a decrease in compensation expensd ®8$26 due to saff reductionsand a 10% salary reductioa
reduction of $32,501in insurance expense due to lowegotiatedpremiums lower communication expense

of $3,543and lower travel expense of $14,341 dodravel budget reductio®ffsetting the expense

decreases weliacreases 0$320,732 in sales and marketirgxpenseind$266,250 in general and

administrative expengelated to personnel and overhead expense of the PCTV business acquired abthe end
December 2008 from Avid Technology, IncAmortizaion of intangible assets was related to intangible assets
acquiredn the purchase of the PCTusinessrom Avid Technology, Inc.

Selling, general and administrative expense as a percentage of sales

Selling, General and Administrative expenses as a percentage of sales by
quarter-fiscal 2008 through fiscal 2009
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The chart above indicates the quarterly fluctusitor technical support, general and administrative, sales and
marketing and total selling, general and administrative expense. Due to fixed costs which fluctuate minimally
with changes in sales coupled with the seasonal nature of our business, ealirad gnd administrative

expense as a percentage of sales are sensitive to seasonal sales fluctuatidheei@Qltquarters ending with

the fourth quarter of fiscal 200selling general and administratiggpenses a perceageof saleshas resulted

in the following trends

e Due to our first quarter yielding the highest quarterly sales |le¥elar fiscal year, our total selling,
general and administrative expense as a percentage of sales have typically been the lowest during ou
first quarter. As reflected in the chart, selling, general and administratxpense as a percentage of
sales were the lowest in the first quarter of fiscalgftd 200.

¢ Reflecting the seasonal trendsalesour selling, general and administrative expense fortloiud or
fourth quarte are the highest as a percentage of sales. As reflected in the chart, total selling, general
and administrative expense as a percentage of sales were the highe&iurthlggiarter of fiscal 208
andthird quarter of fiscal 20Q

¢ Reflecting the decline in sales, total selling, general and administrative expenses as a percent of sales
were higheffor fiscal 2009 compared to fiscal 2008.

With the expectation that the seasonal natfrsales will continue for the near futuregvexpect selling,

general and administrative expenses as a percentage of sales to reflect a future trend that is similar to
historical trends we have experienced over the prior two fiscal years.
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Research and development expense

Research andevelopment expersncreased $538,188 from the prior fiscal year as follows

Research and development expense

Fiscal 2009 increases (decreases) from fiscal 2008 HCW PCTV Total
Research and development expeHEAN ($790,461) $0 ($790,461)
Researctand development experBETV - 1,410,777 1,410,777
Stock compensation expense (82,128) - (82,128)
Totalresearch and development expense ($872,589) $1,410,777 $538,188

Excluding the expense die¢ PCTV division, research and development expdeseasedd2,589%rom the
prior fiscal year.The decrease was primarily due to personnel and personnel related reductions and the timing
of development programs in process.

Offsetting the expense deases wer81,410,777in expenseelated to personnahnd development programs
of the PCTV business acquired at the end of December 2008

Other income

Other income for the twelve months en@ssptember 30, 2009 was $622,420 compared to other é@nobm
$28,851 for the twelve months endgeptember 30, 2@as detailed below:

Twelve months ended September 30,

200 208
Interest income $ 14217  $ 4389
Interest (expense) (62,557, -
Foreign currency transaction gains (losses) 670,760 (15,138
Total other income (expense) $ 62240 $ 28,851

Lower interest income was due to lower interest rate yields coupled with less cash invested. Interest expe
was due to payment on a note payable to Avid Technology, Inc. Foreign currency trangattiensredue to
favorableEuro rates on forward exchange contracts.

Tax provision

Our net tax provision for the year ended September 3@ &0 20@ is as follows:
Twelve months ended September 30,

200 _2008
Income tax benefit due to change in deferred taxes $(164,500) $(529,995)
Tax expense European operations 137,09 267,422
State taxes 40,000 25,000
Net tax(benefit)provision $ 12550 $ (237,573)

Deferred tax assets and the offsetting tax valuation allowarpremarily attributable toour Hauppauge
Computer Works Inadomestic operation#n evaluating the future realization ofir deferred tax asset and the
corresponding valation allowance asf September 30, we took into consideration:

. ourdomestic operations hathxable incomefor three out of the lasbour fiscal years

o including royalties paid tour domestic operations tmur European subsidiaryye anticipate taxable
income forour domestic operations for fiscal 2010

o our history of utilization of prior domestic net operating losses
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After evaluating the circumstances listed above, itewa®pinionthatour net deferred tax asset of $25]185
is realizable as of September 30, 2009.

As a result of all of the above items mentioned
Condition and Resultsf Operations, we had a net loss aof, 143,021 for the twelve months ended September
30, 2009 which resulted inbasic and diluted net loss per share o7$@®@n weighted average basic and
diluted shares af0,045,449compared t@a net lossof $3,088189for the twelve months ended September 30,
2008, which resulted in bas&nd dilutednetlossper share of $81 on weighted average basic and diluted
shares of 969939.

Options to purchase 1,522,384d1,767,744 shares of Common Stock a&tgs ranging $1.05 to $8.2nd
$1.08 to $8.75, respectively, were outstanding as of September 3(ra{®®08, respectively, but were not
included in the computation of diluted net income per share of Common Stock because they\dguéianti

Liquidity and Capital Resources

OQur cash, working capital and stockhol dersé equi
As of September 30,
200 2008

Cash $ 8,368,342 $ 14,191,721

Working Capital 5,885,577 17,229,410

Stockhol der so 12,334,866 18,988,536

We had cash and cash equivalents as of September 3 fZB)3%8,342 a decrease of $5,823,379 from September
30, 2008.

Thedecreasé cashwas due to:

Operating Investing Financing

Sources of cash: Activities activities Activities Total

Decrease in inventory $3,669,643 $0 $0 $3,669,643
Increase in accounts payable and accrued expenses 5,556,205 - 5,556,205
Proceeds from employee stock purchases 0 - 29,058 29,058
Decreasein prepaid expenses and other cotrassets 164,726 - - 164,726
Total sources of cash 9,390,574 - 29,058 9,419,632
Less cash used for:

Net loss adjusted for non cash items (5,397,382) - (5,397,382)
PCTV acquisitiomet of note pgable - (4,506,225) - (4,506,225)
Increasein accounts receivable (5,219,333) - (5,219,333)
Effect of exchange rates on cash (78,392) - - (78,392)
Capital equipment purchases - (41,679) - (41,679)
Total usage of cash (10,695,10) (4,547,904) - (15,243,011)
Net cash decrease ($1,304,533) ($4,547,904) $29,058  ($5,823,379)

Net cashused inoperating activities wague to & increasen accounts receivablaf $5,219333and cash used
of $5,397,562t0 fund thenet loss adjusted for non cash ite@ffsetting these cash decreasesperating
activitieswas a decrease in inventories ofék®643 adecreasen prepaid expenses and other curessetof
$164,726 and an increageaccounts payable andcaged expenses of3556205. Theincrease iraccounts
receivablevasdueto 43% of thesales for the fourth quarter of fiscal 2009 being shipped in September 2009
coupled with a $530,161 sales increase for the fourth quarter of fiscal 2009 overrtthefeuter of fiscal

2008 Lowerfiscal 2009 salesesulted inower inventorylevels required to support sa@sdwas the driving
force in thedecrease in inventory between fiscal 2009 and fiscal.2008

Cash of 8,547,904was usedn investing activies. Of this amount,4506225was used for the acquisition of
the PCTV business and $41,679 was used to purchase fixed asse#506e285used for the PCTV
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acquisition consisted of $2,238,000 paid against the $5,000,000 purchas&X8¢d,997 ipayments made
pursuant to &2,500,00(ote payable to Avid Technology, lnand $893,228n paymens for direct expenses
of the acquisition.As of September 30, 2009, $625,045 was left to pay on the note papd$©3308was

left to pay for direct equisition costs Cash of $29,05&om financing activities camigom purchases of stock
underour employee stock purchase plan.

Our cash requirements for the next twelve months will ingladeong other thingshe cash required to pay off
thenote to Arid Technology, Increlated to the purchase the PChisinesandthe cash needed to fundr

working capital needs. With the proper execution oftuginess andperational integration plan, we believe

that our cash and cash equivalents &SegitembeB0, 2009and our internallyenerated cash will provide us

with sufficient liquidity to meet our capital needs for the next twelve months. Failure to meet the operating at
integration plan could require the need for additional sources of capitdightlof the current economic and

credit conditions there can be no assurances that we will be able to find external sources of financing to fund
our additional working capital needs.

On March 31, 2009 our line of credit with the JP Morgan Chase Bamiedxand was not renewed.

On November 8, 1996, we approved a stock repurchase program. The program authorized us to repurchase
to 850,000 shares of our own stock. The stock repurchase program was extended by a resolution of our Boal
Directors orDecember 17, 1997 At our August 3, 2007 Board meeting, our Board of Directors approved an
increase in the number of shares which can be repurchased under the plan to 1,200,000. As of September :
2009, we held 759,579 treasury shares purchaseb2fdi04,337 at an average purchase price of approximately
$3.17 per share

Sources and (usage) of cash components

The chart below shows our cash balances, sources of cash and (usage) of cash by quarter foB fiscal 200
through fiscal2009.

Cash balance, cash sources and cash (usage) by component per quarter-fiscal 2008 through
$15,000,000 fizcal 2009
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Acguisition of PCTY rote Payable

Our sources and (usage) of cash primarily comes from the items listed below:
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¢ Netincome(loss)adjusted for non cash items

e Changes in the levels of current assets and current liabilities, primarily accounts receivable, inventorie
and accounts payable

e Empoyee purchases of stock options
Purchase of capital equipment

e Purchase of treasury stock

Since accounts receivable, inventory and current liabilities make up the majority of our current asset and curr
liability levels, our cash balances are affedigdhe increase and decrease of these assets and liabilities.
guarters where cash was used to increase the current asset levels or decrease the current liability levels, the
was usually a corresponding decrease or neutral position in the castebalaring those quarteZ®nversely,

in the quarters when we generated cash by reducing the current asset levels or increasing the current liability
levels, there was a corresponding increase in the cash balances during those quarters.

During fiscal 2@9, $4 506,225, or about 7% of the$5,823,37%ash decreaswas usedo fundthe PCTV
acquisition the acquisition related direct coatsdthe acquisition related nopayableto Avid Technology, Inc.

We expect for the near term future tbat operating structure will remain similar to past years, therefore our
investment and subsequent changes in our current assets and current liabilities required to fund our operatir
cycles will continue to have a material impact on our cash generedisimusage and cash balances.

Line of Credit
On March 31, 2009 our line of credit with the JP Morgan Chase Bank expired and was not renewed.

In addition to our operating cash requiremeats cash requirements during fisc@1®will include $625000
required tgpay the final three installments on the note payabhe/td Technology, Inc. With the proper
execution of our operational plave believe that our cash and cash equivalents as of September3and00

our internally generated caslo will provide us with sufficient liquidity to meet our capital needs for the next
twelve months. Failure to meet the operating plan could require the need for additional sources of capital. In
light of the current economic and credit conditions thereb@ano assurances that we will be able to find
external sources of financing to fund ocAcquisidodafi t i
PCTV Assets from Avid Technology, Irc.

Future Contractual Obligation

The following &able shows our contractual obligations related to laadenote payablebligations as of
September 30, 2@0

Payments due by period

Total Less than 1 yeal 1-3 years 3to 5 years
Note payable to Avid Technolgdnc. (1) $625,015 $625045 - -
Operating lease obligations $1,812,303 $ 742,023 $775,590 $294,690
Total $2,437,38 $1,367,@8 $775,590 $294,690

(1) See Note 2 to our consolidated financial statements for further details on thepagtble to Avid
Technolog, Inc.

Effective December 24, 2008 suant to an Asset Purchase Agreement dated@stober 252008, we
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acquiredcertainasset@and propertiesf Avid Technology, Ing.Pinnacle Systems, In@Avid Technology

GmbH, Avid Development GmbH, and Avid Technology International Be purchase price consisteid
$2,238000payablen cash $2,500,000 payable pursuanta®romissory Note made payable isto Avid and

the assumption of certain liabilitieBhe principalamountdue pursuant to the Note is payaind 2 equal

monthly installments of $208,333. The first paym&at due and payable on January 24, 2009. Interest on

the outstanding principal amount of the Note is payable at a rate equal to (i) from Decemb@8 2#ti2the
Maturity Date, five percent (5%nd(ii) from and after the Maturity Date, or during the continuance of an

Event of Default, at seven percent (7%). Pursuant to the terms of the Note, we and our affiliates are prohibite
from (i) declaring o paying any cash dividend, or making a distribution on, repurchasing, or redeeming, any
class of stock or other equity or ownership interest in the Buyer or its affiliates, (ii) selling, leasing, transferring
or otherwise disposing of any assets or priypefrthe Buyer or any of its affiliates, or attempting to or

contracting to do so, other than (a) the sale of inventory in the ordinary course of business and consistent wit
past practice, (b) the granting of Rerclusive licenses of intellectual propemn the ordinary course of

business and consistent with past practice and (c) the sale, lease, transfer or disposition of any assets or pro
(other than the Acquired Assets) with a value not to exceed $500,000 in the aggregate, or (iii) dissolving or
liquidating, or merging or consolidating with any other entity, or acquiring all or substantially all of the stock or
assets of any other entités of September 30, 2009 there vegproximately$625,000 open on the note

payableS e e Tl BusiaessAcquisition of PCTV Assets fromAvid Technology, In® .

Critical Accounting Policies and Estimates

We believe the following critical accounting policies affect the significant judgments and estimates used in the
preparation of our financial statements:

. Revenue Recognition
. Management 6s esti mat es
o Translation of assets and liabilities denominated in-foantional currencies on our European

financial statements

Inventory obsolescence and reserves
. Accounts receivable related reserves

Intangible assets

Revenue Recognition

We sell through a sales channel which consists of retailers, PC manufacturers and distributors. The majority
our customers are granted lines of credit. The product is shipped on account with the majority of customers
typically given 3 to 45 day payment terms. Those customers deemed as large credit risks either pay in advar
or issue us a letter of credit.

We require the customer to submit a purchase order to us. The price of the product and payment terms are f
per the termsfahe purchase order. Upon shipment of the order to the customer, the title to the goods is pass
to the customer. The customer is legally obligated to pay for the order within the payment terms stated on the
customer 6s pur c has enswethkdaoards andlibe eostoftahyipifeeageiwbila in the

customer6s possession is the responsibility of t
computer boards that are stocked on the shelves of retailers and are subgenbtontd consumer traffic that
retail stores attract. Aside from nor mal store p

no further obligation to assist in the resale of the products.

We offer some of our customers a right of rettOur accounting complies withPASB ASC 60515 (SFAS 49
Revenue Recognition when Right of Return EXxists, as typically at the end of every qualtasezeon

historical data, evaluate our sales reserve level based on the previous six months sdtetheleasonal

nature of the business coupled with the changing economic environment, management exercises some judgt
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with regard to the historical data to arrive at the reserve.

We offer maitin rebates on certain products at certain times as ayed@termine. The rebates are recorded as a
reduction to sales. We also patrticipate in limited cooperative advertising programs with retailers and distributc
and account for these in accordance Wit&B ASC 60550 (EITF 0109, A Account i rtign f or
Given by a Vendor to a Customer (lncluding a Res

Management 6s Esti mat es

The discussion and analysis of our financial condition and results of operations are based cposotidated
financial statements which Y been prepared in accordance with accounting principles generally accepted in
the United States. The preparation of these financial statements requires management to make estimates a
judgments that affect the reported amounts of assets, liabititidselated disclosure of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts for revenues and
expenses during the reporting period. On an ongoing basis, management evaluates estimatesthoskiding
related to sales provisions, as described above, income taxes, bad debts, inventory allowances and
contingencies. We base our estimates on historical data, when available, experience, and on various other
assumptions that are believed to be reaBteunder the circumstances, the combined results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent frc
other sources. Actual results may differ from these estimates.

Translation of assets and liabilities denominated in nefunctional currencies on our European financial
statements

The functional currency of our European subsidiary is the Euro. In preparing our consolidated financial
statements, we are required to trareskgsets and liabilities denominated in a-funrttional currency, mainly

U.S. Dollars, to Euros on the books of our European subsidiary. This process results in exchange gains and
losses depending on the changes in the Euro to U.S. Dollar exchang&rater. the relevant accounting
guidance, with the exception of iteompany accounts which are considered long term in nature, we are
obligated to include these gains and losses on our statement of operations, which we report in other income
expenseinder the caption fAforeign currencyo.

The extent of these gains and losses can fluctuate greatly from month to month depending on the change in
exchange rate, causing results to vary widely. Due to the past volatility of the Euro, it is ddffonétdast the
long term trend of these gains and losses.

Inventory obsolescence and reserves

The technology underlying our products and other products in the computer industry, in general, is subject to
rapid change, including the potential introdustaf new types of products and technologies. Due to this, we
maintain a program in which we review on a regular basis our inventory forecasting, inventory purchasing ant
our inventory levels. We review our inventory realization and inventory resemvasjuarterly basis.

Accounts receivable and related reserves

On a daily basis we credit approve all orders scheduled for shipment. Customers who are over their credit lin
or who have invoices that are past their due date are typically placeddinhold until the credit problem is
resolved. Credit reviews are performed on new customers. Existing customers who request an increased cr
line are subject to a new credit review before increases in their credit line are approved.

Our reservdor bad debt is done using a specific identification method. On a quarterly basis we review the age
and quality of our accounts receivable. We reserve amounts due us from companies that have gone bankruj
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companies that we evaluate are near bankrupt.

Our products are sold throughsalexhannel whiclconsist of retailers, PC manufacturers and distributors. Our
product is primarily a retail product sold to end user consumers. Similar to other companies in the computer
industry, our products are $ject to returns by the end user. In recognition that product may be returned at a
later date,at the end of every quartdrased on historical data, we evaluate our sales reserve level based on the
previous six months sales and we adjust our sales/esgae required.

Intangible assets

Long-lived assets include indefinite and defiditged intangible assets. Definiteved intangible assets are
evaluated for impairment whenever events or changes in circumstances indicate that the carrying dmeount of
assets may not be recoverable through the estimated undiscounted future cash flows derived from such asse
Definite-lived intangible assets primarily consistamivenant not to competeustomer relationships and
technology Indefinitelived intangble assets primarily consist of trademarks. Wheimgrairment exists, the
related assets are written down to fair value. Although we believe our judgments, estimates and/or assumptic
used in estimating cash flows and determining fair value are reaspnaking material changes to such
judgments, estimates and/or assumptions could materially affect such impairment analyses and our financial
results.

Inflation

While inflation has not had a material effect on our operations in the past, there camsamaace that we will
be able to continue to offset the effects of inflation on the costs of our products or services through price
increases to our customers without experiencing a reduction in the demand for our products; or that inflation
will not havean overall effect on the computer equipment market that would have a material affect on us.

Recent Accounting Pronaincements

We adoptedFASB ASC 82001 SFASNo.l1 57, AFair VallUeSMASRSNG@GEABent s o
No. 157 defines fair value, establishes a methodology for measuring fair value, and expands the required
disclosure for fair value measurements. Onreaty 12, 2008, the Financial Accounting Standards Board
(AFASBO) i ssued FASB S2,afifEfPfosdttiivoen DMNat € SdfASF AVSH
amends SFAS Nd.57 by delaying its effective date by one year for-financial assets and ndmancial

liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a
recurring basis. The adoption of SFAS No. 157olarfinancial assets and financial liabilities did not have a
material impact owur consolidated financial statements. Sg¢ptember 30M®, we did not have any

forward exchangeontractsoutstanding.lf we would have had forward exchange cawts outstanding their

fair value at quarter endould have beedetermined via inputs thincludedquoted prices for similar foreign
exchange contracts in active markets and were thus considered to be Level 2 inputs under the SFAS 157
hierarchy (see Not&-Derivative and Hedging Activitigs Effective Octobed, 2009, SFAS No. 157 will also
apply to all other fair value measurementsusr We areevaluating the effect the implementation of SFAS No.
157 will have orour nonfinancial assets and ndimancial liabilities onour consolidated financial statements.

The carrying amount of cas&gcounts receivabland accounts payablend other shoiterm financial
instruments approximate their fair value due to their steonh nature.We believe that borrowings outstanding
underour note payable approximate fair value due to the sieom duration of the loan.

In December 2007, the FASB issued new guidancbusiness combinationbatwill significantly change the
accounting for business combinations in a number of areas including the treatment of contingent consideratic
contingenciesacquisition costs, IPR&D and restructuring costs. The changes in deferred tax asset valuation
allowances and acquired income tax uncertainties in a business combination after the measurement period v
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impact income tax expense. This guidance is gWfedor fiscal years beginning after Decemh&r 2008.We
have not yet evaluated the impact, if any, of adopting this pronouncement.

In December 20Qthe FASB issued new guidance foncontrolling Interests in Consolidated Financial
Statements. Thiwill change the accounting and reporting for minority interests, which will be recharacterized
as noncontrolling interests (NCI) and classified as a component of equity. This new consolidation method wil
significantly change the accounting for transaas$i with minority interest holders. This guidance is effective

for fiscal years beginning after Deceml&;, 2008. We have not yet evaluated the impact, if any, of adopting

this pronouncement.

ITEM 7A. QUANTITATIVE AND QUA LITATIVE DISCLOSURE SABOUT MARKE T RISKS

Item 305 of Regulation-8 A Quantitative andbQual Maakeve RDsE&eb:¢
Smaller Reporting Companies.

ITEM 8. FINANCIAL S TATEMENTS AND SUPPLEMENTARY DATA

The financial statements required by this Item 8 ackuded in this Annual Report on Form
10-K following Item 15 hereof.

ITEM 9. CHANGES IN AND DISAGREEMENTS WI TH ACCOUNTANTS ON
ACCOUNTING AND FINAN CIAL DISCLOSURE

None.

ITEM 9A (T). CONTROLS AND PROCEDURES

Disclosure Controls and fpcedures

Our principal executive officer and principal financial officer, after evaluating the effectiveness of our
disclosure controls and procedures (as defined in paragraph (e) of RulEs d13& 156ll5 under the Securities
Exchange Act of 1934) as tife end of the period covered by thisnual Report on Form 1R, have

concluded that, based on such evaluation, our disclosure controls and procedures were effective to ensure tt
information required to be disclosed by us in the reports that we filebonit under the Securities Exchange

Act of 1934 is recorded, processed, summarized and reported, within the time periods specified in the SEC's
rules and forms and is accumulated and communicated to management, inaluigirigcipal executive

officer and principal financial officeror persons performing similar functions, as appropriate to allow timely
decisions regarding required disclosure

Management 6s Annual Report on Internal Control O

Management is responsible for estafilig and maintaining adequate internal control over financial reporting
as defined in Exchange Act Rules 18%f) and 15€15(f) under theSecuritiesExchange Act of 1934Internal
Control over financial reporting is a process desigmgdor under the gervision of, our principal executive
officer and principal financial officepr persons performing similar functiorend effected byur board of
directors, management, and other persontelprovide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance w
generally accepted accounting principles. Our internal control over financial reporting includes policies ai
procedures that (i) pertain tbe mainenance of records that in reasonable detail accurately and fairly reflect
the transactions and dispositsoof our assets; (ii) provide reasonable assurance that transactions are records
as necessary to permit preparation of financial statements indaocer with generally accepted accounting
principles, and that our receipts and expenditures are being made only in accordance with authorizations of
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management and directors; and (iii) provide reasonable assurance regarding prevention or timely aoletect
unauthorized acquisition, use, or disposition of our assets that could have a material effect on the finan
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detec
misstatements. Ats projections of any evaluation of effectiveness to future periods are subject to risk the
controls may become inadequate because of changes in conditions, or that the degree of compliance
policies or procedures may deteriorate.

Management assexs theeffectiveness obur internal control over financial reporting as of September 30,
2009. Management conductets evaluation of the effectiveness of our internal control over financial reporting
based on the framework Internal Controli Integratd Frameworkssued by the Committee of Sponsoring
Organizations of the Treadway CommissidBased orthis evaluation, management has concluded that, as of
September 30, 2009, our internal control over financial reporting was effective.

Exclusion of Regstered Public Accounting Firm Attestation Report due to Temporary Rules of the Securities
and Exchange Commission

This annual repordoes not include an attestation report of our registered public accounting firm regardini
internal control over financiaeporting. Management's report was not subject to attestatiaurtrggistered
public accounting firm pursuant to temporary rules of the Securities and Exchange Commission that permit
company to provide only management's report inghisual report

Changes in internal control over financial reporting

There has been no change in our internal control over financial reporting during our fourth fiscal quarter end
September 30, 2@Ghat has materially affected, or is reasonably likely to maieaect, our internal control
over financial reporting.

ITEM9B. OTHER INFORMATION

None.
PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The following table sets forth the positions and offipessently held withus by eachof our directors and
executive officershis age as dbeptember 30, 20G%hd the year in whichach directobecame a director.
Year Became
Name Age Positions and Offices Held Director

Kenneth Plotkin 58 Chairman of thdoard, Chief 1994
Executive Officer, Predent,
Chief Operating Officeand

Director
Gerald Tucciarone 54 Chief Financial Officer,
Treasurer and Secretary
John Casey 53 Vice President of Technology
Bernard Herman 82 Director 1996
Christopher G. Payan 35 Director 2003
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Seymour G. Siegel 66 Director 2003

Kenneth Plotkinis one of our cdounders and has served as our Chairman of the Board, Chief Executive
Officer and one of our directors since our inception in 199d.has been our Presideand Chief Operating
Officer since September 27, 2004 and has also served in such offices from March 14, 2001 until May 1,
2002. Mr. Plotkin served as our Secretary until June 20, 2001 andRfesident of Marketing from August 2,
1994 until October 162005. He holds a BS and an MS in Electrical Engineering from the State University of
New York at Stony Brook.

Gerald Tucciarone joined us in January 1995 and has served as Chief Financial Officer and Treasurer sinc
such time. He has served@s Secreary since July 25, 200%Prior to his joiningus, Mr. Tucciaroneserved as
Vice-President of Finance, from 1985 to 1992, with Walkelecommunications, Inc., a manufacturer of
phones and voiemail equipment, and from 1992 to 1995, as Assistant Coatreith Chadbourne and Parke.
Mr. Tucciarone is a certified public accountant.

John Caseyhas beemur Vice President of Tectology since January 1995.

Bernard Hermanhas served as one of our directors since 1$96m 1979 to 1993, Mr. Herman was Chief
Executive Officer of Okidata Corp. of Mount Laurel, New Jersey, a distributor of computer peripheral
products. Since then, he has served as a consultant with reference to computer prddustalso an
Arbitration Neutral for the American Arbitratiokssociation and the National Association of Séms
Dealers.

Christopher G. Payarnas served as omé our directors since May 16, 200®1r. Payan served as the Chief
Executive Officer of KEomadung200tigrouyhiNsvienobaB), 200%rd .a diredioE V |
of EVI from March 2004through Novembe80, 2009. From October 2001 until June 2004, Mr. Payan served
as the Senior Vice President of Finance, Chief Financial Officer, Secretary and Treasurer lefdaVApril

2002 until Junef 2004, Mr. Payan served as-Cbief Operating Officer of EVIMr. Payan also serves on the
Board of Directors of Newtek Business Services, lIiom March 1995 through July 2001, Mr. Payan worked
for Arthur Andersen LLP, where he provided various gwitounting, consulting and advisory services to
various small and midized private and public companies in various industiiés.Payan isa certified public
accountant and holds a Bachelors of Science degree, graduating Cum Laude, with Hon@3)\Virwost

Long Island University.

Seymour G. Siegdias served as one of our directors since May 16, 28@3s a @rtified Public Accountant

and since April 2000 had beemancipal in the Business Consulting Group of Rothstein, Kass & Company,
P.C, an accounting and consulting firrfrom 1974 to 1990 he was managing partner and founder of Siegel
Rich and Co, P.C., CPAs which merged into Weiser & Co., LLC, where he was a senior partner. He formed
Siegel Rich Inc. in 1994, which, in April, 2000, laete a division of Rothstein, Kass & Company, PMG.

Siegel has been a director, trustee and officer of numerous businesses, philanthropic and civic
organizations.He has served as a director and member of the audit committees of Barpoint.com, Oak Hall
Capital Fund, Prime Motor Inns Limited Partnership and Noise Cancellation Technologies Inc., all public
companies.He is currently a director and chairman of the audit committ&d/baind Air Industries Inc.He is

also a member of the compensation cotteriof EVI

Family Relationships

There is no family relationship among awiyour executive officers and directors.
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Term of Office

Each director will hold office until the next annual meeting of stockholdedsuntil his or her successor is
eleced and qualifiedor until his/her earlier resignation, removal or death. Each executive officer will hold
office until the next regular meeting of the Board of Directors following the next annual meeting of
stockholdersanduntil his or her successor iseeted or appointed and qualified until his or her earliedeath,
resignation or removal from office.

Audit Committee

The Audit Committee of the Board of Directors is responsible for (i) recommending indepesgistared

public accountants to thedard, (ii) reviewingour financial statements with management and the independent
registered publiaccountants, (iii) making aappraisal of ouaudit effort and the effectivenessafr financial
policies and practices and (iv)reulting with manageméRand ourindependentegistered publiaccountants

with regard to the adequacy of internal accounting controls. The members of the Audit Committee currently ¢
Messrs. Herman, Payan and Siegel

Audit Committee Financial Expert

Our Board of Directordias determined thate havean "audit committee financial expeftis defined by Item
407(d)(5) of Regulation &K as promulgated by tHgecurities andExchangeCommissior) serving on our Audit
Committee Ouraudit committee financial expert is SeymourSggel. The directors who serve on the Audit
Committee are "independent"” directors based on the definition of independence in the listing standards of the
National Association of Securities Dealers

Code of Ethics

Our Board of Directors hasdopted a 6de of Ethicdor our officers, directors and employees, includog

principal executive officer, principal financial officer, principal accounting officer or controller and other
persons performing similar functian¥ ou canobtain a free copy ajur Code of Ethicdy writing to our

Secretary at our offices at 91 Cabot Court, Hauppauge, New York 11788. We intend to satisfy the disclosure
requirement under Ite.05(c)of Form 8K (formerly Item 10yegarding an amendment to, or waiver fram,
provisionof our Code of Ethicghat applies t@ur principal executive officer, principal financial officer,

principal accounting officer or controller, or persons performing similar functions and that relates to any
element of the code of ethics definition enuated in paragraph (b) of ltem 406 of Regulatiek By posting

such information on our websjteww.hauppauge.com

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16 of the Securities Exchange Acto01 934, as amended (ASection 16¢
beneficial ownership of capital stock and changes in such ownership be filed with the Securities and Exchang
Commi ssion by Section 16 Areport i n goldgreofnsorethan10% i n
of the outstanding common stock and certain trusts of which reporting persons are trustees and that copies o
such reports be furnished to us.

To our knowledge, based solely on a review of copies of Forms 3, 4 and 5 furnishasdonrgten
representations from such persons that no other reports were required, our officers, directors and 10%

stockholders complied with all Section 16(a) filing requirements applicable to them during the fiscal year ende
September 30, 2@0

ITEM 11. EXECUTIVE COMPENSATION
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Summary Compensation Table

The following table sets forth certactompensatiorinformation for each of the fiscal years ended
September 30, 2009 and 208 our Chief Executive Officer, Chief Financial Officer and two other tmos
highly compensated executive officers.

All
Other
Compent Total
Name and Principal Fiscal  Salary Bonus Option Awards  sation %)
Position Year €)) (%) (%) (%)
Kenneth Plotkin 2000 $ 183,186 $ - $ - $6,000(3) $ 189,186

President, Chairman «
the Board, Chief
Executive Officer, anc

Chief Operating
Officer 2008 $ 189,377 $ 91,962(1) $ - $6,000(3) $ 287,339
Gerald Tucciarone 200 $ 158948 $ - $ - - $ 158,948

Treasurer, Chief

Financial Officer, 2008 $ 164,320 $ 22000(1) ¢ 7,448(2)(5) - $ 193,768
and Secretary

John Casey 200 $ 156936 $ - $ - - $ 156,936
Vice President of

Technology 2008 $ 162,240 $ 12,000(1) $24,570(2)(6)(7) - $ 198,810
Bruce Willins @) 200 $ - - $ - - $ -
Vice Presidentof

Engineering and

Product Marketing 2008 $ 167,08t 22,000(1) ¢  9,300(8) - $ 198,388

(1) Based on fiscal year 2007 finaatcresults and paid during fiscal year 2008.

(2) Represerstthe dollar amount of stock compensation expense recognized for financial reporting pu
during the applicable fiscal year computed in accordance with SFAS 123(R). See Note 6 of Notes
Consolidated Financial Statements inclugdedur Annual Report on Form 1K for the fiscal year ende:
September 30, 2008 for a description of the assumptions used in that computation. The actual va
realized with respect to option awards will dependhendifference between the market value of our
common stock on the date the option is exercised and the exercise price.

(3) Represents neoash compensation in the form of the use of a car and related expenses, and payn
certain insurance prenms.
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(4) Bruce Willins resigned from his position as Vice President of Engineering and Product Marketing
Company on July 25, 2008

(5) 8,0000ptions were granted on June 26, 2008 at an exercise price of $1.6dptibhe vest to thextent
of 4,000 shares on June 26, 2011 and 4,000 shares on June 2én@@kpire on June 26, 2018.

(6) 8,0000ptions were granted on December 2@8)7at an exercise price of $4.35. Tdtions vest to the
extent of4,000shares oecember 262009and4,000shares omecember 262010and expire on
December 26, 2017.

(7) 5,0000ptions were granted on June 26, 2008 at an exercise price of $1.6dptibhe vest to the exter
of 2,500shares odune 262011 and 2,508hares odune 262012 ard expire on June 26, 2018.

(8) 10,0000ptions were granted on June 26, 2008 at an exercise price of $1.6dptibne vest to the exte
of 5,000shares odune 262011 and 5,008hares odune 262012 and expire on June 26, 2018.

Employment Contracts

As of January 10, 1998, following the expiration of a prior employment agreement with us, Kenneth Plotkin
entered into a new employment agreement (the "1998 Employment Agreement") with us to serve in certain o
our offices. The 1998 Employment Agreemt provides for a thregear term, which term automatically renews

on an annual basis, unless otherwise terminated by the Board or the exeClu\i98 Employment

Agreement provides for an annual base salary of $125,000 during the first year, $18b0i}0@¢he second

year, and $180,000 during the third year. For each Annual Period (as defined in the 1998 Employment
Agreement) thereafter, the 1998 Employment Agreement provides that compensation shall be mutually agree
upon by the Company and the extdee, said amount not to be less than that for the preceding Annual Period.

On January 21, 1998, pursuant to the 1998 Employment Agreement, (i) incentive stock options to acquire a t
of 90,000 shares of our common stock were granted to Mr. Pletk@ncisable, beginning on January 21, 1999,

in increments of 33 1/3% per year at $2.544 per share, each such increment due to expire 5 years after beco
exercisable and (i) nequalified options to acquire a total of 60,000 shares of common stoclgrested to

Mr. Plotkin, exercisable immediately for a period of 10 years, which expired as of January 20, 2008.

The 1998 Employment Agreement provides for a bonus to be paid to Mr. Plotkin as follows: an amount equal
2% of our earnings, excluding eargs that are not from operations and before reduction for interest and
income taxes ("EBIT"), for each fiscal year commencing with the year ended September 30, 1998, provided t
our EBIT for the applicable fiscal year exceeds 120% of the prior fiseakyEBIT, and if not, then 1% of our
EBIT. The determination of EBIT shall be made in accordance with our audited filings with the Securities anc
Exchange Commission on our Form-KO

The 1998 Employment Agreement further provides for disability bisnefir obligation to pay the premiums

on a term life insurance policy or policies in the amount of $500,000 on the life of Mr. Plotkin, owned by Mr.
Plotkin or his spouse, or a trust for their respective benefit or for the benefit of their family)lawanee of

$500 per month, reasonable reimbursement for automobile expenses, and medical insurance as is standard
our executivesFurthermore, the 1998 Employment Agreement provides that we may apply for, and own, life
insurance on the life of Mr. &kin for our benefit, in such amount as the Board may from time to time
determine; we shall pay these premiums as they become due on any such insurance policies; and all dividen
and any cash value and proceeds on such insurance policies shall beleng to
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR -END

The following table sets forth certain information concerning outstanding option awards held by oL
named executive officers as of the fiscal year ended September 30, 2009.

OPTION AWARDS
Number of Securities Underlying
UnexercisedOptions

Option Option
Exercise Expiration
Name Exercisable Unexercisable Price ($) (1 Date

Kenneth Plotkin 15,400 - $ 525 8/03/2010
6,920 - $ 5.78 8/03/2010

10,000 - $ 1.16 10/012011

10,000 - $ 1.19 10/16/2012

5,000 - $ 3.32 8/09/2014

80,000 120,000(2) $ 4.96 112062016

Gerald Tucciarone 10,000 - $ 1.05 10012011
22,500 - $ 1.08 10/16/2012

20,000 - $ 4.62 2/11/2015

10,000 20,000(3) $ 7.45 1/22/2017

8,0004) $ 164 6/26/20.8

John Casey 10,000 - $ 1.05 10/01/2011
30,000 - $ 1.08 10/16/2012

20,000 - $ 4.62 2/11/2015

8,000 8,000(5) $ 7.45 1/22/2017

8,0006) $ 4.13 12/26/207

5000(7) $ 164 6/26/20.8

(1) Calculated usg the closing price of our common stock on the date of the grant.

(2) 120,000 options vest to the extent of 40,000 shares on Nove&p2009 40,000 shares on Novembel
20, 2010and 40,000 shares on November 20, 2011.

(3) 20,000 optionwest to the extent of 10,000 shares on February 1, 2010 and 10,000 shares on Feb
2011.

(4) 8,000 options vest to the extent of 4,000 shares on June 26, 202 D@8dhares on June 26, 2012.
(5) 8,000 options vest to the extent4000 shares on February 1, 2010 and 4,000 shares on February

(6) 8,000 options vest to the extent of 4,000 shares on December 26, 2009 and 4,000 shares on Dec
2010.

(7) 5,000 options vest to the extent of 2,500 shareluoe 26, 2011 and 2,500 shares on June 26, 2012
Termination of Employment and Change in Control Agreements

In the event of a termination of employment associated with a Change in Control of the Company, as defined
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the 1998 Employment Agreementoaetime bonus shall be paid to the executive equal to three times the
amount of the executive's average annual compensation (including salary, bonus and benefits, paid or accrus
received by him for the thirtgix month period preceding the date of theafge of Control.

In the event of a Change in Control, as defined in our 1998 Incentive Stock Option Plan, options granted to tf
named executive officers pursuant to said plan shall become immediately vested and exefdisal®©8

Incentive Stock Ofon Plan further provides that options granted shall terminate if and when the optionee
ceassto be our employee or the employee of one our subsidiaries, unless (1) the optionee shall die while in ¢
employ or the employ of one of our subsidiaries, mal case, the options shall be exercisable, as and to the
extent exercisable by such person or persons as shall have acquired the optionee's rights by will or the laws
descent and distribution, but not later than one year after the date of death afitek tloe expiration of the

specific period fixed in the option grant or (2) the optionee shall become disabled (within the meaning of
section 105(d)(4) of the Internal RevenGede) while in our employ or the employ of one of our subsidiaries
and sucloptionee's employment shall terminate by reason of such disability, in which case the options shall b
exercisable, as and to the extent exercisable at the time of the termination of his employment, within such
period as shall be set forth in the optioargr but only within one year after the termination of the optionee's
employment and not after the expiration of the specific period fixed in the option grant as in effect at the time
the termination of his employment. In the event of a terminatiompf@/ment associated with a Change in
Control, as defined in the 2003 Performance and Equity Incentive Plan, options granted pursuant to said plar
shall vest or be exercisable upon termination of
the Change in Control, but only to the extent determined by the Board (or the Committee, as defined in such
plan), unless the employee is terminated for Cause or the employee resigns his employment without Good
Reason (as such terms are defined in the P@®rmance and Equity Incentive Plan).

DIRECTOR COMPENSATION FOR 2009 FISCAL YEAR

The following table sets forth compensation paid to ouremployee directors for the figcyear ended
September 30, 2009:

Fees Earned o  Option Stock All Other
Name Paid in Cash Awards Awards Compensation Total
Bernard Herman ¢ 30900 ¢ - -3 ¢ - ¢ 30900
Robert S. Nadg(1) $ 27450 ¢ - -4) ¢ - § 27450
Christopher G. Payan ¢ 30,900 § -5 -5 ¢ - ¢ 30,900
Neal Pag€?) $ 26,850 § -(6) -(6) ¢ - ¢ 26,850
Seymour G. Siegel $ 40650 ¢ - - ¢ - ¢ 40650

During fiscal year 208, each oBernard Herman, Neal Padgéhristopher G. Payan andy®eour G. Siegel
eachanonemployee director, received an annual retained®fER0, paid in quarterly installments in advance,
and$1,500from October 1, 2008 through April 30, 20fa® every Board meeting that he attended in person
Effective May 1, P09, each of thaonemployeeboard members received $1,350 for each board meeting that
he attended in persomlr. Robert SNadel anonemployeeéboard member, received an annual retainer of
$15,000 and $1,500 for each board meeting that he attendedhhipril 2009 and $1,350 for each board
meeting that he attended from May 2009 through June 2888itionally, the Chairman of the Audit
Committee, Mr. Siegel, received an annual stipen®af3k), and the Chairman of the Compensation
Committee, Dr. Nael, received an annual stipend &#50. Effective July 1, 2009, the annual retainers paid
to the noremployedboard members were reduced by 10%.
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(1) Resigned from the Board of Directors effective June 30, 2009.
(2) Deceased on July 6, 2009.
(3) As of September 3@ 0 0 9, Mr . Her man hel d op
Common Stock and had ards of 8,9
4As of September 30
Common Stock and had
(B)As of September 30 , Mr . Payan held op
had awards of 5, 000ndieghar es o
6) As of September 30, 20009, Mr . Page held opt
Common Stock and had awards of 5,000 shares o
(7) As of September 30, 2009, Mr. Siegel held options to purchase 430@0rse s o f t he
es

Common Stock and had awards of 5,000 shar

Common Stock and

o

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOL DER MATTERS

Security Ownership

The following table sts forth, to our knowledge based solely upon records available to us, certain
information as ofDecembe 21, 2009regarding the beneficial ownership of our shares of common stock by (i)
each person who we believe to be the beneficial owner of mor&%hanf our outstanding shares of common
stock, (ii) each current directo(iii) each of the named executive officers and (iv) all current executive officers
and directors as a group.

Name and Address Amount and Nature of
of Beneficial Owner Title of Class Beneficial Percent
Ownership of Class

Kenneth Plotkin
91 Cabot ©urt

Hauppauge, N.Y. 11788 common stock 801,955(1)(3)(4) 7.97%
Laura Aupperle

23 Sequoia Drive

Hauppauge, N.Y. 11788 common stock 705892(2) 7.02%

Dorothy Plotkin
91 Cabot Court

Hauppauge, N.Y. 11788 common stock 551,660 (1)(4) 5.48%
John Casey

91 CabotCourt

Hauppauge, N.Y. 11788 common stock 177,200 (5) 1.76%

Bernard Herman
91 Cabot Court
Hauppauge, N.Y. 11788 common stock 63,994 (6) *

Gerald Tucciarone

91 Cabot Court
Hauppauge, N.Y. 11788 common stock 99,000 (7) *
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Christopher G. Payan
91 Cabot Court
Hauppauge, N.Y. common stock 30,000 (8) *

Seymour G. Siegel
91 Cabot Court
Hauppauge, N.Y. common stock 50,000 (9) *

All executive officers and common stock  1,222149(1)(3)(4)(5)(6)(7)(8)(9) 1215%
directors as a grouis) persons

* Denotes less than 1% percent

(1)

(2)

3)

(4)

(5)

(6)

(7)

(8)

Dorothy Plotkin, wife of Kenneth Plotkin, beneficially ows51,660 shares of our common stock or
5.48% of the outstanding shares of common std@kvnership of shares of our common stock by M
Plotkin does not include ownership of shares of our common stock by Mrs. Plbikewise,
ownership of shares of ouoimmon stock by Mrs. Plotkin does not include ownership of shares of
common stock by Mr. Plotkin.

To our knowledge, based upon Schedule 13G filed under the Securities Exchange Act of 1934,
amended, and other information that is publicly avéélabaura Aupperle, the widow of Kenneth R.
Aupperle, beneficially owng05892 shares of our common stocky 702% of the outstanding share:
of our common stock.

Includes 15,400 shares of our common stock issuable upon the exerciseqofiified options which
are currently exercisable or exercisable within 60 days, 8h@20shares of our common stock
issuable upon the exercise of incentive stock options which are currently exercisable or exercisi
within 60 days.Does not includ&0,000 sfares of our common stock issuable upon the exercise o
gualified options which are currently unexercisable or not exercisable within 60 days.

Does not include 18,000 shares of our common stock owned by the Plotkins' adult daughter. D¢
include 4,000 shares of our common stock owned by the Plotkins' adulEaoh.of Mr. and Mrs.
Plotkin disclaim beneficial ownership of all such 22,000 shares of our common stock.

Includes80,000 shares of our common stock issuable upon the exerdismenfive stock options whic
are currently exercisable or exercisable within 60 days. Does not irg;R@® shares of our common
stock issuable upon the exercise of incentive stock options which are currently unexercisable ol
exercisable within 60 ga.

Includes 55,500 shares of our common stock issuable upon the exercisegoahibed stock options
which are currently exercisable or exercisable within 60 days and 5,000 shares of common stoc
in lieu of options on November 26, 2008.

Includes72,500 shares of our common stock issuable upon the exercise of incentive stock optiol
are currently exercisable or exercisable within 60 days. Does not irk@,@# shares of our commo
stock issuable upon the exercise of incentteeksoptions which are currently unexercisable or not
exercisable within 60 days.

Includes 25,000 shares of our common stock issuable upon the exerciseqobhfied stock options
which are currently exercisable or exercisable within 60 days @00 Shares of common stock issu
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in lieu of options on November 26, 2008.

(9) Includes 45,000 shares of our common stock issuable upon the exercisegofhfied stock options
which are currently exercisable or exercisable within 60 days and $1868sf common stock issue
in lieu of options on November 26, 2008.

ITEM 13. CERTAIN RELATIONSHIP SAND RELATED TRANSACTIONS , AND
DIRECTOR INDEPENDENC E

We occupy a facility located at 91 Cabot Court, Hauppauge, Newlydrk 8 8 (t he fAPrfermi s e
our executive offices and for the testing, storage and shipping of our protiuEesbruary 1990, Hauppauge
Computer Works, Inc., one of ourwhodlywned subsi diaries (AHCWO) ent e
with Ladokk Realty Co. (togetheriwt h i t s successor, Ladokk Realty C
partnership principally owned by Mr. Plotkin, the holder of approximat@®ys of our shares of common as of
December 162009; Mrs. Plotkin, the holder of approximatéy48% of share®f our common stock as of
December 162009; and MsAupperle, believed by us to be the holder of approximat€l®s of shares of our
common stoclas of Decembef1, 2009.

Thecurrentlease for the Premisesmmenced as of September 1, 2006 and endsugust 31, 2011The
current rent i$328,647 per annunpayable monthlyandis subject to an annual increase of 3% during the
term. The execution of theurrent leasavas approved bgur Board of Directors, following the
recommendation adur Audit Committee Under the current leastCW is obligated to pay for utilities, repairs
to thepremises, and taxes during tleem.

HCW has the option to renew tharrent leaséor an additional 5/ear term, upon written notice to Ladokk six

to twelve monthgrior to expiration of said leas&ent that is due during the first year of the renewal term shall
be equal to the market rate at the end ottireentlease but not less than the rent paid during the last year of
thecurrentlease, and is subjectittcreases for the second through fifth years of the renewal term by CPI plus
1% per annum.

The Companylid not have any unpai@nt tothis related partgas of September 30, 200ehe Company had
$48,6670f unpaid renpayableto this related partgs d September 30, 2@) Rent expense to related parties
totaled approximately $81270and $812045 for the fiscal yearsreled September 30, 2009 and 2008
respectively.

Director Independence

Board of Directors

Our Board of Directors is currently comged of Messrs. Kenneth Plotkin, Bernard Herman, Christopher G.
Payan and Seymour G. Siegel . Each of Messrs.

directoro based on the definition of dards of @he &asdag n c
Stock Market. Dr. Robert S. Nadel, who resigned from his position as a director of the Company effective Ju

30, 20009, was an Adindependent directoro based ol
listing standardef The Nasdaq Stock Market. Neal Page, who was a director of the Company until his dea
on July 6, 20009, was an fAindependent directoro b

the listing standards of The Nasdaq Stock Market.
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Audit Committee

The Audit Committee of the Board of Directors is responsible for (i) recommending indepesgisiared
publicaccountants to the Board, (ii) reviewiagr financial statements with management and the independent
registered publiaccountats, (iii) making arappraisal of ouaudit effort and the effectivenessafr financial
policies and practices and (iv)reulting with management and andependentegistered publiaccountants
with regard to the adequacy of internal accounting catithe members of the Audit Committee currently are
Messrs. Herman, Payan and Siegelch of whom is atindependent” director based on the definition of
independence in Rule 4200(a)(15) of the listing standards of The Nasdaq Stock Market

Nominating Conmittee

The purpose of the Nominating Committee of the Board of Directors is to assist the Board of Directors in
identifying and recruiting qualified individuals to become Board members and select director nominees to be
presented for Board and/or stockder approval. The members of the Nominating Committee currently are
Messrs. Herman, Payan, and Siegelch of whom is atindependent” director based on the definition of
independence in Rule 4200(a)(15) of the listing standards of The Nasdaq Stoek Mark

Compensation Committee

The Compensation Committee of the Board of Directors is responsible for providing assistance to the Board «
Directors in discharging the Board of Directors' responsibilities relating to management organization,
performance, ampensation and succession, includigsideing and authoring the compensation philophy

for the Company's personnel; makimgommendations to the Board of Directors with respect to dinep@ny's
employee benefit plansgdministeing the Company'sicentive, deferred compensation and equity based ;plans
reviewing and approing corporate goals and objectives relevant to chief executive officer and senior
management compensation, evahgthief executive officer and senior management performancehindig

those goals and objectives and, either as a committee or together with other independent directors (as direct
by the Board of Directors), deternmig and approing chief executive officer and senior management
compensation based on this evaluatanmd anually revieving and approing perquisites for the chief

executive officer and senior management.

FromOctoberl, 2008 to June 30, 2009, the members of the Compensation Committee were Dr. Nadel and
Messrs. Page and Herman. Dr. Nadel resigned fiismposition as a director of the Company effective June

30, 2009, such that the members of the Compensation Committee were Magsrand Herman. Mr. Page
passed away on July 6, 2009, such that Mr. Herman was the sole member of the CompensatidaeCo@mmit
August 8,2009, Mr.Siegel became a member of the Compensation Committee, such that the members of the
Compensation Committee were Messterman and SiegelEach of the directors who served on the
Compensation Committee during the 2009 fiscalryeas an "independent” director based on the definition of
independence in Rule 4200(a)(15) of the listing standards of The Nasdaqg Stock Market. The members of the
Compensation Committee currently are Mesdesman and Siegel, each of whom is an "indeleait” director
based on the definition of independence in Rule 4200(a)(15) of the listing standards of The Nasdaq Stock
Market

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following is a summary of the fees billed to uBBO Seidman LLP, ouprincipal independentegistered
public accountants, for professional services rendered for the fiscal years edeptmber 30, 2009 and
September 30, 2@)respectively
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Fiscal 20® Fees Fiscal 203 Fees

Fee Category

Audit Fees (1) $ 177,000 $ 170000
Audit-Related Feef3) $ 125,00( -
Tax Fees (2) $ 23,000 $ 26,000
Total Fees $ 325,000 $ 196,000

(1) Audit Fees consist of aggregate fees billed for professional services rendered for the audit of our annu

financial statements and review of the interim financial statements included in quarterly reports or
services that are normally provided by the indepenagistered public accountantsconnection with
statutory and regulatory filings (inclugjrForm S8) or engagements for the fiscal years ended
September 30, 2@and September 30, 280respectively.

(2) Tax fees consist of aggregate fees billed for tax compliance and tax preparation for our federal and stz

tax filings. Thesefees are related to the preparation of our federal and state tax returns.

3 All other fees consist of $106,000aggregate fees billed for professional services rendered for the
audit ofthe PCTVbusines®f Avid Technolog, Inc., which the Company acired on December 24,

2008, $6,000 in aggregate fees billed for professional services rendered pertaining to a comment lette
from the Securities and Exchange Commission and $13,000 in aggregate fees billed for professional

services rendered for a vaktanatter related to our Ireland branch.

The Audit Committee is responsible for the appointment, compensation and oversight of the work of the
independentegistered public accountansd approves in advance any services to be performed by the
independentegistered public accountantghether auditelated or not.The Audit Committee reviews each
proposed engagement to determine whether the provision of services is compatible with maintaining the
independence of the independesdistered public aountants All of the fees shown above were gapproved
by the Audit Committee.

PART IV

ITEM 15. EXHIBITS AND FINANCI AL STATEMENT SCHEDUL ES

(a)(1) Financial Statements

The followingdocumentsre included in Item 8 of this Annual Report on FoidrKL

Page
Report of Independent Ristered Public Accounting Firm F-2
Consolidated Balance Sheets as of September 30,a20020@ F-3
Consolidated Statements©perations
for the years ended September 3I)Pand2008 F-4
Consolidated Statements of Other Comprehensigs
for the years ended September 30,2&0d2008 F-5
Consolidated Statements of Stockholders6 Equity for
ended September 30, ZX&nd2008 F-6
Consolidated Statements of Cash Flows for the
years ended September 30, 2a60d2008 F-7
Notes to Consolidated Financial Stateiisen F-8 to P26

(a)(2) Financial Statement ScheduN/é\
(a)(3) Exhibits.

Exhibit
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Number Description of Exhibit

2.1

211

2.1.2

2.1.3

214

2.15

2.1.6

2.1.7

31
3.1.1
3.2
4.1
4.2
4.3
4.4
4.5
4.6
4.7
4.8
4.9
4.10
411
412
10.1

Asset Purchase Agreement, dated October 25, 2008, by and among Avid Technology, Inc., Pinnacle
Systems, Inc., Avid Technology GMBH, Avid Development GMBH, Avid Technology International
BV, and PCTV Corp. (16)

Buyer ParenGuaranty, dated October 25, 2008, by Hauppauge Digital Inc. to and for the benefit of
Avid Technology, Inc., Pinnacle Systems, Inc., Avid Technology GMBH, Avid Development GMBH,
and Avid Technology International BV (16)

Amendment No. 1 to Asset Purchasgreement, dated December 24, 2008, by and among Avid
Technology, Inc., Pinnacle Systems, Inc., Avid Technology GMBH, Avid Development GMBH, Avid
Technology International BV, and PCTV Corp. (20)

Secured Promissory Note, dated December 24, 2008, madely HGtems Sarl in favor of Avid
Technology, Inc. (20)

Transition Services Agreement, dated December 24, 2008, by and among Hauppauge Digital Europe
Sarl PCTV Systems Sarl, Hauppauge Computer Works, Inc., Avid Technology, Inc., Pinnacle Systems
Inc., Avid Technology GMBH, Avid Development GMBH, and Avid Technology International BV.

(20)

Inventory and Product Return Agreement, dated December 24, 2008, by and among Avid Technology
Inc., Avid Technology International BV, Hauppauge Computer Works, Inc. angpuge Digital
EuropeSarl(20)

Intellectual Property License Agreement, dated December 24, 2008, by and among Avid Technology,
Inc., Pinnacle Systems, Inc. and PCTV Syst&aud(20)

Audited financial statements of the PCTV Business of Avid Technolagyas of September 30, 2008

and December 31, 2007 and-amdited pro forma financial statement of operations of Hauppauge
Digital Inc. and the PCTV Business of Avid Technology, Inc. for the year ended September 30, 2008.
(21)

Certificate of Irtomporation(1)

Certificate of Amendment of the Certificate of Incorporation, dated July 14, 2000 (18)
By-laws, as amended to date,(2%)

Form of Common Stock Certificate (1)

1994 Incentive Stock Option Plan (1)

1996 NonQualified Sto& Option Plan (7)

1998 Incentive Stock Option Plan (7)

2000 Hauppauge Digital InRerformance and Equity Incentive Plan (3)

Hauppauge Digital In&mployee Stock Purchase Plan (4)

Stockholder Right&greemen(5)

2003 Hauppauge Digit Inc. Performance and Equity Incentive Plan (6)

Amendment t®2003 Hauppauge Digital InBerformance and Equity Incentive Pd2)
Amendment to the Hauppauge Digital Inc. Employee Stock Purchase Plan (13)
Second Amendment to the Hauppaiiggital Inc. Employee Stock Purchase Plan (14)
Third Amendment to the Hauppauge Digital Inc. Employee Stock Purchase Plan (12)
Employment Agreemenidated as of January 10, 1998, by and between Hauppauge Digital Inc. an
Kenneth Plotkin (7)

10.1.1 Amendment to Employment Agreement with Kenneth Plotkin, dated April 10, 2008 (19)

10.2

Leasedated February 7, 89, between Ladokk Realty Compaanyd Hauppauge Computer Works, Inc.
(1)

10.2.1 Modification made February 1, 1996 to lease dateebriary 7,1990between Ladokk Realt@ompany
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and Hauppaug€omputetWorks, Inc. (7)

10.2.2 Lease, dated February 17, 2004, between Ladokk RealtyLCG.and Hauppauge Computer Works
Inc. (8)

10.2.3 Amendmentated October 17, 20@6 lease dated February 17, 20Between Ladokk Realty Co., LLC
and Hauppaug€omputer WorksInc. (9)

10.3 Fourth Amended and Restated Promissory Note, dated Beadmber 2, 2008nade payable by
Hauppage Computer Works, Inc. to the order ofMBrgan Chase Bank, N.A. in tlegiginal principal
amount ofSeven Hundred Thousa ®700,000)Dollars. (I7)

10.3.1 Guaranty, dated as of December 1, 2005, by Hauppauge Digital Inc. in favor of JPMorgan Chase Ba
N.A. (12)

10.3.2 Share Pledge Agreement, dated as of December 1, 20@Hhgadauppauge Digital Inc., JPMorgan
Chase Bank, N.A. and Hauppauge Digital Europg @1)

10.3.3 Pledge Security Agreement, dated as of December 2, B9G&uppaige Computer Works, InandJP
Morgan Chase Bank, N.A. (17)

14 Code of Ethics, as amertieo date (10)

21 Subsidiaries

23 Consent of BDO Seidman, LLP

311 Certification of Chief Executive Officer pursuant to Rule -13ga) or Rule 15d4(a) asadopted
pursuant to Section 302 of the Sarba@stey Act of 2002

31.2 Certification of the ChieFinancial Officer pursuant to Rule 134(a) or Rule 15d4(a)as adopted
pursuant to Section 302 of the Sarba@stey Act of 2002

32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350
as adopted pursnt to Section 906 of the Sarbati@sley Act of 2002

(1) Denotes document filed as an Exhibitaior Registration Statement on Form -28No. 3385426), as
amended, effective January 10, 1995 and incorporated herein by reference.

(2) Denotes document &t as an Exhibit t@ur Form 8K dated December 26, 200@nd incorporated
herein by reference.

3) Denotes document filed as an Exhibitotar Registration Statement on Forrs83No. 33346906), and
incorporated herein by reference.

(4) Denotes documentléid as an Exhibit tour Registration Statement on Forrs8§No. 33346910), and
as an annex tour Proxy Statement on Schedule 14A dated September 18, 20G6@rgorated herein
by reference.

(5) Denotes document filed as an Exhibitaor Form 8K dated July 20, 2001File Number 00413550,
Film Number 1685278pnd as arExhibit to the our Registation Statement on Form-A&L2G and
incorporated herein by reference.

(6) Denotes document filed as an Exhibibtar Registration Statement on ForrB§No. 33-109065), and
as an annex tour Proxy Statement on Schedule 14A dated Septemb&008,andncorporated herein
by reference.

(7)  Denotes document filed as an Exhibitowr Form 10K for the period ended September 2003 (File
Number:001-1355Q Film Number:03107345Y and incorporated herein by reference.

(8) Denotes document filed as an Exhibitdor Form 168Q for the period ended March 31, 20(Hle
Number:001-1355Q Film Number:04809252 and incorporated herein by reference

(9) Denotes document filed as an Exhibitoiar Form 8K dated October 17, 2006 and incorpethherein
by reference.

(10) Denotes document filed as an Exhibiotr Form 8K dated August 23, 2004 ile Number:001-1355Q
Film Number:0499550) andincorporatd hereinby reference.

(11) Denotes document filed as an Exhibitowar Form 8K dated December 6, 2005 and incorporated herein
by reference.

(12) Denotes document filed as an Exhibit to our ForklK @ated October 17, 2006 and incorporated herein
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(13)

(14)

(15)
(16)
(17)
(18)
(19)
(20)

(21)

by refeence.

Denotesdocument filed as an Exhibit tur Registration Statement on Forr8§No. 33346910), and
as an annex tour Proxy Statement on Schedule 14A daBegptember 18, 200fhd incorporated herein
by reference

Denotes documetitled as an Exhibit t@ur Registration Statement on Forrs83No. 33346910), and
as an annex tour Proxy Statement on Schedule 14A daSsptember 18,2006 and incorporated
herein by reference

Denotes document filed as an Exhibit to our ForiK @ated December 26, 2007 and incorporated
herein by reference.

Denotes document filed as an Exhibit to our ForiK @ated October 25, 2008 and incorporated herein
by reference.

Denotes document filed as an Exhibit to our ForiK @ated December 12, 2008 andarporated
herein by reference.

Denotes document filed as an Exhibibtar Form 10K for the period ended September 3006 and
incorporated herein by reference.

Denotes document filed as an Exhibit to our Fori @ated April 10, 2008, and incorporateerein by
reference

Denotes document filed as an Exhibit to our Fori @ated December 24, 2008, and incorporated
herein by reference.

Denotes document filed as an Exhibit to our ForiK @atedMarch 9 200, and incorporated

herein by reference.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Hauppauge Digital Inc. and Subsidiaries
Hauppauge, New York

We have audited the accompanying consolidated balance stié¢duppauge Digitdhc. and Subsidiaries as

of September 30, 28Gand 20@ and the related consolidated statements of operations, other comprehensive
loss stockholders' equity and cash flows for the ydaesended These financial statements are th
responsibility of the management of Hauppauge Digital Inc.résponsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accountirght(Reasd
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. The Company is not required to he
nor were we engaged to panfn, an audit of its internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purposgpoéssing an opinion on the effectiveness of the
Companyo6s internal control over financi al report
includes examining, on a test basis, evidence supporting the amounts and disclosures in thiestat@noents,
assessing the accounting principles used and significant estimates made by management, as well as evaluat
the overall presentation of the financial statements. We believe that our audits provide a reasonable basis fo
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
financial position of Hauppauge Digital Inc. and Subsidiaat€3eptember 30, 2@and 20@ and the results of

their operations antheir cash flows for thgrearsthenendedn conformity with accounting principles

generally accepted in the United States of America.

/s/ BDO Seidman, LLP
BDO Seidman, LLP

Melville, New York
December9, 20®



HAUPPAUGE DIGITAL

INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:
Cash and cash equivalents

Accounts receivable, net of various allowances
Other non trade receivables

Inventories

Deferred tax assefcurr ent

Prepaid expenses and other current assets

Total current assets

Intangible assetsnet

Property, plant and equipment, net

Security deposits and other non current assets
Deferred tax assetnon current

Total assets

LIABILITIES AND STOCKHOLDERS' EQU ITY :

Current Liabilities:
Accounts payable
Accrued expense$ fees
Accrued expenses
Note payable
Income taxes payable

Total current liabilities
Commitments and contingencies

Stockholders' Equity

Common stock $.01 par value; 25,000,000 shares authorized,
10,814,042 and 10,784,717 issuedespectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss
Treasury Stock at cost, 89,579 shares

Total stockholders' equity

Tot al liabilities and

September 30 September 30
200 2008
$8.368,34: $14,191,72:

9,770,58¢ 6,932,40(
4,116,39: 2,316,05}
8,616,80( 12,236,16¢
1,297,57¢ 1,133,07:
928,68( 1,093,40¢
33,098,37: 37,902,82:
4,696,10: -
757,88 769,28¢
108,08¢ 102,227
887,611 887,611
$39,547,66. $ 39,661,94
$12,478,62! $10,406,83!
5,753,54¢ 5,604,48¢
8,131,26: 4,603,85¢
625,04¢ 0
224316 58,234
27,212,79¢ 20,673,41:
108,14( 107,841
17,276,65: 16,709,20:
795,67¢ 7,938,69¢
(3,441,262 (3,362,870
(2,404,337 (2,404,337
12,334,86¢ 18,988,53¢
stock $39,547,66. $39,661,94!

See accompanying notes to consolidated financial statements



) HAUPPAUGE DIGITAL INC . AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Net sales
Cost of sales

Grossprofit
Selling, general and administrative expenses
Research and development expenses
Lossfrom operations
Other Income:
Interest income
Interest expense
Foreign currency

Total other income
Loss before taxprovision (benefit)

Income tax provision (benefit)
Netloss

Net loss per share:

Basicand Diluted

See accompanying notes to consolidated financial statements

Years ended September 30,
2000 2008

$59,344,58 $89,701,02:
46,557,90: 72,019,04¢

12,786,63: 17,681,98:

16,117,59( 17,152,84¢
4,421,93tf 3,883,741

(7,752,891 (3,354,613

14,217 43,989
(62,557 -

670,76C (15,139
622,42( 28,851

(7,130,471 (3,325,762
12,55C (237,573

($7,143,021 ($3,088,189

($0.71) ($0.31)




HAUPPAUGE DIGITAL INC.AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OTHER COMPREHENSIVE LOSS

Years ended September 30,

Other comprehensiveloss: 200 2008
Netloss ($7,143,021 ($3,088,189
Forward exchange contracts maked to market 16545 51,50¢
Foreign currency translation loss (94,937) (2,088,408
Other comprehensiveloss ($7,221413 (%5,125,08)

See accompanying notes to consolidated financial statements
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HAUPPAUGE DIGITAL INC. AND SUBSIDIARIES
CONSOLI DATED STATEMENTS OF STOCKHOLDERSS®

FOR THE YEARS ENDED SEPTEMBER 30, 20®@ AND 2008

Common Stock

Accumulated

Number Additional Other
Of Paid-in Retained Comprehensive  Treasury

Shares Amount Capital Earnings Income (loss) Stock Total
BALANCE AT SEPTEMBER 30, 2007 10,597,00: $105,97C $15,497,70: $11,026,88: $(1,325,971  $(2,363,50% $22,941,08:
Net loss for the year ended September 30, 2008 - - - (3,088,189 - - (3,088,189
Stock compensation - - 795,912 - - - 795,912
Stock compensatiopstock issued to directors 35,000 350 125,65C - - - 126,00(
Purchase of treasury stock - - - - (40,832) (40,832
Exercise of Stock Options 132,80C 1,327 235,471 - - - 236,79¢
Foreign currency translation loss - - - - (2,088,408 - (2,088,408
Change in fair value of forward contracts - - - - 51,509 - 51,50¢
Stock issued through Employee StocRurchase plan 19,915 200 54,465 - - - 54,665
BALANCE AT SEPTEMBER 30, 2008 10,784,717 $107,847 $16,709,20. $7,938,69: $(3,362,0) $(2,404,337 $ 18,988,53!
Net loss for the year ended September 30, 2009 - - - (7,143,021 - - (7,143,021
Stock compensation - - 538,68¢ - - - 538,68t
Foreign currency translation loss - - - - (94,937) - (94,937
Change in fair value of forward contracts - - - - 16,545 - 16,545
Stock issued through Employee Stock Purchase plan 29,325 203 28,765 - - - 29,05¢
BALANCE AT SEPTEMBER 30, 2009 10,814,04: $108,14(  $17,276,65: $795,67¢  ($3,441,262  ($2,404,337 $12,334,86!

See accompanying notes to consoliddtfinancial statements



HAUPPAUGE DIGITAL

INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended September 30,

Cash Flows From Operating Activities:
Netloss

Adjustments to reconcile netloss to net cash
provided by (used in) operating activities:
Depreciation and amortization
Amortization of intangible assets
Inventory reserve
Bad debt expense
Sales reservenet
Stock compensatiorexpenseemployees
Deferred tax benefit

Other non cash items

Changes in current assets and liabilities:

Accounts receivableand other non trade receivables
I nventories

Prepaid expenses and other current assets
Accounts payable

Accrued expenses and income taxes

Total adjustments

Net cash(used in)provided by operating activities

Cash Flows From Investing Activities:
Purchase of PCTV assets
Purchases of property, plant and equipment

Net cash used in investing activities

Cash Flows From Financing Activities:
Proceeds from employee stock purchases
Purchase of treasury stock

Net cashprovided by financing activities

Effect of exchange rates on cash

Net (decrease)increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental disclosures:

Interest paid
Income taxes paid
Note payable to Avid Technology, Inc.

See accompanying notes to consolidated financial statements

2000 2008
($7,143,021 ($3,088,189
280,61C 266,85¢
566,127 -
360,00C 930,00¢
35,00C 450,00(
135,537 -
538,68t 921,912
(164,5M) (529,995
(5,820) 7,938
(5,219,333 13,969,36¢
3,669,64: 355,69¢
164,72€ (290,831
1,978,43¢ (10,228,301
3,577,76¢ 1,922,89¢
5,916,88( 7,775,54¢€
(1,226,141 4,687,357
(4,506,225 -
(41,679) (291,025)
(4,547,904 (291,025
29,05¢ 291,46%
- (40,832)
29,05¢ 250,631
(78,392) (2,036,899
(5,823,379 2,610,06¢
14,191,72; 11,581,65
$8,368,34. $14,191,72;

$ 8,557 -
$ 60,88( $375,437

$  2,500,00( -



1. Summary of Sgnificant Accounting Policies

Principles of Consolidation

The consolidated financial statements include th
wholly-owned subsidiaries, Hauppauge Computer Works, HE€WW Distributing Corp.Haup@uge Digital

Inc. Taiwan PCTV Systems Satrl, its branch PCTV Systems GmidBlppauge Digital Europ®arl, its

branch Hauppauge Digital Eurofarllreland and Hauppauge Digital Europea r Whodlly-owned

subsidiaries, Hauppauge Digital Asia Pte Ltcaudpauge Computer Works, GmbH, Hauppauge Computer
Works, Ltd.and Hauppauge Computer Worlgarl All inter-company accounts and transactions have been
eliminated.

Nature of Business

Hauppauge Digitalinc. is a developer of analog and digital TV tupsyducts for the personal computer

market. Through its Hauppauge Computer Works, Inc., Hauppauge Digital Europe Sarl and PCTV subsidiarie
the Company designs, develops, manufactures and markets analog, digital and other types of TV tuners tha
allow PCusers to watch television on a PC screen in a resizable window, and enables the recording of TV
shows to a PCs hard disk, digital video editing, video conferencing, and the display of digital media stored on
computer to a TV set via a home network. TheenPany, incorporated in Delaware in August 1994, is
headquartered in Hauppauge, New York. The Company has administrative offices in Luxembourg, Ireland an
Singapore and sales offices in Germany, London, Paris, The Netherlands, Sweden, Italy, SpaoreSingap
Taiwan and California and research and development centers in Hauppauge, New York, Braunschweig,
Germany and Taiwan.

The Companyds products fall under three product

e Analog TVtunes
e Digital TV tuness, and combination analog and thdiTV tunes
e Other non TVtunerproducts

The Companyos a ntanerprgduct ermdbledamgng otleet thingsya PC user to watch TV in a
resizable window on a PC.

The Company 0 stunerprddects enaldenamond &ther things, a PC toseideo conference, watch
and listen to PC based videos, music and pictures on a TV set through a home network, and record TV show
on a PC for playback on portable video players.

Product Segment and Geographic Information

The Company operates in obesiness segment, which is the development, marketing and manufacturing of
analog and digital TWunerproducts for the personal computer market. The products are similar in function anc
share commonality of component parts and manufacturing procedses. TCompany 6s pr oduct
sold, or can be sold, by the same retailers and
al so sells the Companyds TV tuner products dire
lines under the functional categories of analogtlivess, digital TV and combination digital and analog TV

tuness and other non TV tuner products. Sales by functional category are as follows:
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Twelve months ended September 30,

200 2008
Product line sales
Analog sales $1,829,75. $ 10,561,53
Digital 55,770,30¢ 74,371,84°
Other non TV tuners products 1,744,48: 4,767,64¢
Total sales $ 59,344638 $ 89,701,02

The Company sells its product through a domestic and international network of distributors and retailers. Net
sales to international and domestic customers were approxima¥%lam@®8% and52% and48% of total
sales for thegears ended September 30, 26Dd2008, respectively.

Net sales to customers by geographic location consist of:

Years ended September 30,

Sales to: 2009 2008
The Americas 48% 48%
Northern Europe 7% 9%
Southern Europe 17% 14%
Central and Eastern Europ 25% 26%
Asia 3% 3%
Total 100% 100%

Net long lived assets located in the United States, Europe and Asia locations were approx&¥a@syo and
7% of total net long lived assets, respectively, at September 38, 20074%, 16% and 10%, respectively, at
Septembe30, 20@.

Subsequent Events

Management has evaluated subsequent events after the balance sheet date through the issuance of the fir
statements for appropriate accounting and disclobworigh the Decemberd22009 filing dateof our Form
10-K.

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the United
States of America, management is required to make estimates and assumptions that affect the reported amo
of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting @& adpahy

reviews all significant estimates affecting the financial statements on a recurring basis and records the effect
any adjustments when necessary.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company consideghbllliquid debt instruments
purchased with an original maturity date of three months or less to be cash equivalents.

Concentrations of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk corsljyr

of cash and accounts receivable. At times such cash in banks are in excess of the FDIC insurance limit.
Concentration of credit risk with respect to accounts receivable exists because the Company operates in one
industry (also see NotH)). Although the Company operates in one industry segment, it does not believe that
the Companyas a material concentration of credit risk either from an individual counter party or a group of
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