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March 11, 2010 PLAYBOY ENTERPRISES, INC. (NYSE:PLA)
CURRENT PRICE: $3.58 4Q09 Earnings Report: Maintain Neutral Rating

RATING: NEUTRAL HIGHLIGHTS

PRICE TARGET: N/A 4Q09 results of ($0.83)/share vs ($4.40)/share during 4Q08

CURRENT YIELD: N/A e Segment income rose to $2.1 million from $1.1 million

EPS Estimates - Non-GAAP

DEC 09 DEC 10E

1Q  ($0.41) ($0.08) e

2Q  (%$0.26) ($0.07) e

3Q  (%0.03) ($0.07) e

4Q  ($0.83) ($0.01) e

($1.53) ($0.23)

Trading Data

52-WEEK PRICE RANGE: $5.22-$1.10

SHARES OUTSTANDING: 33.49(M)

MARKET CAP: $119.9(M)

AVG. DAILY TRADING 130(K)
VOLUME:

S&P 500: 1,150

Valuation Data

BOOK VALUE: $1.06

PRICE To BOOK: 3.36x

DIVIDEND: n/a

100 Concourse Boulevard, Suite 101
Glen Allen, Virginia 23059

e Licensing & Digital/Print drove improvement
e EBITDA growth could lead to positive EPS in 2011
e Maintain Neutral rating

INVESTMENT THESIS

Following a string of quarterly operating losses, and management changes, PLA
recently unveiled its’ turnaround strategy. The decline in consumer spending, due
to the global recession, negatively impacted PLA. New CEO Scott Flanders has
the company focused on revenue growth & cost controls. An improving world
economy in 2010, and successful turnaround strategy could return PLA towards
positive EPS by 2011. We have given PLA a NEUTRAL rating awaiting
evidence of positive results from the company’s turnaround strategy.

COMPANY SUMMARY

Playboy Enterprises Inc (PLA-$3.58), headquartered in Chicago IL, is a media
and lifestyle company providing content/products for adults through a variety of
platforms to US and international audiences. The company’s iconic publication is
“Playboy Magazine” and PLA creates/distributes content through television
networks, radio, websites, and mobile platforms. PLA also uses licensing
agreements to market the Playboy brand, and products in over 150 countries.
Additionally, marketing is done through entertainment venues and retail stores.
The company consists of three primary business units: Entertainment,
Digital/Print, and Licensing. PLA’s 2009 revenues totaled $240.4 million and
generated an operating loss of ($1.53)/share. During 2009 the Entertainment unit
produced $98.1 million in revenues, while Digital/Print generated $105.5 million,
and Licensing was $36.8 million.

For Important Disclosure information regarding the Firm’s rating system, valuation
methods and potential conflicts of interest, please refer to the last page of this report.
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PLA has debt of $110 million and pays an average interest rate of 3%. The company has approximately 573 employees.

RECENT DEVELOPMENTS

Since PLA distributes content over five different media platforms, and has over 100 licensing agreements globally,
management unveiled its strategy to reduce its operating oversight and license/partner most of its non-core competences such
as creation of content. PLA recently entered into a licensing agreement with IMG making this company the licensing agent for
PLA products in the Asian markets. Additionally, this past fall American Media Inc. (AMI) was given the non-editorial
operations of “Playboy” Magazine. AMI will handle the production, circulation, advertising sales, marketing, and support
functions for “Playboy Magazine” and PLA’s other domestic publications. Management believes AMI’s large presence in the
newsstand business could increase magazine sales and eventually lead to increased advertising revenues. PLA is projecting
approximately 20% segment income growth in 2010 and potential profitability in 2011.

RECENT EARNINGS

PLA reported 4Q09 earnings of ($0.83)/share vs ($4.40)/share during 4Q08. 4Q09 included impairment charges of $28.6
million and 4Q08 had charges of $157.2 million. Segment income was $2.1 million compared to $1.1 million during last year’s
quarter due to improved results in Licensing and Print/Digital. Declining revenues in the media unit caused overall 4Q09
revenues to decline to $69.8 million from $60.6 million. During FY09 PLA reported earnings of ($1.53)/share vs ($4.81)/share
while revenues declined to $240.4 million from $292.1 million.

4Q09 SEGMENT PERFORMANCE

Entertainment: Operating income declined to $2.6 million from $4.2 million as revenues fell by $5.5 million to $23.7 million.
The decline in income and revenues was partially due to 4Q08 high margin revenues related to 3" party productions licensing
fees. Another key factor to the decline in 4Q09’s profitability was the 29% decline in revenues, to $12.0 million, from the
domestic TV business. Video-on-Demand and movie networks were lower due to competition and lower consumer spending
on premium TV services. Revenues from monthly Playboy TV subscriptions showed a slight increase when compared to last
year’s quarter. On the positive side for this unit, PLA experienced increased revenues and profits from its International TV
business produced by higher licensing fees from its European partners and reduced overhead.

Print/Digital: Operating income rose to $2.5 million from ($400,000), despite a 14% decline in revenues to $28.2 million.
“PLAYBOY” magazine produced a profit for the quarter, vs 4Q08’s operating loss, after the company decided to combine the
January/February 2010 issue into one editorial package. This combined with the newsstand success of the November 2009
issue, featuring “Marge Simpson”, produced 4Q09 circulation revenues and lead to a profit contribution to overall segment
results. Despite improved revenues, the magazine saw a decline in its advertising revenues. The domestic magazine results
were favorably impacted by cost reduction efforts. Results at International publishing business experienced revenue/profit
declines from the worldwide economic recession and unfavorable operating fundamentals in the advertising/publishing
industries. Digital revenues declined from lower pay site and advertising contributions. These were offset by overhead
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reductions and lower content expense along with higher revenues/profits from the international and mobile businesses leading
to improved 4Q09 digital results.

Licensing: Operating income rose to $5.1 million from $4.3 million as revenues grew 10% to $8.7 million. New recently
introduced domestic and international product categories and increased consumer spending, and revenues from location based
entertainment venues (casinos & clubs) generated improved results at this business unit. Consumer product revenues increased
to $7.1 million from $6.5 million and location based entertainment rose to $1.1 million from $900,000.

Other: Corporate expense rose to $8.1 million from $7.0 million during 4Q09 due to higher severance/other employee-benefit-
related expense items. 4Q08 corporate expenses were lower because of a decline in the company’s deferred compensation plan
liability. PLA had a $6.4 million restructuring charge and a $22.2 million non-cash impairment charge in relation to a past
television acquisition. PLA did have a $900,000 tax benefit during 4Q09 from a tax effect of the impairment charge and a
foreign withholding tax adjustment.

OUR THOUGHTS

PLA reported 4Q09 earnings of ($0.83)/share vs ($4.40)/share during 4Q08. The improved results were produced by lower
restructuring costs and improved operating segment income. Both quarters included restructuring expense/impairment charges
of $28.6 million and $157.2 million, respectively. Operating segment income increased to $2.1 million from $1.1 million due
to higher Licensing and Print/Digital results, offsetting a profit decline in the Entertainment unit. The Print/Digital unit’s
operating profit improved to $2.5 million from ($400,000), while Licensing’s profits rose to $5.1 million from $4.3 million.
Operating income at the Entertainment unit declined to $2.6 million from $4.2 million. Corporate expenses on a quarter-to-
quarter basis grew to $8.1million from $7.0 million resulting from higher severance and other employee benefit related
expenses. EBITDA, on a quarter-to-quarter comparison, was ($17.7 million) vs ($147.9 million). Full year 2009 earnings per
share improved to ($1.53)/share from ($4.81)/share during 2008. EBITDA during 2009 was ($3.1 million) vs. ($121.6 million)
in 2008.

Overall, 4Q09’s results were positive as the company enters the first stages of its turnaround strategy. Management has stated
it will continue to manage operating costs and emphasis revenue growth. On managing costs, investors should not be surprised
if PLA farms out more of its operations to third-party sources. On the revenue side, some of its new business partners could
help grow the overseas business in the Licensing area while results in the Publishing unit could improve this year.
Additionally, increased consumer spending, based on an improving world economy, may go a long way towards improving
profitability at PLA. Declining revenues in the Entertainment business need to be reversed to usher in a full turnaround at PLA.
Evidence of a turnaround could materialize during 2010 if segment income, and EBITDA, show sequential quarterly
improvement going forward. Our 2010 earnings estimate is ($0.23)/share. However, due to several moving parts to the PLA
operating strategy, our estimate is subject to change as the company moves further into the upcoming year.
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RISKS

There are no guarantees PLA’s turnaround strategy will return the company to profitability. A prolonged downturn in
consumer spending and continued competition could hinder a recovery at PLA. New media formats/technology platforms is
another risk. Being a small cap stock, PLA’s shares are subject to wide price fluctuations from increased trading activity.
Profitability could be impacted by rising interest rates, or higher operational expenses. PLA’s stock could be adversely
impacted by negative equity markets, failure to comply with Sarbanes Oxley guidelines, or terrorist attacks.

Steve Marascia

Director of Research

Capitol Securities Management
804-612-9715
smarascia@capitolsecurities.com
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Playboy Enterprises, Inc.
(in millions, except per share)

1Q09 2Q09 3Q09  4Q09 2009 1Q10e 2Q10e 3Q10e 4Q10e 2010e
Revenues $61.6 $62.2 $56.0 $60.6 $240.4 $53.4 $53.9 $54.1 $56.5 $217.9
Expenses 62.9 58.6 53.3 58.5 $233.3 52.1 52.4 52.4 525 209.4
Segment Income -1.3 3.6 2.7 2.1 7.1 1.3 1.5 1.7 4.0 8.5
Restructuring expense -3.2 -9.1 -0.5 -6.4 -19.2 -0.5 -0.4 -0.4 -0.2 -1.5
Provisions for reserves / impairment
charge -5.5 -22.2 -27.7 -0.3 -0.3
Operating Income -10 -5.5 2.2 -26.5 -39.8 0.8 1.1 1.3 3.5 6.7
Investment Income 0.7 0.1 0.8 0.1 0.1 0.2 0.4
Interest expense -2.1 -2.2 -2.2 -2.2 -8.7 -2.2 -2.2 -2.2 -2.2 -8.8
Amortization of deferred financing
fees -0.3 -0.1 -0.1 -0.2 -0.7 -0.1 -0.2 -0.1 -0.2 -0.6
Other, net -0.1 -0.4 0.2 0.1 -0.2 -0.2 0.2 -0.1 -0.3 -0.4
Income before income taxes -12.5 -7.5 0.1 -28.7 -48.6 -1.6 -1.1 -1 1 -2.7
Income tax expense -1.2 -1.2 -1.2 0.9 -2.7 -1.2 -1.2 -1.2 -1.2 -4.8
Net gain/loss -13.7 -8.7 -1.1 -27.8 -51.3 -2.8 -2.3 -2.2 -0.2 -7.5
Diluted outstanding shares 33 3344 33.47 33.49 3349 3349 3349 3349 3349 3349
Diluted profit/loss per common stock ~ ($0.41) ($0.26) ($0.03) ($0.83) ($1.53) ($0.08) ($0.07) ($0.07) ($0.01) ($0.23)
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Important Disclosures

> FLA PLAYEOY EMTRPS INC (HLDG COJ V: 1158.632K

1/26/10 Initiate NEUTRAL

Steven Marascia certifies, with respect to the companies or securities that he analyzes, that (1) the views expressed in this report accurately reflect his personal views about all of the
subject companies and securities and (2) no part of his compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report.

Capitol Securities and employees of Capitol Securities may own shares of Playboy Enterprises, Inc.
Stock ratings used in this report are defined as follows:

(1) Outperform — The stock’s total return including dividends is expected to exceed the industry or market average by at least 10% over the next twelve months.
(2) Neutral — The stock’s total return including dividends is expected to be in line with the industry or market average of +/- 10% over the next twelve months.
(3) Underperform — The Stock’s total return including dividends is expected to be below the industry or market average by 10% or more over the next twelve months.

The distribution of investment ratings for all companies in our coverage universe are as follows: (1) 75%, (2) 25%, (3) 0%
Capitol Securities does not have investment banking operations.

For regulatory purposes, our ratings of Outperform, Neutral and Underperform most closely correspond to Buy, Hold and Sell, respectively.

Other Disclosures

This report is not directed to, or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject Capitol Securities or its affiliates to any registration or licensing requirement within such jurisdiction. The
informationpresented in this report is provided to you for information purposes only and is not to be used or considered as an offer or the solicitation of an offer to sell or buy or subscribe for securities or other
financial instruments. Capitol Securities may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. Capitol Securities will not treat recipients of this
report as its customers by virtue of their receiving this report. The investments and services contained or referred to in this report may not be suitable for you and it is recommended that you consult an
independent investment advisor if you are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any
investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. Capitol Securities does not advise on the tax consequences of
investments and you are advised to contact an independent tax advisor. Information and opinions presented in this report have been obtained or derived from sources believed by Capitol Securities to be reliable,
but Capitol Securities makes no representation as to their accuracy or completeness. This report is not to be relied upon in substitution for the exercise of independent judgment. Capitol Securities may have
issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the informationpresented in this report. Past performance should not be taken as an indication or
guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its
original date of publication by Capitol Securities and are subject to change without notice. The price,value of and income from any of the securities mentioned in this report can fall as well as rise.
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For more information on this report, please contact us at 888-612-1484 or write to Capltol Securltles, 100 Concourse
Boulevard, Suite 101, Glen Allen, Virginia 23059



