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SMARTMUSIC
carns great pIeEss coverage in 2007

“In Long Island, New York, Garden City Middle School
eighth grader Robert Pietrzak has been playing the trumpet
for four years. ‘Practicing with SmartMusic is almost like

having the teacher right next to you, correcting you.

1t enables you to get better.”

- CBS NEWS SATURDAY EARLY SHOW
OCTOBER 27, 2007

“...with music directors

“SmartMusic...for iPod- strapped for time,
generation kids, for whom SmartMusic and other
music and computers are computer programs have
synonymous, you might call it emerged as virtual teachers,

» :
perfect harmony. changing the way young
e onAY Shom people learn music.
NBC - THE BOSTON GLOBE
DECEMBER 31, 2007 OCTOBER 11, 2007

“ With SmartMusic, I am giving virtual private lessons to hundreds of students

every week. It’s like having a teacher at home.

Lsee SmareMusicas & SUpplement to live teaching,

and it is already improving the way the band members are playing. I have more
time than ever to work on more sophisticated musical concepts such as tone,
dynamics, and articulation, refining their playing once the notes are taken care of.”

- DR. ROBERT MIELE, BAND DIRECTOR
NPR NEWS
OCTOBER 23, 2007
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SMARTMUSIC
technology that T€SONALES with teachers and students

With the launch of SmartMusic 10.0 and Impact, we have provided teachers
with the means to individualize their instruction and to measure student

achievement.

every day with every student

SmartMusic® 10.0 has evolved from a tool primarily used to help a few students [Sowt. e,
prepare for solo contests, to an integral resource that music educators are _'J"'t' R _"u' = ""_ __“ =l = e
incorporating into their curriculum to use every day with every student. Teachers (3 T p—
from across the country are telling us how SmartMusic is helping them save time CEER g -
and transform their music programs. e B | ,,'5/‘!./
st 4 & P .:/ o
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Educators can select concert repertoire from an ever-growing library of concert band, P s o R
jazz ensemble, and orchestra titles, each with pre-authored assignments for every R —— ——
. ) . . . - B L P N T TR
part. Or they can easily create student assignments using the comprehensive library p—— “ilu 3y e s ¥ |
i i W P T U R - R
of accompaniments included with SmartMusic that range from thousands of solo T i L TR ] M AR AN
literature titles, scales, exercises, and most method books.
In addition, educators can easily create SmartMusic files with Finale. The synergy
between these two products strengthens Finale’s position as another valuable
solution for educators.
| —

With SmartMusic Impact™, music teachers can make daily assignments plus

monitor and assess student progress online. Students have fun practicing at home

REPORT C

and come to rehearsals better prepared, more confident, and ready to play. The faxl Ggh

efficiency allows teachers and students to have more productive use of their time

together to make music.
In 2007, we introduced the SmartMusic site subscription program which makes

SmartMusic now compelling for district-wide adoptions, and we expanded

our sales organization to focus on district decision-makers.
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FINANCIAL uicuuicurs

(in thousands, except per share amounts)

STATEMENT OF OPERATIONS

2007 2006 % Change

Revenues $ 14,580 $ 12,978 12%
Gross Profit $ 12,352 $ 11,131 11%
Net Income $ 650 $ 255 155%
NET INCOME PER SHARE

Basic $ 0.16 $ 0.07 129%
Diluted $ 0.15 $ 0.06 150%
Weighted Average

Shares Outstanding 4,165 3,917

Stock Price (as of 12/31) $ 10.00 $ 5.94

BALANCE SHEET

Cash $ 6,041 $ 3,130 93%
Deferred Revenue $ 1,702 $ 1,199 42%
Stockholders’ Equity $ 9,620 $ 6,844 41%
OTHER FINANCIAL DATA
Cash Flow Provided
by Operations $ 2,149 $ 1,147 87%
SmartMusic Subscriptions 86,901 56,689 53%
ANNUAL REVENUE
GROWTH - FINALE SMARTMUSIC IMPACT
NOTATION FAMILY SUBSCRIBERS STATISTICS
IN MILLIONS 2003-2007 2007
100,000 — 400
90,000
TOTAL 350 IMPACT
20.000 I SUBSCRIPTIONS I . K;;?g’:i:‘esms
’ SCHOOL sent to 50+

students)

ACCOUNTS 300
70,000

250
60,000

50,000 200

40,000
150
30,000
100
20,000

10,000 50

o o
01 02 03 04 05 06 07 o Joa Jos Jos Jo7 |



L E T T E R TO THE SHAREHOLDERS

The year 2007 was important and pivotal for MakeMusic. In April we released SmartMusic 10.0, which
for the first time offered support for band titles with professional audio recordings, automatic assessment,
pre-authored assignments, and SmartMusic Impact, the web-based grade book that manages student
assignments and records. We are encouraged by subscriptions growing 53% to more than 86,000. In our
view, this is just the start of the SmartMusic growth that will be fueled by rapidly growing our library of

large ensemble titles, which offered few band and orchestra titles and no choir titles in 2007.

To make our solution even more compelling for school district adoption, we introduced the SmartMusic
site subscription program late in the third quarter and sold 32 licenses by year-end. We also hired two

field salespeople who are focusing their sales efforts on district decision-makers in target states.

Our 2007 results also benefited from the Finale notation business having yet another record sales year.
Although notation is a niche market without the potential growth of SmartMusic, we are pleased that

it continues to provide the company with a solid base business.

All this resulted in revenues increasing 12% in 2007 to $14.6 million. As planned, operating expenses in
2007 grew 8% over 2006 to $11.8 million. This increase was due primarily to our investment in SmartMusic
content and development costs related to the SmartMusic Impact web-service. Both of these investments
were critical to SmartMusic success and we are pleased to see the resulting subscription growth in 2007.
MakeMusic reported net income of $650,000 or $0.16 per basic share in 2007 as compared to $255,000

or $0.07 per basic share in 2006.

Strong content investment will continue in 2008 as we further develop SmartMusic titles to ensure having
a compelling library for all levels of band students by this September. In 2008, we’ll also be investing in our
direct sales activities and other initiatives to support our anticipated growth. Additional content investment

will continue in 2009 as we develop persuasive libraries for orchestra and choir.

Looking back on 2007, we hope you are pleased with MakeMusic’s stock price increasing 68% from
around $6 to $10. This led to our market value increasing 92% even after investors exercised their warrants.

'The warrant exercises along with our operating results increased our cash 93%, to more than $6 million.

We believe MakeMusic is well positioned to grow in 2008 and beyond, building upon the momentum
begun in 2007.

Respecttully,

A

John W. Paulson, Ronald B. Raup,
CO-CHIEF EXECUTIVE OFFICER CO-CHIEF EXECUTIVE OFFICER






