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PART I—FINANCIAL INFORMATION  
  

MUZAK HOLDINGS LLC  

CONDENSED CONSOLIDATED BALANCE SHEETS  
(Unaudited)  

(In thousands)  
  

The accompanying notes are an integral part of these consolidated financial statements.  
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ITEM 1. FINANCIAL STATEMENTS. 

   
March 31, 

2007 
December 31,

2006 (1)
ASSETS   

Current assets:   
Cash   $ 21,435 $ 19,032
Restricted cash    820 799
Accounts receivable, net of allowances of $2,101 and $2,202    19,910 23,761
Inventories    12,188 13,001
Prepaid expenses and other assets    5,563 4,592

    

Total current assets    59,916 61,185
Restricted cash    982 982
Property and equipment, net    79,404 82,768
Goodwill    140,805 140,805
Intangible assets, net    62,563 65,966
Deferred subscriber acquisition costs, net    32,315 34,154
Deferred charges and other assets, net    5,752 5,882

    

Total assets   $ 381,737 $ 391,742
    

LIABILITIES AND MEMBERS’ DEFICIT   
Current liabilities:   

Accounts payable   $ 3,698 $ 4,730
Accrued expenses (see Note 4)    24,037 25,186
Current maturities of long term debt    1,181 1,178
Current portion of other liabilities    2,627 2,874
Advance billings    1,843 1,128

    

Total current liabilities    33,386 35,096
Long-term debt, net of current portion    462,578 462,821
Other liabilities, net of current portion    9,823 9,930
Commitments and contingencies   
Redeemable preferred units    231,105 221,320
Redeemable purchased Class A units    7,788 7,788
Members’ deficit:   

Class A units    —  —  
Accumulated deficit    (362,943) (345,213)

    

Total members’ deficit    (362,943) (345,213)
    

Total liabilities and members’ deficit   $ 381,737 $ 391,742
    

(1) The year end consolidated balance sheet data was derived from audited financial statements but does not include all 
disclosures required by generally accepted accounting principles. 



MUZAK HOLDINGS LLC  

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  
(Unaudited)  

(In thousands)  
  

The accompanying notes are an integral part of these consolidated financial statements.  
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   Three Months Ended

   
March 31,

2007
March 31,

2006
Net Revenues:   

Music and other business services   $ 47,705 $ 47,492
Equipment and related services    14,636 11,957

    

   62,341 59,449

Cost of revenues:   
Music and other business services (excluding $8,193 and $9,015 of depreciation and amortization 

expense)    11,027 11,069
Equipment and related services    13,454 13,432

    

   24,481 24,501
    

Selling, general and administrative expenses    21,140 20,686
Depreciation and amortization expense    12,270 13,142

    

Income from operations    4,450 1,120

Other income (expense):   
Interest expense    (12,660) (12,440)
Other, net    163 142

    

Loss before income taxes    (8,047) (11,178)
Income tax benefit    (102) (80)

    

Net loss    (7,945) (11,098)
Preferred return on redeemable preferred units    (9,785) (8,286)

    

Net loss attributable to common unit holders   $(17,730) $(19,384)
    



MUZAK HOLDINGS LLC  

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS  
(Unaudited)  

(In thousands)  
  

The accompanying notes are an integral part of these consolidated financial statements.  
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   Three Months Ended

   
March 31,

2007
March 31,

2006
CASH FLOWS FROM OPERATING ACTIVITIES   
Net loss   $ (7,945) $(11,098)
Adjustments to reconcile net loss to net cash provided by operating activities:   
Gain (loss) on disposal of fixed assets    32 (28)
Impairment of capitalized labor    351 571
Deferred income tax benefit    (110) (102)
Depreciation and amortization    12,270 13,142
Amortization of senior discount, senior notes, and deferred financing fees    740 733
Amortization of deferred subscriber acquisition costs    3,902 4,081
Deferred subscriber acquisition costs    (1,902) (2,334)
Change in unearned installment income    345 569
Change in certain assets and liabilities   

Accounts receivable    3,851 2,484
Inventory    813 148
Accounts payable    (1,032) (11)
Accrued expenses    (1,149) (243)
Advance billings    715 1,824
Other, net    (1,248) (114)

    

Net cash provided by operating activities    9,633 9,622
    

CASH FLOWS FROM INVESTING ACTIVITIES   
Capital expenditures for property and equipment    (5,885) (7,839)
Capital expenditures for intangibles    (16) (16)
Proceeds from sale of fixed assets    14 43

    

Net cash used in investing activities    (5,887) (7,812)
    

CASH FLOWS FROM FINANCING ACTIVITIES   
Restricted cash used to collateralize letters of credit    (21) (16)
Repayment of term loan    (262) (262)
Payment of financing fees    (517) —  
Repayments of capital lease obligations and other debt    (543) (562)

    

Net cash used in financing activities    (1,343) (840)
    

NET INCREASE IN CASH    2,403 970
CASH, BEGINNING OF PERIOD    19,032 16,014

    

CASH, END OF PERIOD   $21,435 $ 16,984
    



MUZAK HOLDINGS LLC  

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN  
MEMBERS’ DEFICIT  

(Unaudited)  
(In thousands, except for units)  

  

The accompanying notes are an integral part of these consolidated financial statements.  
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  Class A  Class B   Accumulated
Deficit

Total
Members’

Deficit  Units  Dollars  Units  Dollars  
Balances, December 31, 2006  125,164  $ —   11,817  $ —    $ (345,213) $(345,213)

Net loss (1)        (7,945) (7,945)
Preferred return on preferred units        (9,785) (9,785)

          

Balances, March 31, 2007  125,164  $ —   11,817  $ —    $ (362,943) $(362,943)
          

(1) Comprehensive loss equals net loss 



MUZAK HOLDINGS LLC  
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS  

(UNAUDITED)  

1. Overview  
Organization—Muzak Holdings LLC (and its subsidiaries (the “Company”)), previously known as ACN Holdings, LLC, was 

formed in September 1998 pursuant to the laws of the state of Delaware. The Company provides business music programming to 
clients through its integrated nationwide network of owned operations and franchises. All of the operating activities are conducted 
through the Company’s subsidiaries.  

As of March 31, 2007, ABRY Partners, LLC and its respective affiliates, collectively own 64.2% of the beneficial interests in 
the Company’s voting interests.  

Basis of Presentation—The consolidated financial statements include the accounts of the Company and its subsidiaries: 
Muzak LLC, Muzak Capital Corporation, Muzak Holdings Finance Corporation, Muzak Finance Corporation, Business Sound Inc., 
Electro Systems Corporation, BI Acquisition LLC, MLP Environmental Music LLC, Audio Environments Inc., Background Music 
Broadcasters Inc., Telephone Audio Productions Inc., Vortex Sound Communications Company Inc., Music Incorporated, and 
Muzak Houston, Inc. All significant intercompany items have been eliminated in consolidation.  

The accompanying unaudited interim consolidated financial statements have been prepared in accordance with the instructions 
to Form 10-Q and Rule 10-01 of Regulation S-X, and accordingly, certain financial information has been condensed and certain 
footnote disclosures have been omitted. Such information and disclosures are normally included in financial statements prepared in 
accordance with generally accepted accounting principles in the United States. These financial statements should be read in 
conjunction with the consolidated financial statements and footnotes thereto included in the Muzak Holdings LLC Annual Report 
on Form 10-K for the year ended December 31, 2006. On January 1, 2007, the Company adopted Financial Standards Accounting 
Board Interpretation No. 48 “Accounting for Uncertainty in Income Taxes” (FIN 48). The adoption of this FASB had no impact on 
the Company.  

The financial statements as of March 31, 2007 and the financial statements for the three months ended March 31, 2007 and 
2006 are unaudited; however, in the opinion of management, such statements include all adjustments (consisting solely of normal 
recurring adjustments) necessary to state fairly the financial information included herein. The preparation of consolidated financial 
statements in conformity with generally accepted accounting principles in the United States requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the 
date of the consolidated financial statements and reported amounts of revenues and expenses during the period. Actual results could 
differ from those estimates. Results of operations for interim periods are not necessarily indicative of results for the full year.  

On April 12, 2007, the Company announced that it is contemplating a future consolidation or combination with DMX, Inc. 
This combination would be contingent on a sale of the combined entity to an as yet unidentified third party buyer following 
clearance by federal regulators. Accordingly, the parties have submitted a Hart-Scott-Rodino filing seeking clearance for such a 
transaction. In the interim, Muzak and DMX will remain independent companies and continue to compete and to provide, without 
disruption, the highest-quality products and services to their respective clients. In connection with the aforementioned plan the 
Company has incurred costs of $0.8 million which are included in selling, general and administrative expenses.  

2. Property and Equipment  
Property and equipment consists of the following (in thousands):  
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Useful Life

(years)  
March 31, 

2007   
December 31,

2006
Equipment provided to subscribers  5  $ 209,495  $ 206,600
Capitalized installation labor  5   51,466  54,260
Equipment  4-7   46,612  45,800
Other  3-30   22,020  22,096

      

   329,593  328,756
Less accumulated depreciation    (250,189) (245,988)

      

  $ 79,404  $ 82,768
    

 
 



Included in equipment and other at March 31, 2007 and December 31, 2006 is $19.3 million of equipment under capital leases. 
Accumulated depreciation associated with the equipment under capital leases is $16.6 million and $16.3 million at March 31, 2007 
and December 31, 2006, respectively. Depreciation of property and equipment was $8.9 million and $9.7 million for the quarters 
ended March 31, 2007 and 2006, respectively.  
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3. Intangible Assets  
Unamortized intangible assets consist of the following (in thousands):  

  

Amortized intangible assets consist of the following (in thousands):  
  

Aggregate amortization expense was $3.4 million for the quarters ended March 31, 2007 and 2006, respectively.  

The estimated future aggregate amortization expense is as follows (in thousands):  
  

4. Accrued Expenses  
Accrued expenses are summarized below (in thousands):  
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March 31, 2007 

Carrying Amount  
December 31, 2006
Carrying Amount

Goodwill  $ 140,805  $ 140,805

   
Useful Life

(years)

 March 31, 2007 December 31, 2006

    
Gross Carrying

Amount  
Accumulated
Amortization

Gross Carrying
Amount   

Accumulated
Amortization

Income producing contracts   12  $ 153,900  $ (101,123) $ 153,900  $ (97,916)
License agreements   20  5,102  (2,034) 5,102  (1,970)
Trademarks   5  15,378  (15,237) 15,361  (15,223)
Non-compete agreements   3-5  275  (275) 275  (275)
Other   20  10,831  (4,254) 10,831  (4,119)

       

   $ 185,486  $ (122,923) $ 185,469  $ (119,503)
       

Fiscal year ending    
2007 (remaining nine months)   $10,256
2008    13,667
2009    13,656
2010    12,960
2011    5,599

   
March 31,

2007  
December 31,

2006
Accrued interest   $10,576  $ 8,768
Accrued compensation and benefits    1,970  4,024
Amounts payable to franchisees    3,005  3,242
Sales, property and income taxes payable    2,035  3,105
Licensing royalties    2,027  2,204
Other    4,424  3,843

     

  $24,037  $ 25,186
     



5. Debt  
Debt obligations consist of the following (in thousands):  

  

April 2005 Term Loan Facility  
On April 15, 2005, the Company refinanced its then existing Senior Credit Facility with a new $105.0 million senior secured 

term loan facility (“New Senior Credit Facility”). A portion of the proceeds was used to repay the then existing outstanding term 
and revolving loans and accrued interest, to provide collateral for outstanding letters of credit under the then existing Senior Credit 
Facility, and to pay fees and expenses. The then existing Senior Credit Facility has been terminated. On March 16, 2007, the 
Company amended the New Senior Credit Facility, by extending the maturity from April 2008 to January 2009 and reducing the 
applicable margin by 1.0% The amendment also includes a provision for a prepayment penalty of 1.0% if certain events occur prior 
to the one year anniversary of the amendment. The Company incurred fees associated with this amendment of $0.5 million.  

The New Senior Credit Facility is payable in quarterly installments of 0.25% of the original outstanding balance ($105.0 
million) beginning September 2005 until final maturity on January 19, 2009. The New Senior Credit facility is guaranteed by 
certain of our direct and indirect subsidiaries and is secured by a first priority security interest in (i) substantially all of the 
Company’s tangible and intangible assets and (ii) the capital stock of the Company’s subsidiaries. The non-guarantor subsidiary is 
minor (as defined by Rule 3-10 of Regulation S-X) and the consolidated amounts in the Company’s financial statements are 
representative of the combined guarantor’s financial statements. The New Senior Credit Facility contains a senior secured leverage 
ratio (the ratio of Senior Secured Debt as of such date of determination to Consolidated EBITDA on a last twelve months (LTM) 
basis) and various other restrictive covenants, which are customary for such facilities. In addition, the Company is generally 
prohibited from incurring additional indebtedness, incurring liens, paying dividends or making other restricted payments, 
consummating asset sales, entering into transactions with affiliates, merging or consolidating with any other person or selling, 
assigning, transferring, leasing, conveying, or otherwise disposing of assets. Management believes that the Company was in 
compliance with these covenants as of March 31, 2007.  

Prior to being amended on March 16, 2007, indebtedness under the term loan bears interest at a per annum rate equal to the 
Company’s choice of (i) Base Rate (which is the highest of prime rate and the Federal Funds Rate plus .5%) plus a margin of 3.75% 
or (ii) the offered rates for Eurodollar deposits (“LIBOR”) of one, two or three months, as selected by the Company, plus a margin 
of 4.75%. On March 16, 2007, the applicable margin was reduced by 1.0% with an amendment to the term loan facility. As of 
March 31, 2007, the interest rate on the term loan was 9.11%.  

Senior Notes  
Muzak LLC together with its wholly owned subsidiary, Muzak Finance Corp., has $220.0 million in principal amount of 10% 

Senior Notes which mature on February 15, 2009. Interest is payable semi-annually, in arrears, on May 15 and November 15 of 
each year. The Senior Notes are general unsecured obligations of Muzak LLC and Muzak Finance Corp. and are subordinate to 
existing and future secured debt and are senior to Muzak LLC’s existing Senior Subordinated Notes. The Senior Notes are 
guaranteed by the Company and certain of the Company’s direct and indirect subsidiaries (See Note 12). The indenture governing 
the Senior Notes prohibits the Company from making certain payments such as dividends and distributions of capital stock; 
repurchases or redemptions of capital stock, and investments (other than permitted investments) unless certain conditions are met by 
the Company. After February 15, 2007, the issuers may redeem all or part of the Senior Notes at a redemption price equal to 
102.5% of the principal which redemption price declines to 100% of the principal amount in 2008.  
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March 31, 

2007   
December 31,

2006
Long term debt:   

Term Loan – Senior credit facility  $103,163  $ 103,425
Senior notes   219,559  219,506
Senior subordinated notes   115,000  115,000
Senior discount notes   24,245  24,245
Other   1,792  1,823

     

Total debt obligations   463,759  463,999
Less current maturities   (1,181) (1,178)

     

 $462,578  $ 462,821
   

 
 



Senior Subordinated Notes  
Muzak LLC together with its wholly owned subsidiary, Muzak Finance Corp., has $115.0 million in principal amount of 

9 7/8% Senior Subordinated Notes (“Senior Subordinated Notes”) which mature on March 15, 2009. Interest is payable semi-
annually, in arrears, on March 15 and September 15 of each year. The Senior Subordinated Notes are general unsecured obligations 
of the Muzak LLC and Muzak Finance Corp and are subordinated in right of payment to all existing and future Senior Indebtedness 
of Muzak LLC and Muzak Finance Corp. The indenture governing the Senior Subordinated Notes prohibits Muzak LLC from 
making certain payments such as dividends and distributions of its capital stock; repurchases or redemptions of its capital stock, and 
investments (other than permitted investments) unless certain conditions are met by Muzak LLC. The issuers were able to redeem 
all or part of the Notes as of March 15, 2004. As of March 15, 2007, the issuers may redeem all or part of the Notes at a redemption 
price equal to 100% of the principal.  

Senior Discount Notes  
The Company together with its wholly owned subsidiary Muzak Holdings Finance Corp. has $24.2 million in principal 

amount of 13% Senior Discount Notes (the “Senior Discount Notes”) due March 2010. The Senior Discount Notes were fully 
accreted as of March 15, 2004. From and after March 15, 2004, interest began accruing at a rate of 13% per annum. Interest is 
payable semi-annually in arrears on each March 15 and September 15 to holders of record of the Senior Discount Notes at the close 
of business on the immediately preceding March 1 and September 1. Muzak Holdings LLC does not have any operations or assets 
other than its ownership of Muzak LLC. Accordingly, Muzak Holdings LLC is dependent upon distributions from Muzak LLC in 
order to pay interest. Muzak LLC’s New Senior Credit Facility, Senior Notes, and Senior Subordinated Notes indentures impose 
restrictions on its ability to make distributions to Muzak Holdings LLC. The New Senior Credit Facility, the Senior Notes, and 
Senior Subordinated Notes indentures permit Muzak LLC to make payments and distributions to Muzak Holdings LLC in an 
amount sufficient to permit Muzak Holdings LLC to make cash interest payments when due, however the senior credit facility 
requires that certain financial covenant levels be met in order to make such distributions.  

Other Debt  
Muzak LLC assumed $2.4 million of promissory notes in connection with an acquisition in 1999. All of the notes, with the 

exception of one, aggregating $1.7 million, bear interest at 9.9% and mature in November 2016. Effective October 2006, the 
Company is required to make monthly principal and interest payments until maturity.  

Annual Maturities  
Annual maturities of long-term debt obligations are as follows (in thousands):  

  

The Annual maturities schedule includes the principal amount of the Senior Notes which mature in 2009.  

Total interest paid by the Company on all indebtedness was $10.1 million and $9.8 million for the quarters ended March 31, 
2007 and 2006, respectively.  

6. Redeemable Preferred Units  
The Company was in violation of unit coverage ratio, leverage ratio, and annualized operating cash flow under the Securities 

Purchase Agreement as of March 31, 2007. The Company has been in default of the unit coverage ratio since June 2003, of leverage 
ratio since December 31, 2003, and of annualized operating cash flow since June 2004. As a result of the defaults, the preferred 
units accrue at a preferential return of 17% per annum as long as the default is continuing. The Company is projecting to be out of 
compliance with the unit coverage ratio (the ratio of consolidated operating cash flow to the sum of consolidated interest expense 
plus the aggregate Series A preferred return, as more specifically defined in the Securities Purchase Agreement) and leverage ratio 
for the foreseeable future. As a result of non-compliance with unit coverage ratio and leverage ratio for four consecutive quarters (a 
Class B and Class A default under the Securities Purchase Agreement, respectively), two of the three preferred unit holders were 
each entitled to be designated as either a Class B or Class A Director, although neither party has elected to so designate a Class B or 
Class A Director. As such, the number of Class B Directors and Class A Directors remains unaffected by these defaults. The same 
two preferred unit holders will each  
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2007 (remaining nine months)  $ 886
2008  1,192
2009  436,482
2010  24,418
2011  191
Thereafter  1,030



be entitled to designate a Class A Director until such time as the Company complies with the leverage ratio. If the Company is still 
in default of the unit coverage ratio at the time that the Company complies with the leverage coverage ratio, the same two preferred 
unit holders would each still be entitled to designate a Class B Director. The foregoing defaults do not result in a cross default under 
the New Senior Credit Facility or the indentures governing the Senior Notes, the Senior Subordinated Notes, and the Senior 
Discount Notes.  

7. Restructuring Charges  
During January 2006, we reorganized our field management structure, including our Operations, Sales and Customer Service 

departments. This move was designed to improve our technician productivity and increase our responsiveness to our customer’s 
needs and requests. As part of this reorganization, the Senior Vice President of Customer Service and the Executive Vice President 
of Sales, Product and Marketing resigned. The Company created seven Regional Vice President positions that will be directly 
responsible for the operations, sales and customer service responsibilities of their respective regions. We recorded a restructuring 
charge of $0.3 million in the first quarter of 2006, for severance and related costs.  

In June 2005, the Company implemented a revised business plan which entailed streamlining the size of its sales force in order 
to achieve more moderate growth. This revised business plan seeks to reduce the number of annual new client location additions. 
This revised plan has contributed to our ability to generate modest positive free cash flow. While there can be no assurances, we 
expect that the associated decrease in capital investments under the revised business plan will continue to contribute towards our 
goal of generating free cash flow after debt service obligations.  

Following is a summary of the accrued liability for the restructuring charges (in thousands):  
  

Employee severance-related costs include the elimination of certain sales, sales support, and operations employees. The 
reduction in workforce represented an approximate 9% reduction in the Company’s overall workforce. Lease impairment costs 
relate to certain field office facilities in which the Company has excess office space. The charge reflects the present value of costs 
that will continue to be incurred under lease contracts without economic benefit due to the excess office space, offset by assumed 
sublease rental income of approximately $1.1 million.  

The Company will pay the charges relating to field office leases over the remaining terms of the leases principally through 
December 2013.  

8. Muzak Holdings Finance Corp. and Muzak Finance Corp.  
Muzak Holdings Finance Corp. and Muzak Finance Corp. had no operating activities during the quarters ended March 31, 

2007 and 2006.  

9. Commitments and Contingencies  
Indemnification  

Muzak’s Limited Liability Company Agreement dated as of March 18, 1999, as amended, provides for indemnification of 
directors and officers, including advancement of reasonable attorney’s fees and other expenses, in connection with all claims, 
liabilities and expenses arising out of the management of Muzak’s affairs. Such indemnification obligations are limited to the extent 
Muzak’s assets are sufficient to cover such obligations. Muzak carries directors and officers insurance that covers such exposure for 
indemnification up to certain limits.  

Litigation  
Muzak and the Company are co-defendants in a lawsuit filed in the U.S. District Court, Northern District of Illinois, Eastern 

Division, by Sound of Music, Ltd., a former franchisee of Muzak. Sound of Music, Ltd. is asserting claims against Muzak and the 
Company for violation of Federal securities laws, breach of contract and common law fraud. The case has  
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Employee
Severance  

Lease 
Impairment

Costs   Total
Accrued liability as of December 31, 2006  $ —   $ 500  $500
Cash payments  —    (38) (38)

      

Accrued liability as of March 31, 2007  $ —   $ 462  $462
    

 
 



arisen as a result of Sound of Music, Ltd.’s sale of substantially all of its MUZAK® related assets to Muzak and the Company in 
2001. Sound of Music, Ltd. commenced this lawsuit more than three years after the parties consummated the purchase and sale 
transaction and now contends that it did not receive the total consideration promised and that the value of certain Class A units of 
the Company received in consideration for the assets was misrepresented. Sound of Music, Ltd. is seeking damages in excess of $1 
million. While we are unable to predict the outcome of this case, we contend that Sound of Music, Ltd.’s assertions, claims, and 
allegations against Muzak and the Company are without merit, and we are vigorously contesting the same. Discovery is near 
conclusion, and we have filed a Motion for Summary Judgment that is currently pending with the court. Both a ruling on our 
Motion for Summary Judgement and the scheduling of a trail (which had been tentatively set for May 15, 2007) have been 
postponed pending the finalization of a definite settlement between the parties.  

We are the subject of, or a party to, various other proceedings in the ordinary course of our business. Management believes 
that such proceedings are routine in nature and incidental to the conduct of our business, and that none of such proceedings, if 
determined adversely to the Company, would have a material adverse effect on our consolidated financial condition or results of 
operations.  

Other Commitments  
As of March 31, 2007, the Company has approximately $10.2 million in outstanding capital expenditure commitments 

covering a five-year period. The Company is the lessee under various operating and capital leases for equipment, vehicles, satellite 
capacity, and buildings.  

10. Guarantors  
The following schedules set forth condensed consolidating financial information as required by Rule 3-10 of Securities and 

Exchange Commission Regulation S-X for the quarters ended March 31, 2007 and 2006 for (1) Muzak Holdings, LLC, (2) Muzak 
LLC, a co-issuer of the Senior Notes and Senior Subordinated Notes, (3) Muzak Finance Corp., a co-issuer of the Senior Notes and 
Senior Subordinated Notes and a wholly-owned subsidiary of Muzak LLC, and (4) on a combined basis, the subsidiary guarantors 
of the Senior Notes and Senior Subordinated Notes which include MLP Environmental Music, LLC, Business Sound, Inc., BI 
Acquisition LLC, Audio Environments, Inc., Background Music Broadcasters, Inc., Muzak Capital Corporation, Telephone Audio 
Productions, Inc., Muzak Houston, Inc., Vortex Sound Communications Company, Inc., and Music Incorporated, and a subsidiary 
that is not a guarantor of the Senior Subordinated Notes. The guarantor subsidiaries are direct and indirect wholly-owned 
subsidiaries of Muzak Holdings, LLC and have fully and unconditionally, jointly and severally, guaranteed the Senior Notes and 
Senior Subordinated Notes of Muzak LLC and Muzak Finance Corp. Muzak Holdings, LLC has also fully and unconditionally, 
jointly and severally, guaranteed the Senior Notes and Senior Subordinated Notes. The subsidiary that does not guarantee the Senior 
Notes and Senior Subordinated Notes represents less than 3% of consolidated total assets, members’ interest, revenues, loss before 
income taxes and cash flow from operating activities. Therefore, the non-guarantor subsidiary information is not separately 
presented in the tables below but rather is included in the column labeled “Guarantor Subsidiaries”.  
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Condensed Consolidating Balance sheets as of March 31, 2007  
(unaudited)(In thousands)  
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Muzak Holdings

LLC (Parent)
Muzak LLC
(Co-issuer)

Muzak Finance
Corp 

(Co-issuer)

Combined 
Guarantor 

Subsidiaries*  Eliminations Consolidated
ASSETS     
Current assets:     
Cash   $ —  $ 21,435 $ —  $ —    $ —  $ 21,435
Restricted Cash    —  820 —  —     —  820
Accounts receivable, net    —  19,346 —  564   —  19,910
Inventories    —  12,188 —  —     —  12,188
Prepaid expenses and other assets    —  5,563 —  —     —  5,563

        

Total current assets    —  59,352 —  564   —  59,916
Restricted Cash    —  982 —  —     —  982
Property and equipment, net    —  79,404 —  —     —  79,404
Intangible assets, net    —  184,355 —  19,013   —  203,368
Deposits and other assets, net    210 37,852 3,073 5   (3,073) 38,067
Advances in/due from subsidiary    —  7,880 —  5,131   (13,011) —  
Investment in Subsidiary    (92,002) 20,737 —  —     71,265 —  

        

Total assets   $ (91,792) $ 390,562 $ 3,073 $ 24,713  $ 55,181 $ 381,737
        

LIABILITIES AND MEMBERS’ 
DEFICIT     

Current liabilities:     
Accounts payable   $ —  $ 3,573 $ —  $ 125  $ —  $ 3,698
Accrued expenses (see Note 4)    133 22,538 8,723 1,366   (8,723) 24,037
Current maturities of long term debt    —  1,062 —  119   —  1,181
Current portion of other liabilities    —  2,627 —  —     —  2,627
Advance billings    —  1,843 —  —     —  1,843

        

Total current liabilities    133 31,643 8,723 1,610   (8,723) 33,386
Long-term debt, net of current portion    24,245 436,735 334,559 1,598   (334,559) 462,578
Other liabilities, net of current portion    —  9,055 —  768   —  9,823
Advances in/due from subsidiary    7,880 5,131 72,390 —     (85,401) —  
Redeemable Preferred Stock    231,105 —  —  —     —  231,105
Redeemable Class A units    7,788 —  —  —     —  7,788
Members’ deficit/Shareholder equity    (362,943) (92,002) (412,599) 20,737   483,864 (362,943)

        

Total liabilities and members’ 
deficit   $ (91,792) $ 390,562 $ 3,073 $ 24,713  $ 55,181 $ 381,737

        

* Also includes non-guarantor which is “minor” as defined by Rule 3-10 of Regulation S-X. 



Condensed Consolidating Statements of Operations for the Three Months Ended March 31, 2007  
(unaudited) (In thousands)  
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Muzak
Holdings LLC

(“Parent”)

Muzak
LLC 

(Co-issuer)

Muzak Finance
Corp 

(Co-issuer)
Guarantor 

Subsidiaries*  Eliminations  Consolidated
Net Revenues     

Music and other business services   $ —  $ 46,687 $ —  $ 1,018  $ —   $ 47,705
Equipment and related services    —  14,636 —  —     —   14,636

         

   —  61,323 —  1,018   —   62,341

Cost of Revenues     
Music and other business services 

excluding depreciation and 
amortization expense    —  10,685 —  342   —   11,027

Equipment and related services    —  13,454 —  —     —   13,454
         

   —  24,139 —  342   —   24,481
         

Selling, general & administrative    —  20,962 —  178   —   21,140
Management fee    —  (204) —  204   —   —  
Depreciation & amortization expense    —  11,894 —  376   —   12,270

         

Income (Loss) from Operations    —  4,532 —  (82)  —   4,450
Other income (expense)     

Interest expense    (815) (11,802) (8,808) (43)  8,808  (12,660)
Other, net    —  164 —  (1)  —   163
Equity in earnings of 

subsidiaries**    (7,130) (24) —  —     7,154  —  
         

Loss before income taxes    (7,945) (7,130) (8,808) (126)  15,962  (8,047)
Income tax benefit    —  —  —  (102)  —   (102)

         

Net loss   $ (7,945) $ (7,130) $ (8,808) $ (24) $ 15,962  $ (7,945)
    

 
    

* Also includes non-guarantor which is “minor” as defined by Rule 3-10 of Regulation S-X. 
** Amount excludes the net loss of Muzak Finance Corp (which is a wholly-owned subsidiary of Muzak LLC) as the interest 

expense recorded by Muzak Finance Corp, which relates solely to the Senior Notes and Senior Subordinated Notes, is also 
reflected in Muzak LLC’s results of operations due to both of these entities being co-issuers of the Senior Notes and the Senior 
Subordinated Notes. Muzak Finance Corp has no results of operations other than the interest expense on the Senior Notes and 
Senior Subordinated Notes. 



Condensed Consolidating Statements of Cash Flows for the Three Months Ended March 31, 2007  
(unaudited) (In thousands)  
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Muzak
Holdings LLC

(“Parent”)
Muzak LLC
(Co-issuer)

Muzak Finance
Corp 

(Co-issuer)  
Guarantor 

Subsidiaries*  Eliminations  Consolidated
CASH FLOWS FROM 

OPERATING ACTIVITIES:      
Net cash provided by/(used in) 

operating activities   $ (761) $ 10,211 $ —   $ 183  $ —   $ 9,633
          

CASH FLOWS FROM 
INVESTING ACTIVITIES:      

Proceeds from sale of fixed 
assets    —  14 —   —     —   14

Capital expenditures (for 
property, plant & equipment 
and intangibles)    —  (5,901) —   —     —   (5,901)

          

Net cash used in investing 
activities    —  (5,887) —   —     —   (5,887)

          

CASH FLOWS FROM 
FINANCING ACTIVITIES:      

Restricted cash used to 
collateralize letters of credit    —  (21) —   —     —   (21)

Repayment of term loan    —  (262) —   —     —   (262)
Repayment of capital lease 

obligations and other debt    —  (501) —   (42)  —   (543)
Payment of financing fees    —  (517) —   —     —   (517)
Advances to/from subsidiaries    761 (620) —   (141)  —   —  

          

Net cash used in/(provided by) 
financing activities    761 (1,921) —   (183)  —   (1,343)

          

NET INCREASE IN CASH    —  2,403 —   —     —   2,403
CASH, BEGINNING OF PERIOD    —  19,032 —   —     —   19,032

     
 

    

CASH, END OF PERIOD   $ —  $ 21,435 $ —   $ —    $ —   $ 21,435
     

 
    

* Also includes non-guarantor which is “minor” as defined by Rule 3-10 of Regulation S-X. 



Condensed Consolidating Balance sheets as of December 31, 2006  
(In thousands)  
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Muzak
Holdings LLC

(Parent)

Muzak
LLC 

(Co-issuer)

Muzak Finance
Corp 

(Co-issuer)

Combined 
Guarantor 

Subsidiaries*  Eliminations Consolidated
ASSETS     
Current assets:     
Cash   $ —  $ 19,032 $ —  $ —    $ —  $ 19,032
Restricted cash    —  799 —  —     —  799
Accounts receivable, net    —  23,197 —  564   —  23,761
Inventories    —  13,001 —  —     —  13,001
Prepaid expenses and other assets    —  4,592 —  —     —  4,592

        

Total current assets    —  60,621 —  564   —  61,185
Restricted cash    —  982 —  —     —  982
Property and equipment, net    —  82,768 —  —     —  82,768
Intangible assets, net    —  187,382 —  19,389   —  206,771
Deferred charges and other assets, net    236 39,792 3,489 8   (3,489) 40,036
Advances in/due from subsidiaries    —  6,305 —  4,867   (11,172) —  
Investment in subsidiary    (84,872) 20,807 —  —     64,065 —  

        

Total assets   $ (84,636) $398,657 $ 3,489 $ 24,828  $ 49,404 $ 391,742
        

LIABILITIES AND MEMBERS’ 
DEFICIENCY     

Current liabilities:     
Accounts payable   $ —  $ 4,540 $ —  $ 190  $ —  $ 4,730
Accrued expenses    919 22,969 6,062 1,298   (6,062) 25,186
Current portion of other liabilities    —  2,874 —  —     —  2,874
Current maturities of long term debt    —  1,059 —  119   —  1,178
Advance billings    —  1,128 —  —     —  1,128

        

Total current liabilities    919 32,569 6,062 1,607   (6,062) 35,096
Long-term debt    24,245 436,949 334,506 1,627   (334,506) 462,821
Other liabilities    —  9,143 —  787   —  9,930
Advances in/due from subsidiaries    6,305 4,867 66,712 —     (77,884) —  
Redeemable Preferred units    221,320 —  —  —     —  221,320
Redeemable Class A units    7,788 —  —  —     —  7,788
Members’ deficiency/Shareholder equity    (345,213) (84,872) (403,791) 20,807   467,856 (345,213)

        

Total liabilities and members’ 
deficiency   $ (84,636) $398,657 $ 3,489 $ 24,828  $ 49,404 $ 391,742

        

* Also includes a non-guarantor which is considered to be “minor” as defined by Rule 3-10 of Regulation S-X. “minor”



Condensed Consolidating Statements of Operations for the Three Months Ended March 31, 2006  
(unaudited) (In thousands)  
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Muzak
Holdings LLC

(“Parent”)

Muzak
LLC 

(Co-issuer)

Muzak Finance
Corp 

(Co-issuer)
Guarantor 

Subsidiaries*  Eliminations  Consolidated
Net Revenues     

Music and other business services   $ —  $ 46,362 $ —  $ 1,130  $ —   $ 47,492
Equipment and related services    —  11,957 —  —     —   11,957

        

   —  58,319 —  1,130   —   59,449

Cost of Revenues     
Music and other business services 

excluding depreciation and 
amortization expense    —  10,685 —  384   —   11,069

Equipment and related services    —  13,432 —  —     —   13,432
        

   —  24,117 —  384   —   24,501
        

Selling, general & administrative    —  20,486 —  200   —   20,686
Management fee    —  (226) —  226   —   —  
Depreciation & amortization expense    —  12,742 —  400   —   13,142

        

Income (Loss) from Operations    —  1,200 —  (80)  —   1,120
Other income (expense)     

Interest expense    (815) (11,597) (8,803) (28)  8,803  (12,440)
Other, net    —  143 —  (1)  —   142
Equity in earnings of subsidiaries**    (10,283) (29) —  —     10,312  —  

        

Loss before income taxes    (11,098) (10,283) (8,803) (109)  19,115  (11,178)
Income tax benefit    —  —  —  (80)  —   (80)

        

Net loss   $ (11,098) $(10,283) $ (8,803) $ (29) $ 19,115  $ (11,098)
   

 
    

* Also includes non-guarantor which is “minor” as defined by Rule 3-10 of Regulation S-X. 
** Amount excludes the net loss of Muzak Finance Corp (which is a wholly-owned subsidiary of Muzak LLC) as the interest 

expense recorded by Muzak Finance Corp, which relates solely to the Senior Notes and Senior Subordinated Notes, is also 
reflected in Muzak LLC’s results of operations due to both of these entities being co-issuers of the Senior Notes and the Senior 
Subordinated Notes. Muzak Finance Corp has no results of operations other than the interest expense on the Senior Notes and 
Senior Subordinated Notes. 



Condensed Consolidating Statements of Cash Flows for the Three Months Ended March 31, 2006  
(unaudited) (In thousands)  
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Muzak 
Holdings LLC

(“Parent”)
Muzak LLC
(Co-issuer)

Muzak Finance
Corp 

(Co-issuer)  
Guarantor 

Subsidiaries*  Eliminations  Consolidated
CASH FLOWS FROM 

OPERATING ACTIVITIES:      
Net cash provided by (used in) 

operating activities   $ (763) $ 8,587 $ —   $ 1,798  $ —   $ 9,622
          

CASH FLOWS FROM 
INVESTING ACTIVITIES:      

Proceeds from sale of fixed 
assets    —  43 —   —     —   43

Capital expenditures (for 
property, plant & equipment 
and intangibles)    —  (7,855) —   —     —   (7,855)

          

Net cash used in investing 
activities    —  (7,812) —   —     —   (7,812)

          

CASH FLOWS FROM 
FINANCING ACTIVITIES:      

Restricted cash used to 
collateralize letters of credit    —  (16) —   —     —   (16)

Repayment of term loan    —  (262) —   —     —   (262)
Repayment of capital lease 

obligations and other debt    —  (461) —   (101)  —   (562)
Advances to/from subsidiaries    763 934 —   (1,697)  —   —  

          

Net cash provided by / (used 
in) financing activities    763 195 —   (1,798)  —   840

          

NET INCREASE IN CASH    —  970 —   —     —   970
CASH, BEGINNING OF PERIOD    —  16,014 —   —     —   16,014

     
 

    

CASH, END OF PERIOD   $ —  $ 16,984 $ —   $ —    $ —   $ 16,984
     

 
    

* Also includes non-guarantor which is “minor” as defined by Rule 3-10 of Regulation S-X. 



This Form 10-Q contains statements which, to the extent they are not historical facts (such as when we describe what we 
“believe,” “expect,” or “anticipate” will occur), constitute forward-looking statements within the meaning of Section 27A of the 
Securities Act of 1933 and Section 21E of the Securities and Exchange Act of 1934 (the “Safe Harbor Acts”). All forward-looking 
statements involve risks and uncertainties. The forward-looking statements in this Form 10-Q are intended to be subject to the safe 
harbor protection provided by the Safe Harbor Acts. Forward-looking statements are based on management’s beliefs, assumptions, 
and expectations of the Company’s future economic performance taking into account information currently available to 
management.  

Recent Developments  
On April 12, 2007, the Company announced that it is contemplating a future consolidation or combination with DMX, Inc. 

This combination would be contingent on a sale of the combined entity to an as yet unidentified third party buyer following 
clearance by federal regulators. Accordingly, the parties have submitted a Hart-Scott-Rodino filing seeking clearance for such a 
transaction. In the interim, Muzak and DMX will remain independent companies and continue to compete and to provide, without 
disruption, the highest-quality products and services to their respective clients. In connection with the aforementioned plan the 
Company has incurred costs of $0.8 million which are included in selling, general and administrative expenses.  

On March 16, 2007, the Company amended the New Senior Credit Facility, by extending the maturity from April 2008 to 
January 2009 and reducing the applicable margin by 1.0% The amendment also includes a provision for a prepayment penalty of 
1.0% if certain events occur prior to the one year anniversary of the amendment. The Company recorded fees associated with this 
amendment of $0.5 million in the first quarter of 2007.  

Results of Operations  
Set forth below are discussions of the results of operations for Muzak Holdings LLC for the quarter ended March 31, 2007 

compared to the quarter ended March 31, 2006. The following discussions should be read in conjunction with our Condensed 
Consolidated Financial Statements and accompanying Notes thereto included elsewhere herein and with our 2006 Annual Report on 
Form 10-K filed with the Securities and Exchange Commission.  

Net Revenues. Revenues were $62.3 million and $59.4 million for the quarters ended March 31, 2007 and 2006, respectively, 
an increase of 4.9%. Music and other business services revenue increased $0.2 million, or 0.4% in 2007 as compared to the quarter 
ended March 31, 2006. This slight increase is due to an increase in pricing and additional services sold to existing clients, offset in 
part by a slight decrease in the total number of client locations.  

Equipment and related services revenue increased 22.4% or $2.7 million in 2007 as compared to the quarter ended March 31, 
2006. The increase is primarily due to higher equipment sales and an increased in service billings during the quarter.  

Cost of Revenues. Cost of revenues was $24.5 million for the quarters ended March 31, 2007 and 2006, respectively. Total 
cost of revenues as a percentage of revenues was 39.3% and 41.2% for the quarters ended March 31, 2007 and 2006, respectively. 
Costs of music and other business services revenue as a percentage of music and other business services revenue was 23.1% and 
23.3% for the quarters ended March 31, 2007 and 2006, respectively.  

Costs of equipment and related services revenue as a percentage of equipment and related services revenue was 91.9% and 
112.3% for the quarters ended March 31, 2007 and 2006, respectively. In addition to equipment costs, these costs include salary, 
payroll taxes, and employee benefit related costs associated with our field install and service technicians as well as the management 
and centralized staff that supervises and schedule such technicians. Additionally, these costs also include the warehouse and 
purchasing functions and vehicle related expenses. The most recent quarter represents continued progress towards improving 
margin on equipment and related services. The improvement in our margin on equipment and related services is attributed to: 
increased demand for our equipment and services that improve our utilization of field personnel; continued use of standard prices 
for equipment; and additional administrative efforts to invoice service-related calls.  
  

19 

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS 



Selling, general and administrative expenses. Selling, general, and administrative expenses were $21.1 million and $20.7 
million for the quarters ended March 31, 2007 and 2006, respectively, an increase of $0.4 million, or 2.2%. Amortization of 
deferred subscriber acquisition costs, a non-cash component of selling, general, and administrative expenses was $3.9 million and 
$4.1 million for the quarters ended March 31, 2007 and 2006, respectively. This $0.2 million decrease in amortization of deferred 
subscriber costs is consistent with the lower installation levels experienced in the quarter ended March 31, 2007 as compared to 
previous periods. The remaining $0.8 million increase in other selling, general, and administrative expenses for the three months 
ended March 31, 2007 as compared to the 2006 period is associated with the potential DMX transaction. The Company recorded 
$0.8 million of transaction related costs for the three months ended March 31, 2007.  

Depreciation and amortization expenses. Depreciation and amortization was $12.3 million and $13.1 million for the quarters 
ended March 31, 2007 and 2006, respectively, a decrease of 6.6%. Depreciation and amortization of $8.2 million and $9.0 million 
for the quarters ended March 31, 2007 and 2006, respectively, are excluded from cost of revenue. Depreciation expense decreased 
$0.8 million in the three months ended March 31, 2007 compared to 2006 due to certain subscriber investments and other fixed 
assets becoming fully amortized in 2006, along with the lower levels of subscriber investments as a result of lower installations. 
Amortization expense for the three months ending March 31, 2007 and 2006 remained flat at $3.4 million.  

Interest expense. Interest expense increased $0.2 million to $12.7 million for the quarter ended March 31, 2007 compared to 
the same 2006 period. This increase is due to an increase in overall interest rates as our New Senior Credit facility, which until 
March 2007 bore interest at LIBOR plus a 4.75% margin. Interest income generated on the outstanding cash balance is reflected in 
other income. Interest income was $0.2 million and $0.1 million for quarters ending March 31, 2007 and 2006, respectively.  

Income tax provision. Income tax benefit was $102 thousand and $80 thousand for the quarters ended March 31, 2007 and 
2006, respectively. Although the Company is a limited liability company and is treated as a partnership for income tax purposes, the 
Company has several subsidiaries that are taxable corporations. The income tax benefit relates to these corporate subsidiaries.  

Net Loss. The combined effect of the foregoing resulted in a net loss of $7.9 million for the quarter ended March 31, 2007, 
compared to a net loss of $11.1 million for the comparable 2006 period.  

Liquidity and Capital Resources  
The Company evaluates the operating performance of its business using several measures, one of them being EBITDA as 

defined by our Senior Discount Notes, Senior Subordinated Notes, and Senior Notes indentures (defined as earnings before interest, 
income taxes (benefits), depreciation, and amortization plus all non-cash items reducing consolidated net income for such period 
except for any non-cash items that represent accruals of, or reserves for, cash disbursements to be made in any future accounting 
period, minus all non-cash items increasing consolidated net income for such period) (“EBITDA pursuant to the Notes”). EBITDA 
pursuant to the Notes is not intended to be a performance measure that should be regarded as an alternative to, or more meaningful 
than, net income as a measure of performance, as determined in accordance with generally accepted accounting principles, known 
as GAAP. However, management believes that EBITDA pursuant to the Notes provides useful information because it is used to 
determine our ability to incur additional indebtedness. Consolidated Leverage ratios (defined as total debt, excluding non-recourse 
debt, less unrestricted cash divided by EBITDA pursuant to the Notes on a last quarter annualized basis) are the measure used to 
determine our ability to incur additional indebtedness under the indentures.  

The following table provides reconciliation from net income to EBITDA pursuant to the Notes.  
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  Quarter Ended

  
March 31,

2007   
March 31,

2006
Net loss  $ (7,945) $(11,098)
Interest expense   12,660   12,440
Income tax benefit   (102)  (80)
Depreciation and amortization   12,270   13,142
Non-cash impairment charges   352   571

       

EBITDA pursuant to Notes  $17,235  $ 14,975



Non-cash impairment charges reflect the write-off of capitalized installation labor upon client contract terminations.  

Our principal sources of funds is cash generated from operations and current cash balance. Cash was primarily used during the 
first three months of 2007 to make investments in new client locations and to make interest payments on our indebtedness. Cash 
flows provided by operations were $9.6 million and $9.6 million, cash flows used in investing activities were $5.9 million and $7.8 
million, and cash flows used in financing activities were $1.3 million and $0.8 million in the three months ended March 31, 2007 
and 2006, respectively.  

Working capital was a net source of $2.0 million in 2007 as compared to a net source of $4.1 million in 2006. Accounts 
receivable and inventory balances resulted in a source of $4.7 million and $2.6 million in the three months ended March 31, 2007 
and 2006, respectively.  

The majority of our capital expenditures are comprised of the initial investment for the installation of equipment for new client 
locations. During the three months ended March 31, 2007, our total initial net investment in new client locations was $6.0 million, 
which was comprised of equipment and installation costs attributable to new client locations of $4.9 million and $1.9 million in 
subscriber acquisition costs (included in cash provided by operating activities in the consolidated statement of cash flows) relating 
to these new locations. The subscriber acquisition costs are capitalized and are amortized as a component of selling, general and 
administrative expenses over the initial contract term. We also receive installation revenue of $0.8 million relating to new locations. 
This revenue is deferred and amortized as a component of equipment and related services revenue over the initial contract term.  

We also invested $1.0 million in system upgrades, furniture and fixtures, and computers to be used at our headquarters. Our 
investment to replenish the equipment exchange pool relating to our drive-thru systems client locations was $0.6 million during the 
three months ended March 31, 2007.  
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Consolidated Leverage Ratio for the Company   6.43 x  7.08 x
Consolidated Leverage Ratio for Muzak   6.08 x  7.49 x



Over the next twelve months, our future need for liquidity will arise primarily from capital expenditures for investments in 
new client locations and from interest payments on our indebtedness. The following table summarizes contractual obligations and 
commitments as of May 11, 2007 (in thousands).  
  

We expect that our primary source of funds will be cash flows from operations and current cash balances. Total cash balance, 
including restricted cash of $1.7 million, was approximately $28.5 million as of May 10, 2007. The Company believes that its cash 
flow from operations, combined with its cash balances on hand will be sufficient to fund its growth in new client locations and debt 
service for at least the next twelve months.  

Overall, the Company’s business plan anticipates growth in new client locations to be consistent with levels experienced over 
the last nine months. Given that the Company no longer has a revolving credit facility, if it requires cash in excess of amounts on 
hand, it may be required, among other things, to incur additional indebtedness, enter into other financing transactions, defer 
business opportunities, reduce its expenses, or sell assets. Our substantial indebtedness, including significant principle maturities 
due in 2009, could prove to be difficult to refinance or restructure at favorable terms or at all.  

Item 3. Quantitative and Qualitative Disclosures About Market Risk  
For the period March 31, 2007, the Company did not experience any material changes in market risk disclosure that affect the 

quantitative and qualitative disclosures presented in the 10-K for the year ended December 31, 2006.  

Item 4. Evaluation of Disclosure Controls and Procedures  
Based on an evaluation under the supervision and with the participation of the Company’s management, the Company’s 

principal executive officer and principal financial officer have concluded that the Company’s disclosure controls and procedures as 
defined in rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (Exchange Act) were effective as 
of December 31, 2006 to ensure that information required to be disclosed by the Company in reports that it files or submits under 
the Exchange Act is (i) recorded, processed, summarized and reported within the time periods specified in the Securities and 
Exchange Commission rules and forms and (ii) accumulated and communicated to the Company’s management, including its 
principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required disclosure.  

Inherent Limitations Over Internal Controls  
The Company’s internal control over financial reporting is designed to provide reasonable assurance regarding the reliability 

of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted 
accounting principles. The Company’s internal control over financial reporting includes those policies and procedures that:  
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  Payments due by Period

  

Remaining
9 months

2007  2008  2009  2010   2011   After 2011  Total
Long-term debt  $ 886  $ 1,193  $436,482  $24,418  $ 191  $ 1,030  $464,200
Interest  37,327  47,062  14,891  1,705   113   248  101,346
Capital lease obligations  1,561  1,211  474  —     —     —   3,246
Operating leases  6,913  8,333  7,968  7,025   4,939   19,149  54,327
Unconditional purchase obligations  1,532  2,100  2,100  2,100   2,100   219  10,151

             

Total Contractual Cash Obligations  $ 48,219  $59,899  $461,915  $35,248  $7,343  $ 20,646  $633,270
             

 (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the Company’s assets; 

 

(ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that the Company’s receipts and 
expenditures are being made only in accordance with authorizations of the Company’s management and directors; 
and 

 (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the Company’s assets that could have a material effect on the financial statements. 



Management, including the Company’s Chief Executive Officer and Chief Financial Officer, does not expect that the 
Company’s internal controls will prevent or detect all errors and all fraud. A control system, no matter how well designed and 
operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design 
of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative 
to their costs. Because of the inherent limitations in all control systems, no evaluation of internal controls can provide absolute 
assurance that all control issues and instances of fraud, if any, have been detected. Also, any evaluation of the effectiveness of 
controls in future periods are subject to the risk that those internal controls may become inadequate because of changes in business 
conditions, or that the degree of compliance with the policies or procedures may deteriorate.  

Management’s Annual Report on Internal Control Over Financial Reporting  
The Company’s management is responsible for establishing and maintaining adequate internal control over financial reporting 

(as defined in Rule 13a-15(f) under the Securities Exchange Act of 1934, as amended). Management conducted an evaluation of the 
effectiveness of the Company’s internal control over financial reporting. Based on this evaluation, management has concluded that 
the Company’s internal controls over financial reporting was effective as of December 31, 2006. The Company intends to evaluate 
the effectiveness of its controls over financial reporting based on the criteria set forth in Internal Control—Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) during 2007.  

There have been no changes during the three months ended March 31, 2007 that have materially affected, or are reasonably 
likely to materially affect, our internal controls over financial reporting as previous disclosed in our 2006 Annual Report on Form 
10-K filed with the Securities and Exchange Commission.  

PART II—OTHER INFORMATION  
  

There have been no material developments in legal proceedings involving the Company since those reported in the Company’s 
Annual Report on Form 10-K for fiscal year ended December 31, 2006.  
  

Risk factors which could cause actual results to differ materially from those suggested in any forward-looking statements 
include but are not limited to those discussed or identified in this document, in our public filings with the Securities and Exchange 
Commission, and in our annual report on Form 10-K for 2006, including those factors set forth in Part I, Item 1A of such report. 
There have been no material changes in the risk factors previously disclosed in our 2006 Annual Report on Form 10-K.  
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ITEM 1. Legal Proceedings. 

ITEM 1A. Risk Factors 

ITEM 6. Exhibits. 
 (a) Exhibits 

 31.1  Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

 31.2  Certifications of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.



SIGNATURES  

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrants have duly caused this report to be 
signed on their behalf by the undersigned thereunto duly authorized.  
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MUZAK HOLDINGS LLC
MUZAK HOLDINGS FINANCE CORP.

By: /S/ STEPHEN P. VILLA 
Date: May 15, 2007 Stephen P. Villa 

Chief Executive Officer 
(Principal Executive Officer)



EX-31.1 2 dex311.htm SECTION 302 CEO CERTIFICATION 
Exhibit 31.1 

Muzak Holdings LLC  
Section 302 Certifications  

Certification of the Chief Executive Officer  
I, Stephen P. Villa, Chief Executive Officer of Muzak Holdings LLC certify that:  
  

  

  

  

  

  

  

  

  

  

  

May 15, 2007  
  

1. I have reviewed this quarterly report on Form 10-Q of Muzak Holdings LLC; 
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a 

material fact necessary to make the statements made, in light of the circumstances under which such statements were 
made, not misleading with respect to the period covered by this quarterly report; 

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and 
for, the periods presented in this quarterly report; 

4. The registrant’s other certifying officers and I, are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have: 

 
(a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, 

including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this quarterly report is being prepared; 

 (b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior 
to the filing date of this quarterly report (the “Evaluation Date”); and 

 (c) Presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures 
based on our evaluation as of the Evaluation Date; 

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s 
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent function): 

 
(a) All significant deficiencies in the design or operation of internal controls which could adversely affect the 

registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s 
auditors any material weaknesses in internal controls; and 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in 
the registrant’s internal controls; and 

6. The registrant’s other certifying officers and I have indicated in this quarterly report whether or not there were 
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent to 
the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and 
material weaknesses. 

/s/ Stephen P. Villa 
Stephen P. Villa
Chief Executive Officer
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Muzak Holdings LLC  
Section 302 Certifications  

Certification of the Chief Financial Officer  
I, Stephen P. Villa, Chief Financial Officer of Muzak Holdings LLC certify that:  
  

  

  

  

  

  

  

  

  

  

  

May 15, 2007  
  

1. I have reviewed this quarterly report on Form 10-Q of Muzak Holdings LLC; 
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a 

material fact necessary to make the statements made, in light of the circumstances under which such statements were 
made, not misleading with respect to the period covered by this quarterly report; 

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and 
for, the periods presented in this quarterly report; 

4. The registrant’s other certifying officers and I, are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have: 

 
(a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, 

including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this quarterly report is being prepared; 

 (b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior 
to the filing date of this quarterly report (the “Evaluation Date”); and 

 (c) Presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures 
based on our evaluation as of the Evaluation Date; 

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s 
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent function): 

 
(a) All significant deficiencies in the design or operation of internal controls which could adversely affect the 

registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s 
auditors any material weaknesses in internal controls; and 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in 
the registrant’s internal controls; and 

6. The registrant’s other certifying officers and I have indicated in this quarterly report whether or not there were 
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent to 
the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and 
material weaknesses. 

/s/ R. Dodd Haynes 
R. Dodd Haynes
Chief Financial Officer


