SMART ONLINE, INC.

Securities Trading Policy
(As approved by the Board of Directors on November 29, 2006)

INTRODUCTION

This securities trading policy applies to all digrs, officers and employees of Smart Online, Inc.
and its subsidiaries (collectively, the “Companyihd to all consultants and other persons who have
agreed to comply with the policy (collectively, alich persons are referred to as “Covered Persons”)
The policy applies to all Company securities, idahg the Company’s common stock, any call or put
options and any other securities with a value @erivom the Company’s common stock. In certain
situations, as described below, the policy maywfipthe securities of other companies about which
Covered Persons gain information.

The last section of this securities trading politBrovisions Applicable Only to Designated
Insiders”), applies only to Covered Persons who ale “Designated Insiders,” which include the
Company’s (a) directors, (b) executive officerg,ffersonnel in the financial and accounting depeuntis
and (d) any personnel designated by the Compawoyjocate counsel from time to time (the
“Compliance Officer”) (who may also undesignatelspersons). In addition, the Company’s audit
committee may modify who is designated as Desighbisiders at its discretion.

EXPLANATION OF MATERIAL NON-PUBLIC INFORMATION
Definition of Material Non-Public I nfor mation

It is not possible to define all categories of MatieNon-Public Information concerning the
Company to which this policy is applicable. Howeweformation should be “Material Non-Public
Information” if: (a) there is a substantial likebibd that the information would be considered imgairt
to a reasonable investor in making an investmecisim with respect to whether to buy, hold or sed
Company securities; and (b) the information hashean previously disclosed to the general public.

What is Material ?

In all cases in which a Covered Person is not cettet information in his or her possession is
Material Non-Public Information, the Covered Persbould exercise caution and treat the information
as if it is Material Non-Public Information. Theaee, however, general categories of informatian th
are generally considered material, regardless efthdr the information is considered to be positive
negative to a particular investment decision. Exasof these types of information include, butraoe
limited to:

« financial condition or results;

» projections of future financial condition or resylincluding earnings guidance;

» earnings that are inconsistent with the consengosctations of the investment
community;

* gains or losses of substantial customers or orders;

* significant new research and development or prodoobuncements;

» significant product defects or maodifications;

* pending or proposed significant acquisitions orgees;
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* pending or proposed dispositions of significant ants of assets;

* pending or proposed partnerships, acquisitionst yj@ntures or spin-offs;

* impending defaults on indebtedness, bankruptcytteerdinancial liquidity problems;

» gains or losses of substantial customers or orders;

» significant pricing changes;

* major events regarding Company securities, suahoak splits, reverse stock splits or
recapitalization plans;

* pending or proposed equity or debt offerings;

* significant financial exposure in actual or threwte litigation;

* major changes in senior management and the boatideators; and

» significant changes in dividend policy.

The foregoing are examples only. Any other infaiorg positive or negative, which could
reasonably affect the price of Company securiaésy may be material.

What is Non-Public?

Non-public information is information that is natrgerally known or available to the public.
Information is considered to be available to thbliguwonly when it has been released broadly and
investors have had time to absorb the informatithy.f Therefore, any information should be consadke
non-public until the opening of the first requleading session that begins at least after 24 hoass
passed following the public release of the infoiorat

PROVISIONSAPPLICABLE TO ALL COVERED PERSONS

Federal and state securities laws prohibit thelage and sale of a company’s securities by persons
who are aware of Material Non-Public Informatiorvasl as other activities that can be considered
insider trading. It is important that all Coveredrsons understand the activities that constilieigsai
insider trading and the consequences. Set foltwbare certain prohibitions and guidelines for all
Covered Persons (which includes Designated Ingiders

Prohibition on Purchasing or Selling Based on Material Non-Public I nformation

A Covered Person shall not purchase, sell or aéf@urchase or sell any Company securities during
any period that he or she possesses Material NbheRoformation regarding the Company. This
prohibition applies even though failure to exeaufgurchase or sale may result in an economic tpss't
the non-realization of a profit by, a Covered Pers@/ith respect to any Material Nonpublic
Information, this policy prohibits any Covered Rerdrom trading in Company securities until the
opening of the first regular Nasdaq trading sesthanbegins at least after 24 hours has passed
following the public release of the informatiom the case of extraordinary events, it is posghme
some people could contend that the investing puldicld need more than 24 hours to absorb the
information. In such an event, waiting two or #days to trade would be prudent.

Prohibition on Tipping of Material Non-Public I nformation

A Covered Person shall not disclose (“tip”) MateNan-Public Information to any person who is
not specifically authorized by the Company to haweess to such information. If the Material Non-
Public Information is used by the person tippedHsyCovered Person to purchase or sell Company
securities, the Covered Person may be held legadlyonsible for the consequences of the purchase or
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sale as if he or she was purchasing or sellingpifoor her own account. Likewise, a Covered Person
shall not make any recommendations or expressasrabout Company securities to any person on the
basis of Material Non-Public Information regardihg Company, even if the Covered Person does not
actually tip the Material Non-Public Informationttoe other person.

Prohibition on Short-Sales

Covered Persons are prohibited in engaging in Sabes of Company securities (a sale of securities
not then owned), including “sales against the b@x5ale with a delayed delivery of the security).
Covered Persons are also prohibited from tradinmuis, calls and other securities that are devigatf
the Company’s securities.

Material Non-Public Information Regarding Certain Other Companies

This policy and the prohibitions and guidelinesteamed herein also apply to Material Non-Public
Information possessed by a Covered Person reladitige Company’s customers or other companies
with which the Company has or is seeking a busingasionship, when the Material Non-Public
Information is obtained by the Covered Person éndburse of employment with, or services performed
on behalf of, the Company.

Use of Standing Orders

Covered Persons should use standing orders onlyefgrbrief periods of time. A standing order
placed with a broker to sell or purchase Compapyr#tges at a specified price leaves a Covereddpers
with no control over the timing of the transactidhmay be considered insider trading if a Covered
Person’s broker executes a standing order transaetiile the Covered Person is aware of Material
Non-Public Information.

Use of Rule 10b5-1 Plans

Notwithstanding that a Covered Person is in pogsesd Material Non-Public Information, a
Covered Person may effect transactions pursuamptan established in accordance with Rule 10bb-1 o
the Securities Exchange Act of 1934, as amended‘&kchange Act”), provided that the plan has been
approved by the Company’s audit committee priatd@stablishment. A Rule 10b5-1 plan is a written
program for trading securities that must be esthbll when a Covered Person is not in possession of
Material Non-Public Information. A Rule 10b5-1 pldoes not allow a Covered Person to exercise
discretion as to trading, but establishes critBmidrades such as the amount, price and trade date
Designated Insiders should see the additional gaelan this policy on their use of Rule 10b5-1 glam
the section below, “Provisions Applicable Only tedignated Insiders—Use of Rule 10b5-1 Plans by
Designated Insiders.”
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Application of Policy to Consultants

Consultants and others who as a result of thatiogiship with the Company may acquire
knowledge of Material Non-Public Information wilelrequested to agree to comply with this policy.
The Company’s auditors, attorneys and others bbynaofessional obligations not to disclose or use
Company confidential information are exempt from foregoing requirement in light of their own rules

Impact of Policy on Exercise of Stock Options

Director and employee stock options may be exeloigeen a Covered Person is in possession of
Material Non-Public Information and when a tradimigidow is closed for Designated Insiders, but the
purchased shares may not be sold until the infeomdtecomes public or the trading window opens.
Therefore, a “cashless exercise” or outright tiadeot permitted when a Covered Person is in
possession of Material Non-Public Information orthe case of a Designated Insider, when a trading
window is closed. For additional information regjag trading windows for Designated Insiders, see
“Provisions Applicable Only to Designated Insidebglow.

Application of Policy to Family Membersand Brokers

Covered Persons subiject to this policy are requoethsure that transactions which would
otherwise be prohibited if engaged in by that pems@ not made by his or her spouse, minor children
adults residing in the same household, or by adyagle firm or other third party pursuant to a sdle
shares subject to a margin account or other lien.

Gifts of Company Securities

Gifts of securities of the Company shall be subjeche restrictions of this Policy to the same
extent as a sale of securities, if the donor rexseany tax deduction on account of the gift. Otiks of
securities may be made without compliance withpitedibitions on sales of securities, except th#tef
donor and donee are related by blood or marria@mvared Person may not make the gift at any time
the Covered Person would be prohibited by thisgydiiom making a sale, unless the donee agrees in
writing in an agreement in form and substance geté¢pto the Company’s Compliance Officer not to
sell the gifted securities until after the nextedan which the donor could sell the gifted secesiin
compliance with this policy. Notwithstanding thedgoing, no Covered Person shall (i) disclose any
Material Nonpublic Information to any donee, o} firovide any instruction or advice to any donee
about trading securities of the Company other tinatform a donee who has signed a no trade
agreement as described above of the occurrente dirst date at which sale could be made unddr suc
agreement.

Compliance and Penalties for Non-Compliance

The Company’s Corporate Counsel has been appdintgetve as the Company’s Compliance
Officer for this policy. Please direct any inquir@bout this policy to the Compliance Officer. No
provision of this policy may be waived without appal of the Board of Directors of the Company.

More specifically, if you believe you may have wtdd this policy or any federal or state laws
governing insider trading or know of any such viaa by a Covered Person or Designated Insider, you
must report the violation immediately to the Corapte Officer. If the conduct in question involtes
Compliance Officer, or if you have reported the dct to the Compliance Officer and do not beliege h

4

#Securities Trading Policy (Nov. 2006) - FINAL



has dealt with it properly, or if the Compliancefi@ér is not available and the matter is time-sevesi

you may discuss the matter with the Company’s Chiefcutive Officer or the Chief Financial Officer.

If the conduct in question involves the Complia@fécer, the Chief Executive Officer and the Chief
Financial Officer, or if you have reported the coadto the Compliance Officer, Chief Executive O
and the Chief Financial Officer and do not beliewter has dealt with it properly, or if eithemist
available and the matter is time-sensitive, you ahiaguss the matter with any member of the Commany’
audit committee.

In addition to being potentially subject to civilcdhcriminal penalties, violations of this policy by
employees may result in disciplinary action, inchgdtermination of employment. The disciplinary
action to be taken shall be determined by the (Exefcutive Officer and Chief Financial Officer (ay
the Audit Committee, in case of a violation or pbkesviolation involving either the Chief Executive
Officer or the Chief Financial Officer). The Congpice Officer shall be responsible for maintaingng
record of any violations or possible violationsttbame to the Compliance Officer’s attention. Any
director or employee having knowledge of a violatay possible violation should inform the
Compliance Officer promptly. The Compliance Offishkall promptly inform the Audit Committee of
all violations or possible violations that comelte Compliance Officer’s attention and of any
disciplinary action taken.

The ultimate responsibility for complying with thielicy as well as federal and state securitieslaw
and regulations rests with each individual. Eaxtvidual should use his or her best judgment and
consult with legal and financial advisors, as neede

PROVISIONSAPPLICABLE ONLY TO DESIGNATED INSIDERS

The provisions that follow only apply to the ComparDesignated Insiders (directors, executive
officers, financial and accounting department pengband personnel designated by the Compliance
Officer or the Audit Committee).

Quarterly Close of Trading Window for Designated Insiders

No Designated Insider may buy or sell Company sgesduring the period commencing on the
first calendar day of the last calendar month the end of a fiscal quarter and ending with the
opening of the first regular trading session theggibs after 24 hours has passed following the publi
release of financial results for the quarter. Bgithis period the “trading window” is considerddsed.

Optional Close of Trading Window

In addition to the automatic quarterly close of tteeling window for Designated Insiders, the
Company’s Chairman or Chief Executive Officer magtpbit trading by any Designated Insider or
groups of Designated Insiders at any time the @raror Chief Executive Officer believes it is ith
best interest of the Company to do so based upoaualuation of potentially Material Non-Public
Information. In such circumstances the tradingdein may be closed for those individuals or grounes t
Chairman or Chief Executive Officer may determideisable after consulting with counsel.

Announcement of Close of Trading Window
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The opening and closing of a trading window willdrenounced via e-mail or other suitable means
to the affected persons. The Company’s Compligitieer shall be responsible for maintaining a
record of the opening and closing of the tradingdei for all affected persons.

Designated Insiders should remember that merelgraahto trading when a trading window is
open does not ensure that they are not engagingigter trading. Designated Insiders also musovol
the guidelines and prohibitions applicable to CeddPersons described above, which includes an
evaluation of whether they are in possession oeki@tNon-Public Information before engaging in a
trade at any time.

Approval of Ability to Trade

Each Designated Insider must receive written apgrisem the Company’s Compliance Officer,
prior to placing any order for the purchase or sal€ompany securities. Approval shall be
granted provided that the trading window is opeth &l expire upon the earlier of (i)

withdrawal of the approval by the Compliance Offioeally or in writing or (ii) 48 hours after

the approval is granted, provided that the tragiimglow remains open. Each Designated Insider
is responsible for ensuring their own compliancthwail reporting or restrictions under the
securities laws, including those set forth in Secid6 under the Exchange Act (such as
limitations on short-swing transactions) or Ruld Léhder the Securities Act of 1933, as
amended, if applicable to such Designated Insi&action 16 and Rule 144 policy requirements
are in addition to this policy.

Use of Rule 10b-51 Plans by Designated Insiders

Notwithstanding that a Designated Insider is ingession of Material Non-Public Information or
the existence of a close on a trading window, adb@s$ed Insider may effect transactions at any time
pursuant to a plan established in accordance with ROb5-1 of the Exchange Act, provided that the
plan has been approved by the Company’s audit ctirerprior to its establishment. In addition, a
Designated Insider is not required to pre-ckeades with the Company’s Compliance Officer & th
trades are made pursuant to a properly establiRbh&e10b5-1 plan, although Designated Insiders must
still reportthe trade to the Compliance Officer in advancertsure that Section 16 filings made in a
timely manner if required for such Designhated lesid’ he Company encourages Designated Insiders to
limit all trading to those made through a Rule 1aly3an.

Use of Margin Loans

Designated Insiders are prohibited in engagingandactions in which Company securities are used
as collateral and are subject to being sold updecéine in the market price of the Company sea@giti
Sales forced by these type of “margin loans” ateexempt from insider trading rules. Under margin
arrangements, the broker may be entitled to selptedge Company securities without the Designated
Insider’s permission if the value of the Compangusies falls below the broker’'s margin requirernsen
The sale, even though not initiated at the Desaghétsider’s request, is still a sale for his or enefit
and may subject the Designated Insider to liabilitger the insider trading rules if made at a timaer
she is in possession of Material Non-Public Infaiora Accordingly, Designated Insiders are
prohibited from making a margin loan in a brokerageount.
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