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FORWARD-LOOKING STATEMENTS

Certain statements made in this Annual Report amF®-KSB are "forward-looking statements" withinetmeaning of Section 21E of the
Securities and Exchange Act of 1934 regarding thespand objectives of management for future ojmersitand market trends and
expectations. Such statements involve known andawnk risks, uncertainties and other factors that oase our actual results, performa

or achievements to be materially different from &utyire results, performance or achievements espresr implied by such forward-looking
statements. The forward-looking statements inclut®e@in are based on current expectations thahievamerous risks and uncertainties.
Our plans and objectives are based, in part, amgsisons involving the continued expansion of ousihess. Assumptions relating to the
foregoing involve judgments with respect to, amotiger things, future economic, competitive and raadonditions and future business
decisions, all of which are difficult or impossilite predict accurately and many of which are beyomdcontrol. Although we believe that ¢
assumptions underlying the forward-looking statet®i@ne reasonable, any of the assumptions couleepnaccurate and, therefore, there can
be no assurance that the forward-looking statemeditsded in this report will prove to be accurdtelight of the significant uncertainties
inherent in the forward-looking statements inclutiedein, the inclusion of such information shoutd be regarded as a representation by us
or any other person that our objectives and plahdeachieved.

The terms "we,
its predecessors.

our," "us," or any derivative tbef, as used herein shall mean SmartPros Ltd.JanBee corporation, its subsidiaries and



PART |
ITEM 1. DESCRIPTION OF BUSINESS
OVERVIEW

We provide learning and training solutions for sfie@rofessional markets, including accountingdiivce, legal, engineering, securities and
insurance--all of which have mandatory continuidgaation requirements--as well as information tedbgyY professionals. We also provide
corporate governance, ethics and compliance trgiftinthe general corporate market. We offer o#-#helf courses and produce custom-
designed programs with delivery methods best stitede specific needs of our clients. Our custanireeclude professional firms of all sizes
and many of the Fortune 500 companies and a lanydear of midsize and small companies.

Our learning solutions for professionals are desibio meet the initial and/or the ongoing licensamg continuing professional education
requirements imposed by state licensing agencieégrofessional standards organizations. Most ottheses in our accounting/finance
library are designed to meet the standards andadh¢he requirements of all state boards of act@mncy and those of various professional
and certifying organizations. In the engineeringgamost of our courses have been approved foncamg professional development credit
by one or more organizations, including the AmariSaciety of Civil Engineers, the National SociefyProfessional Engineers, the
American Council of Engineering Companies, the An@ar Society of Mechanical Engineers, and the BtdjEanagement Institute. Our
financial services library consists of courses giesél to meet the licensing or continuing educatémuirements for bankers and financial
service professionals, which includes insurancé&dng) bankers and licensed security industry psidesils.

Our entire continuing legal education library ipegved in 12 states and the United Kingdom, andesorrall of the continuing legal
education courses are approved in 29 states. Uthlikaccounting and engineering professions, waer@ional organization oversees the
approval process for continuing education courisethie legal profession each state's bar, judiaargther organization controls the approval
process.

In the general corporate market, our training $ohg are designed to meet corporate learning abgscapplicable to specific skills and iss!
regarding integrity and corporate culture. Our cogpe ethics and compliance training programs asigded to align corporate behavior with
applicable laws and regulations and generally aecdepodes of conduct. For example, our programsaeaywith issues prompted by the
Sarbanes-Oxley Act of 2002, the U.S. Federal SeirtgriGuidelines, and laws addressing workplace omdact such as harassment. Our e-
marketing and e-commerce business sells ads owebrsite and develops customized newsletters amkietirag programs for our clients.

Our products are available in one or more of thieviong formats:

print, videotape and digital. Digital format candbeivered on CD-ROM, DVD or over the Internet. Theernet is our fastest growing
delivery channel, attracting new and existing vidb@sed subscribers. Our solutions are flexiblet-eficient and easy to use. They alleviate
many of the inefficiencies associated with traditibclassroom training, such as travel costs, sdimegdifficulties and opportunity costs. In
addition, we also offer our clients a learning emmtmanagement system, which provides the profeslsi@nd their employers a platform to
take continuing education over the Internet andathibty to track their usage and performance.
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CORPORATE HISTORY

We were organized in April 1981 under the laws efdware as Center for Video Education, Inc. In 1@@8hanged our name to Creative
Visual Enterprises, Ltd. In January 2000 we charmedhame to KeepSmart.com, Inc. and in June 2@thanged our name to SmartPros
Ltd.

INDUSTRY BACKGROUND

The American Society for Training and Developménits 2006 STATE OF THE INDUSTRY report, estimatadt in 2006 U.S.
organizations spent $109 billion on employee leagrand development. The accounting and finance ehamkludes certified public
accountants, certified management accountantsfieginternal auditors and other accounting prsiesals, as well as corporate accounting,
finance and management professionals, most of wienre mandatory continuing education requirementsoAding to the Bureau of Labor
Statistics, in 2006 there were over two million@aatants and finance professionals in the UnitedeSt Based on the fact that the American
Institute of Certified Public Accountants claim#iits over 330,000 members representing approxiyné®b of all the certified public
accountants in the United States, we estimate #rereurrently more than 500,000 certified pubticauntants and financial professionals
require continuing professional education credintintain their professional accreditations anddneds of thousands of other financial
management professionals that require continuinfepsional education credit to maintain their €iegtions.

To maintain their licenses, accounting professionalist satisfy the continuing professional eduaaticequirements mandated by the State
Boards of Accountancy of the states in which theactice. Although states may differ in terms of@fie course requirements or the cycle of
the licensing period, every state and the Distiic€olumbia and the U.S. Territories, other thars®®@hsin and the Virgin Islands, which do
not have any continuing professional educationirequent, requires at least 40 hours of continuirgigssional education credit annually to
maintain an accounting license. In addition, imtgiof whether a particular course will qualify foPE credit, 45 states, the District of
Columbia, and Puerto Rico automatically accept sesioffered by the National Registry of CPE Spa)salso known as NASBA (National
Association of State Boards of Accountancy). Tvaiedt require registration with their licensing ages. The remaining states, other than
Wisconsin, and U.S. Territories, other than thegWirslands, have standards that mirror those 06BA and have no formal registration
requirements.

According to the Bureau of Labor Statistics, in @@0ere were 1.5 million engineers in the Uniteat& and over 600,000 construction
managers and engineers. In addition, there are4Ai®000 engineering technicians who may neediadditspecialized training. All 50 sta
require engineers to take and pass a certificai@am to become a licensed professional engineerbakic entry-level exam, Fundamentals
of Engineering, is given twice each year, in Aprid October. According to the National Council aaBiners for Engineering and Survey
(NCEES), in 2007 over 40,000 engineers sat foet@an and 73% passed. In addition, engineers whotphadundamentals of Engineering
exam must then take a second exam to be licenseg@m@dessional engineer in a specific area sudivdsengineering or mechanical
engineering. For example, the Professional Engingexam, or PE, for civil engineering is the highkevel exam for civil engineers. This
exam is also given twice a year, in April and OetolAccording to NCEES, in 2007, 64% of the tothdidates taking the exam, which
covers multiple disciplines, passed.

Many states require licensed professional engineecemplete a minimum number of professional dgwelent hours to maintain their
professional licenses. Unlike the accounting andrfce market, where there is a reasonable amouwmifofmity, in the engineering market
each of the states requiring professional developieurs sets its own standards. The number ofshaquired by the states varies from 16
per year to 30 every two years. In most instarttesstates rely on various professional organimatto certify whether a particular course
qualifies for professional development credit.



Forty-one states require some form of continuiggleducation with requirements ranging betweehdu¥s per year to a total of 45 hours
every three years. All courses have to be apprbyetie respective bar associations of each statikeJother professions, each state rather
than a national organization exercises control tiverequirements and content approval of contmiégal education courses, which makes
the approval process more difficult.

In addition to these professions, employees ofiiiied service firms, including banks, brokerage desuand insurance companies, have
employees who hold various licenses granted byetheral and/or state governments or administratgencies that require continuing
education or need training to prepare for theifowe professional licensing examinations.

Over the last few years, legislators, governmedtraarket regulators, the investment community &edgeneral public have become more
aware of issues involving corporate governancecgtmd compliance. This awareness resulted igatilens of sexual harassment,
accounting fraud and mismanagement, excessive ixeaompensation, breach of fiduciary duties arsider trading at some of the largest
corporations, mutual funds and market specialistd,the New York Stock Exchange. In some caseppcate mismanagement and
misbehavior have resulted in substantial investssés and fines, penalties or damages. In respmssene of these occurrences, Congress
passed the Sarbanes-Oxley Act of 2002, which ingosgorate governance standards on publicly tradetpanies and authorizes the
national exchanges and other regulatory bodiesipm$e their own strict standards. As a result,ipdgdmpanies, mutual funds, market
specialists and corporations in general are mazewattable to their stockholders and regulatory saers and the public. We anticipate that
corporate spending on compliance and ethics trgipingrams will increase.

While information technology professionals are galg not subject to continuing education requiretsethey need to keep abreast of the
rapidly changing environment in which they work. WWadieve our WatchIT product is a medium to prowidat education.

Although professional and corporate training hasanically been dominated by traditional classrdostruction, advances in communicatic
technology are changing the manner in which comedraining is developed, delivered and trackeaddition, competition demands that
professionals spend more of their time on reverereetating matters. The increasing demands madeofespionals and corporate managers
have led--and, we believe, will continue to dritiee-demand for continuing professional educatiah@nrporate training solutions that are
available in multiple, flexible and cost-effectif@mats.

OUR BUSINESS

Since becoming a public company in 2004, our bssifas expanded significantly, primarily througquasitions. In 2004, we served
principally two large vertical markets--accountifirgédnce and engineering professionals. Today, weedé/e professional markets and
provide training solutions to a wide range of cogte clients in varying industries. We do this thgh our various divisions, all of which are
devoted to providing educational services.

Our business is designed to satisfy the growinglsaieé&

o professionals and their employers to comply wittial and continuing professional education reégmients in a flexible cost-effective
manner;

o businesses to provide their employees and masnaggr training programs addressing the needseif tespective industries, corporate
governance, ethics and compliance issues; and



o professionals and businesses to be able to &aratknonitor their and their employees' complianith eontinuing education requirements
and to assess the effectiveness of their educhfioograms.

To address these needs, we have approximately B8 of programs that currently are availablerie or more formats including print,
videotape, CD-ROM or online--approximately 1,10@&acounting/finance, 600 in engineering, 600 hduisganking, securities and financial
services, 200 hours in legal training and 200 hguisformation technology, not including customsdmed courses. We develop customized
courses based on specifications provided to usibgleénts in both financial and non-financial irstides. Most of our courses are designed to
accommodate both group and self-study.

All of our courses in the accounting and financef@ssional libraries are designed to meet the staiscand adhere to the requirements of all
state boards of accountancy and those of the Aarelitstitute of Certified Public Accountants (AICRAnstitute of Management
Accountants (IMA), Institute of Internal Auditori4), the Association of Financial Professionald#), and the Association of Government
Accountants (AGA). We are a registered sponsooafinuing professional education with NASBA andNiew York and Texas, the only two
states that have not adopted the NASBA standardiSBY also confers the status of Quality Assuranees/iBe on organizations that offer
self-study courses that meet the requisite stasd&yé have met those standards and received #ias sAs a result, our designated programs
qualify for continuing professional education ctediall 50 states for certified public accountam@rtified management accountants, certified
internal auditors and certified financial managers.

Our engineering products include courses that esegded to help prepare engineers for the basig-&uel licensing exam and the civil
engineering professional engineer licensing examyell as courses that are designed to meet thargngrofessional development
requirements mandated by various states. We géngratly develop with or license these programani an independent third party. Mos!
our engineering courses are available in print, DM and/or online.

Our Working Values, Ltd. subsidiary, consistingwb divisions that often overlap, develops ethied aompliance training programs for
corporations and other organizations and providesituing legal education. These programs are desdigo align workplace behavior with
legal standards and prevailing community expeatatiegarding corporate conduct. We also develapitigatechniques and strategies
focusing on modular development of resources thaktspecific risk areas identified by the cligdur library of customizable communicat
and learning tools and templates, in digital aridtgormats, enables us to develop training androomication solutions and strategies
tailored to the individual corporate cultures offealient at competitive price points. The ressilan integrated program that more closely
reflects the culture of, and the specific issueifg the client organization while still maintaigithe cost advantages of a generic solution.

Working Values' Cognistar division develops progseand provides services to the legal and corpe@tgliance market. These solutions
include self-paced courses in a content-rich, eingagnvironment, that take full advantage of thednet, and, most importantly, can be
provided at significantly lower cost than other tioning education experiences. Cognistar produatide accredited continuing legal
education programs and customized corporate tamiograms.

Our information technology training division coutg@ary, WatchIT, includes more than 250 courses/igling relevant briefings to
executives, technologists and consultants withvegleup-to-date information in the ever-changinthtelogy landscape.

Our financial services division offers over 300 gmutitles covering the insurance, banking andri@esiindustries. These courses can be
delivered online, in a multimedia Web-based forroatyvideo or



through live training. Many of these courses hagerbapproved for credit by different organizatifarscontinuing education in their
respective fields.

We have relationships with a number of professianganizations and societies that we believe aatesfic either because we have co-
marketing or cdbranding arrangements with them or because wdyaletvelop products with them. While no single tiglaship is material
overall business, if all of these relationshipsevierterminate simultaneously, our competitive fiasiin the marketplace would be adversely
affected. The partners and the nature of our welatiip with them are as follows:

ASSOCIATION OF GOVERNMENT ACCOUNTANTS. AGA offers mst of our accounting/finance products to its mersiierough a co-
branded professional education center, or PEC.

FINANCIAL EXECUTIVES INTERNATIONAL AND INSTITUTE OF MANAGEMENT ACCOUNTANTS. FEI and IMA both market
Financial Management Network. We are responsibi@foducing the product with FEI and IMA, assistingopic selection and with
providing speakers. We also are primarily respdadiir selling the product. We also sell our SmaytPAdvantage line of products through
FEI and IMA.

INSTITUTE OF INTERNAL AUDITORS. IIA offers the ontie version of Financial Management Network and #Pnas Advantage to its
members through a co-branded PEC.

STATE SOCIETIES OF CERTIFIED PUBLIC ACCOUNTANTS. A number of state
societies offer various products of ours througkirtbwn co-branded PEC.

CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS. CICA ffers the online version of Financial Managementwéek and
SmartPros Advantage to its members through a codediProfessional Education Center.

AMERICAN SOCIETY OF CIVIL ENGINEERS AND BOSTON SOENY OF CIVIL ENGINEERS. We jointly developed our BEEam
Review course with these organizations. In additwith the ASCE we jointly developed 37.5 hoursesfhnical civil engineering courses.
ASCE markets our courses to its members.

NATIONAL SOCIETY OF PROFESSIONAL ENGINEERS. NSPE sells our courses
through a co-branded Web site and directly thrahgir Web site.

AMERICAN COUNCIL OF ENGINEERING COMPANIES. ACEC dslour courses on their Web site, on a co-branded ¥ite and via
direct mail. They co-developed some of our busis@gbmanagement courses.

AMERICAN SOCIETY OF MECHANICAL ENGINEERS. ASME sell s our products.
ASSOCIATION OF OPERATIONS MANAGEMENT. APICS sellsiosupply chain, inventory and production courses.

AMERICAN INTELLECTUAL PROPERTY LAWYERS ASSOCIATIONWe convert AIPLA's live seminars to online formatPLA
markets our course catalog and their members giteedrio a discount off the list price.

BUSINESS TRAINING LIBRARY. BTL sells our banking dnnformation technology course libraries to th@istomers on their own co-
branded PEC.

OUR STRATEGY

Our objective is to become a leading provider afttwing professional education and corporate ingiisolutions in the United States. To
achieve this goal, we will pursue the followingaségies:



EXPAND LIBRARY OF CONTENT. We believe that our fusisuccess depends, in part, on our ability to ldgvend acquire new content.
The new content could either expand or supplemeanésristing libraries or could constitute a newdity for one or more additional vertical
markets. Toward this end, we continuously develew nourses for our accounting, engineering, legidymation technology, financial
services and general corporate libraries.

EXPAND WITHIN EXISTING MARKETS AND INTO NEW MARKETS We continue to focus on expanding our presendd@imtroduce
new products into the markets we currently senaetiqularly engineering, legal, financial servigesl information technology, where we feel
our market share is relatively small, and corpoediiéics and compliance training, where we beliéedpportunity is significant. In addition,
we will investigate expanding into completely newriets that we think are potentially lucrative,sas healthcare, safety and personal
development and certificate programs for professl®mim various disciplines.

MAKE STRATEGIC ACQUISITIONS. We believe that the stefficient way for us to expand our librariegrease our share of the mark
we currently serve and penetrate new markets ésitr strategic acquisitions as evidenced by thersaequisitions we made in years 2006
and 2007. We continue to seek strategic opporasiti

KEEP PACE WITH TECHNOLOGY. We believe that our @yito deliver our products in multiple formatsdstical to our continued
success. The broad acceptance of the Interneuinéss communication will continue, making it acreasingly important medium for
distributing our products. At the same time we gggpe that new technologies may emerge that withglement our model for flexible
delivery of content. In 2007, we began work on depieg a new Learning Management System (LMS), Whidl have new features and
functionalities incorporating the newest technolaegyg improve on LMSs acquired through some of eaent acquisitions. As a result, we
now able to deliver our content online to a greatenber of Fortune 1000 and other companies. Wetplaontinue to monitor the
development and market acceptance of new techres@gid will make the necessary investment to aslapgtroducts and services to them.

EXPAND EXISTING ALLIANCES AND ENTER INTO NEW STRATEIC ALLIANCES. We believe that alliances with prefgonal
organizations and associations and commercial nbpteviders are important to our growth and contipetposition in the industry. We ple
to try to broaden these existing relationships saek new ones.

OUR PRODUCTS AND SERVICES
The following are our products and services:
ACCOUNTING AND FINANCE

Our accounting and finance libraries contain oy&0Q credit hours of content, of which 900 are galheavailable, and the balance is
custom-designed for specific clients. Except foraBfros Advantage, discussed below, which is ondylable online, our accounting and
finance programs are available in videotape, DVD amline. The videotape and DVD formats can be tigedither group study or sedtudy
The online format is for self-study only and is aklyavailable as text only, text with audio, orammultimedia format that includes text, audio
and streaming video. All video courses come wiltaed copy of the program and are used primarilgfoup study. All online courses
include downloadable text materials, easy-to-follmwrse outlines, interactive quizzes and thetghii track credits and print completion
certificates. Video and online self-study prograqualify for two hours of continuing professionaluedtion credits in most states while video
group study qualifies for one hour of continuingfessional education credit. Our clients can pwetsther a single program or a
subscription to a series



of programs. Prices depend on the length of theaigiion, whether one, two or three years, the bemof users, and the number of libraries
covered.

SMARTPROS ADVANTAGE (SPA). SPA is a skills-basedreing library containing over 280 courses, vanyjimgength from one to eight
credit hours. We produce these programs in our mrwduction facility. We pay the authors of thesegrams a royalty. This library is
marketed primarily to corporate accounting andriceaprofessionals as well as public accountants.cburses are offered individually from
$22.95 to $183.60 per course. The list price fona-year subscription purchased online is $409.

FINANCIAL MANAGEMENT NETWORK (FMN). FMN is a libray of update programs dealing with currently relévapics. Each month,
we create four new programs (segments), or adb®8 new segments equal to 48 group study credithand 96 seltudy credit hours ea
year. We also maintain an online archive contaitirggmost recent 72 programs representing 144tdredis for our subscribers. T
segments are written and produced by our stafig@merally involve an independent industry profassi@s the interviewee. The material is
presented in a question and answer format. Theggans are marketed primarily to corporate accagrdind finance professionals. The list
price for a one-year subscription to the groupstideo version starts at $5,495 and for the onli@esion is $409 per user.

CPA REPORT (CPAR). This library of programs couengics in public accounting and is distributed maiity to accountants in public
practice. Each month, except March, we add four segments from among the following topical areadividual Tax, Business Tax, Estate
and Financial Planning, Specialized Tax Topics, ifiugl and Accounting and Financial Reporting. Wsoabffer an online archive containing
the most recent 44 programs representing 88 dnedits. The list price for a one-year subscriptm€PAR starts at $1,759 and $409 for the
online version.

THE CPA REPORT GOVERNMENT AND NOT-FOR-PROFIT. Thisoduct is a library of programs designed spedifidar accounting
professionals employed by federal, state and lgpoaérnmental agencies and not-for-profit organaregi Each quarter we distribute four new
programs: two for government accountants and twadd-for-profit accountants. We also publish afiranarchive containing 16 of the most
recent programs representing 32 credit hours. iBherice for a one-year subscription to the CPAR&nment and Not-for-Profit edition is
$499 for the video and $205 for the online version.

In addition to the libraries described above, thetents of which are available on a subscripticgid)ave also produce customized programs
for our clients. In some cases, the client willheuitthe content and retain us to videotape therprogand convert it into a digital format that
can be distributed via the Internet or internatigotigh the corporate intranet. In other cases, iNewite and produce the entire program for
the client. We then deliver this custom contertiaithrough our proprietary learning content manay# system or that of the client. These
customized products can be designed to qualifCRE credit.

ENGINEERING
Our engineering library includes the following:

PE EXAM REVIEW. Our interactive PE Exam Review caifor civil engineers was developed jointly witle tAmerican Society of Civil
Engineers and the Boston Society of Civil Enginéastion and is designed to prepare engineertiéar professional licensing exam. The
Exam Review course, with over 50 hours of mateisadn interactive multimedia tool that simulates actual professional engineering exam
using demonstration problems that are comparahieetproblems that are found on the actual exara.cbarse includes seven complete, self-
contained course modules that cover the followingjexcts: Transportation; Sanitary and Environmemdgtraulics and Hydrology;

Structures; Geotechnical; Surveying; and Econonfibs.list price for the review course is $645.
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In October 2006, we purchased certain assets,dimguhe course content of MGI, a provider of stifely courses, to prepare for the PE
exam. The MGI coursework, which covers the samefseiodules as our CD-ROM or online version, isapgr-based, self-study format that
provides for instructor mentoring via e-mail, tdlepe or submission of mini-exams for grading. Tibedrice for the MGI review course is
$390.

ONLINE PROFESSIONAL DEVELOPMENT HOURS. We havelardiry, consisting of 65 hours, of engineering arshagement courses
that qualify for professional development hours: &mample, in the "General Engineering: Businessdgament" area we have over a dozen
courses on various topics relating to managing algmofessional practice. Over half of the contarthis library was developed with the
ASCE. Other courses in this library were develowétl the ACEC. The list prices for these coursemeafrom $30 to $445.

PROJECT MANAGEMENT FOR ENGINEERS. This course wasleveloped with URS Corporation, one of the largesfineering firms it
the United States, and is certified by the Prdjéahagement Institute (PMI) for professional devetemt unit credit for certified project
managers and for professional development houdstdoe civil engineers. Developed by engineerscifipeally for engineers, it was one of
the first completely online interactive project mgement courses. The online format is enriched aittio and interactive graphics and
allows the user to proceed at his or her own pglee.program is divided into 11 critical sectionshadver 60 individual learning modules. It
provides over 35 hours of continuing professiore@ledopment credit. The list price for this cours&995 for 12-month access or $695 for
six-month access.

FUNDAMENTALS OF ENGINEERING EXAM REVIEW. This is preparatory course for the basic entry-level liagggnexam that all
engineers are required to take. It is a Flash-haststactive review course that is being marketieectly and through professional
associations to engineers as well as to engineéiring for their internal skill-building and comsatcy testing programs. It is available in CD-
ROM and online. The list price for this course 289 for either the combination CD-ROM/online versar for the online version. We also
private label the course for our strategic partserthey can market it to their members. The M@Etsedy version of this course also
provides for instructor mentoring and has a listgpof $390.

SUPPLY CHAIN AND CPIM CERTIFICATION. MGI providesotmembers of APICS a series of five courses thabeataken as either
stand-alone coursework or to become Certified odBction and Inventory Management (CPIM). The cesiiare designed to help the user
develop knowledge and skills in the essential apéasaterials management and integrated resourcagement. Each APICS self-study
course requires approximately 25 to 30 hours topeta. The list price for non-members for each selis $325.

CORPORATE GOVERNANCE, COMPLIANCE AND ETHICS

Working Values develops corporate governance, ciamgé and ethics programs for major corporatiomsather business enterprises.
Working Values currently offers the following prasta and services:

Working Values develops custom-built training aodhpliance programs for companies based on thedifspaeeds through its Integrity
Alignment Process. The intent is usually to meettibst practices standards of the Federal Sentg@aiidelines and other regulations. These
products help create a culture of compliance thhcagsessment methodologies and deployment of idé\éeb-based training and
communication tools.

Working Values has developed assessment toolstsagmployee attitudes and awareness of critisajrity and antifraud risks and also an
assessment that provides an objective snapshie afalues that underlie employee behavior, makipgssible to translate qualitative data
into quantitative data.



Working Values' "ethics training" is a curriculurhgpecific learning experiences designed to meetifip integrity risks. Training can be
designed to meet the specific needs of variouseagds; senior leaders, managers or all employees.

Working Values has created ready-to-deploy toolsaip an organization customize its ethics progréinese tools can be deployed as-is or
customized to meet an organization's needs. WoNaiges Integrity Toolkit Learning Management Systg MS) offers enterprise
distribution and administration of education comtamd information.

LEGAL

Working Values' Cognistar division offers 187 omelicourses in continuing legal education and busie#scs. These courses are accredited
for over 215 hours of CLE credit in approximate®/ s2ates. Not every course is approved in each.dtatddition, Cognistar develops
customized courses for its clients on a consuliasjs.

FINANCIAL SERVICES

Through our financial services training divisiorg Wave added over 300 courses, totaling over 606shim the banking, securities and
insurance areas. Course offerings include bankangptiance, general banking, general bank managenmsntance, lending, retirement and
estate planning, securities, ethics, anti-monegdaung, financial planning and industrgtated sales and service. Approximately 200 ofe
courses have been accredited by various statetdegas of insurance for continuing education crédany other courses have been
approved by the American College for PACE cretiig, Certified Financial Planners (CFP) Board of 8tads for CFP credit, and NASBA"
CPE credit. In addition, we have courses in ourlipto prepare various insurance and financialises employees in taking their licensing
exams. These courses are offered in a numberfefelift mediums including Web-based, video, multirmehd workshop format.

INFORMATION TECHNOLOGY

Our SmartlT division includes more than 250 coufsas our WatchIT catalog. These courses are dedigm update and inform technology
professionals about the latest initiatives in thield. Individual courses may be purchased for&ifhlimited access to our course catalog is
$1,199 per year.

GENERAL CORPORATE

Through our Skye Multimedia subsidiary we providgamegral corporate training to any number of indastimcluding pharmaceutical
manufacturers, professional firms, brokerage amahitial services. These programs are custom prddoa@eet the client's specific needs,
including product or sales training, technical priefncy or other uses. These programs can be dethia a variety of formats including Web-
based and give us the opportunity to cross selbther products and services to these companigg, 8kconjunction with another company,
has recently introduced its iReflect Training Saftesproduct. This is a training tool designed tpriove personal interactive skills.

OTHER

Most of our programs are generally produced ingsaduction facility, which also includes tape, CEID® and DVD duplication equipment.
In addition, the video production and duplicati@pdrtment generates its own revenue by leasinfadiléy to third parties and by producing
third-party programs.
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Our technology department is principally a sendepartment. Its primary function is to convert oaurses to digital format for distribution
on CD-ROM, DVD and the Internet. This departmesbahaintains our various Web sites, our learningestt management system, the
SmartPros Professional Education Center (PEC)ulosaribers to our accounting/finance and enginggrimnducts, and the Integrity Training
Center for subscribers to our ethics and complidgrairing programs. The SmartPros PEC is a turisstem designed to manage the
educational subscriptions, student accounts, e-anearand reporting needs of our clients. UsingSitmartPros PEC, our clients can review
and assess usage of our programs by their emplayektheir employees' performance and the effentis® of these programs. The Smart
PEC is co-branded with the client's logo and deéidausing an application service provider hostéaatructure model that requires no client
technology resources. For those clients who hagie thvn learning management system, we developtarface that allows them to access
our system through their technology. These systamsiot generally marketed as stand-alone prodieter, they are offered together with
our library of content and allow subscribers tekrasage and performance.

The technology department also generates feesghridieb site development and hosting, and consudtirangements. For example,
companies that have internal education programs bagaged us to convert those programs from wokkbostructor-led or videotaped-
based courses to an e-learning format. We also offecustomers a broad range of support serviigelsiding technical support for our
learning content management system. We believeptoatding a high level of customer service andtecal support is necessary to achieve
a high level of customer satisfaction and sustamegdnue growth.

PRODUCT DEVELOPMENT

Our product development team includes Jeffrey Jacidck Fingerhut, Allen S. Greene and Denise Stafathe accounting/finance area;
Stephen Henn in the legal market; Jay Gregory aioth&¢l Fowler in financial services; and Jamesdradind James Graham in information
technology. David Gebler, the former President afrkihg Values, developed programs on corporate m@aree, compliance and ethics for
the general corporate market. Mr. Gebler is leaWzgch 31, 2008, and will be replaced by CatheHeary.

Mr. Jacobs, who is the head of product developrfaraccounting products and the producer of our RMdduct, is an attorney and has been
developing continuing education programs for actiogrand finance professionals since 1987. Mr. &ihgt, the Company's désunder an
President, is a certified public accountant andsees the development of our accounting programsiew product development. Ms.
Stefano is a certified public accountant and aqe®dr of accounting and is currently responsibleifmlating existing and introducing new
courses in our SPA catalog. Mr. Henn is an attomlegy was the former President of Cognistar ancejdins when we acquired Cognistar. He
is responsible for the development of course cdrged customized design in the legal area. Mr. @rewg/as formerly responsible for agent
training at a large, national life insurance compand joined us as part of the FinancialCampusiaitiun. Mr. Fowler, who also joined us as
part of the FinancialCampus acquisition, was folynigre senior director of business developmentratriison NETg. Mr. Fallon is producer
of our WatchlIT product and has been developing namog for information technology professionals feeinl0 years. Ms. Henry was
formerly the senior director of compliance and ethat a large supermarket chain where she develmkdaintained compliance policies
and metrics.

In addition, Seth Oberman, the President of Skgeelbp and markets customized courses and traprimgrams for the pharmaceutical,
financial services and other industries that Slergises.

We are planning to devote more resources to dewejgpograms. We hire independent contractors tiatgy develop or assist in developing
programs for us. In those instances where we &rimgeon outside sources for content or where wielpase existing content, our design and
development team will develop or oversee the deretmt of an effective format that focuses on penforce objectives, instructional anti-
practice strategies, interactivity and assessm@&his.process includes creating and
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designing study guides and course material, scaipdls in some cases, visual aids. The design arelatenent team includes subject matter
experts, instructional designers, technical writard developers, graphic designers, content edaadsquality assurance reviewers. After
final assembly and integration of all course congris, we test to ensure all functional capabilitvesk as designed and deliver the desired
learning experience and result.

SALES AND MARKETING

Our sales and marketing strategy is designed tacattew customers and build brand awareness. Wieetnaur products through our
alliances with professional organizations and d@stioos, through our own inside telemarketing sébese, our outside sales force, and
through our Web sites. We believe that this stratdpws us to focus our resources on the largdsspportunities while simultaneously
leveraging our strategic relationships.

Our sales and marketing department includes a B¥itde President of Sales, a Vice President of Mtrng, and a sales staff of 19 people.
The sales staff is divided between inside, or tdéss and field sales. The field sales force fogwselarger accounts. In addition, our senior
executives, as well as the heads of various divisidedicate varying portions of their time ande# to sales and marketing activities. Our
Chief Technology Officer spends a portion of hisaiselling and marketing our technology services.

To supplement the efforts of our sales staff, wea@mmprehensive, targeted marketing programs,dimaul direct mail to our customers ant
members of the professional organizations with Whie partner; public relations activities; adventison our Web site and the Web sites of
our strategic partners; participating in trade sfjoand ongoing customer communication programsbWid brand awareness through our
strategic relationships with the leading profesal@ssociations and organizations and the leadingrercial content providers within the
markets we serve. These strategic relationshiggdeao-branding initiatives on new and existingdarcts, joint advertising campaigns and e-
commerce relationships.

TECHNOLOGY

Our proprietary learning content management systieenSmartPros Professional Education Center, gm@dogical and physical
architecture that facilitates rapid developmenplogment and customization of Internet-based sohstifor organizational e-learning. Our
core systems use a series of scalable applicatieim 88rvers, XML and MS-SQL data sources, and atitidustry standard Web browser and
Internet technologies for content delivery to tlsens. To ensure limited downtime and product lthes are free of bandwidth limitations as
they grow, our redundant server system is locatedsacure Verizon co-location data center one frol@a our Hawthorne, New York, main
office. Additionally, in the fourth quarter of 20@7e began to create a redundant data center indde@wlorado, that will provide enhanced
service to West Coast and Asian-based customerseanad location-redundant, load-balanced contéris do-location allows the freedom to
completely control our server infrastructure whateviding us with 24/7 monitoring, support, reduntbnternet connectivity and full
generator power backup.

The SmartPros PEC includes a scalable suite ofcapipins and features that can be streamed vimtBmet or a corporate intranet. The bi
features of the system allow asynchronous streaofingleo and audio courses combined with mediadirsynchronization of supplemental
material, online quizzes and final exams. Studeteraction is enhanced through the use of real-tjoestions to content experts with quick
response. This full service solution includes a pl@mentary array of communication tools such asaé;what, message boards and learner
tracking. The tracking of educational needs botérimal to the system and external education oppities, such as stand-up and leader-led
training, are maintained using a student-managadsedracking feature called "My Courses."
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Some key features of the SmartPros PEC include:

0 SCALABILITY. Scalability is accomplished usingcambination of load-balancing hardware and softwishaltiple, redundant servers are
deployed to handle peak periods when the largeabets of concurrent users are expected on thengyste

0 SCORM/AICC CONNECTIVITY LAYER. Where required, wese both Shareable Content Object Reference MB@DRM) and
Aviation Industry CBT Committee (AICC) Connectivilgyers to ensure our content is deliverable thincaugariety of enterprise e-learning
systems other than the PEC. Additionally, the doumdation is capable of exchanging data with tpiagty legacy systems with minimal
effort.

0 STANDARD RELATIONAL DATABASE SERVER. We use staaidl relational database servers. To enhance pafarenand ensure that
users are served efficiently, the core foundatietates database-stored procedures to optimizesitgatabase processing. The core
foundation currently supports Microsoft SQL Serslatabases.

0 ASP-BASED APPLICATION SERVER. The business angligption logic resides on an ASP.NET-based apptiosserver. This
architecture allows us to deploy a site acrossiplalservers using Microsoft Windows 2000 and 2688sers.

0 ELECTRONIC COMMERCE ENABLED. The core foundatimeludes interfaces to external electronic paynsenvices, enabling real-
time electronic commerce. This allows the instamthase of both one-off and subscription-basedetieg courseware.

o INTERNET MULTIMEDIA CONTENT DELIVERY. We delivehigh quality, low bandwidth video and audio via theernet, intranets a
extranets. This multimedia content enhances argbpatizes the learning experience. We use Flashavedthe primary delivery mechanism
for this content.

o LOW BANDWIDTH/HIGH IMPACT ANIMATIONS. Using Macranedia's Flash technology, we deliver both animatetispoken
educational material with minimal load on corponagdworks.

COMPETITION

The market for continuing professional educatiod eorporate learning solutions is large, fragmeated highly competitive. We expect
these characteristics to persist for the foresedatlire based on the following factors:

o The expected growth of this market, as demandifgrly skilled professionals increases;
o The increased scrutiny on corporate culturecstand compliance; and
o Relatively low barriers to entry.

Of the markets we currently serve, we believe #ifladf our professional education markets have sbarger to entry plus a multitude of
regulatory compliance requirements. It would beaxely difficult to compete in the accounting ediaramarket without NASBA sponsor
designation. Obtaining this designation requiregaastment of time and a modest amount of capitaliertheless, for companies with even
modest resources in terms of talent and capiteselbarriers may not be significant. In the legafgssion, the approval process for
continuing education courses varies by state, ardidcounting. In the engineering market, each sttteits own standards, as does each
engineering specialty. In the corporate educatiarket, the barriers to entry are virtually non-exig. The financial service industry has
various
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barriers to entry as employees requiring contingidgcation are subject to federal and/or statelaggns. In addition, customers expect
courses covering a broad range of topics relatedgolatory concerns. The course library and itvely platform must meet very rigid
controls in order to be pre-approved. Informatiechinology education has limited barriers to ensryh@&re are no regulatory requirements.

We believe that the principal competitive factor®ur industry are the following;
o Breadth, depth and relevancy of the course ctinten

o Performance support and other features of thingasolution;
o Reputation of presenter;

o Adaptability, flexibility and scalability of thproducts offered;
o Liquidity and capital resources;

o Deployment options offered to customers;

o Customer service and support;

o Price;

o Industry and professional certifications;

o Brand identity; and

o Strategic relationships.

We believe that we compete favorably on most afehiesues. While price is always a competitivediaate do not believe that we should
compete solely on that basis and, in fact, manyuofcompetitors sell their products for less thansell ours. Particularly, in the accounting,
legal, financial services and information technglogarkets, we believe that our reputation and thedity of our offerings--as well as our
other competitive advantages, including the breadkbth and relevancy of our libraries, strateglatronships, our learning content
management system, our customer service and sugpibthe flexibility of our delivery optionsHow us to price our products accordingly
the engineering and general corporate markets,emiierhave not established our reputation to theesatent, we have less flexibility whe
comes to price. In the corporate compliance areghelieve that what will ultimately differentiate from our competitors will be our ability
to create programs that are designed to meet gwfigpcorporate cultures of our clients.

Our competitors vary in size and in the scope amddth of the products and services they offeryTihelude public companies such as
SkillSoft PLC and Saba Software, Inc., and privampanies such as CPA2Biz, Inc., Bisk Education,, land MicroMash in the accounting
market; RedVector.com, Inc., AEC Direct and Net&earning Systems in the engineering market; and L'Ri¢ Legal Knowledge
Company, Integrity Interactive Corporation, MIDhcl and PLI-Corpedia in the corporate complianakethics market. In the financial
services market our competitors include Kaplan i, RegEd, WebCE, BVS, Sheshunoff, and varicaet associations. In addition, we
also compete with universities, professional aineiohot-for-profit organizations and associatiamme of whom are also our strategic
partners and/or clients. Potential competitorsudellarge diversified publishing companies, suchitas Washington Post Company, Thonr
Financial and Pearson Education, other educatiorpeaies, including traditional providers of in-desom instruction and remote learning
solutions, such as DeVry
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University, as well as professional service comeansuch as accounting firms, who are looking fieraative sources of revenue.
Competition may also come from technology and efoence solutions providers. Internet-based learsoigtions have become increasingly
popular in recent years along with the increasedashel for flexible, cost-effective alternatives.

Some of our existing and potential competitors hgreater resources, financial capabilities, maplegtetration, and more extensive libraries
that have enabled or will enable them to estalalistronger competitive position than we have. Weetomes compete directly with
CPAZ2BiIz. In addition, our competitors include SRilift and Saba, who are both relatively large congsatiowever, SkillSoft's primary foc
is edearning content and software products for busim@ssinformation technology professionals. Sabagially provides software solutio
that are used to manage people in large organimtathough they do sell content as well. Sincewureently do not market our learning
management system as a stand-alone product, wet@ompete presently with Saba in this area. Howeawaany of our larger clients use the
Saba system or another system for their learnimgecd management. In those cases, we will interfédttethe learning management system
and allow the client to access our courseware wdndss-posting student progress between ours andiént's learning management system.

The largest solutions providers to the general@@te compliance training market are Integrity latéive and LRN. We rarely face either of
these companies in the marketplace since theyfbotis principally on Fortune 100 companies and lesensive off-the-shelf libraries.
However, their products tend to be more expensiga burs, and we believe that our ability to agepgrams to address unique cultures of
different organizations is greater than theirs. @ore frequent competitors are PLI-Corpedia, atjeémture between the Practising Law
Institute (PLI) and Corpedia Education, two leaderthe field of compliance education, and Midi¢clBoth market off-the-shelf and
customized programs to mid- and large-cap publiogamnies. PLI-Corpedia has the advantage of acod3kI's vast library. Midi uses video-
based modules and tends to attract customersikbatd particular training technique. We beliehattwe have more diverse tools and can
offer an integrated ethics and compliance progitaah ¢ontains live, video and Web-based communicatiad learning elements.

Our principal competitors in the area of provideantinuing legal education are the Practising Lastitute (PLI), West LegalEdCenter, ALI-
ABA, CLEonline, and various state bar associations.

Our principal competitors in the area of finan@afvices compliance training and continuing edocafbr bankers include Bankers Edge,
Bankers Academy (The Edcomm Group) and bankingcéegsans such as BAI, Bankers Training & Certificat Center, and various banking
trade organizations.

Our principal competitors in the area of enginegeducation are RedVector.com, Inc., universityebaextension programs, individual
trainers and professional organizations.

Our principal competitors in the area of informattechnology include SkillSoft and Global Knowledge
OUR COMPETITIVE ADVANTAGES
We believe that the following competitive advantagéll help us achieve this goal.

HISTORY AND REPUTATION. We have been providing Ieiaig solutions for accounting and finance profesais for more than 26 years.
We believe that in the accounting/finance markeharee the reputation of being a leading provideraftinuing professional education
programs, as evidenced by our continued growthahmarket and a high renewal rate. We believedhateputation in the
accounting/finance market will assist us as we agpgaur presence in the engineering, legal, findsgevices, information technology,
corporate ethics and governance, and general aigorarkets, and also into new markets.
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We have been providing learning solutions for eagiing professionals since 1997. Our recently aeduegal and financial service divisic
have been in business for eight and 25 years, ¢ggply, prior to our acquiring these various comigs.

PROFESSIONAL DESIGNATIONS AND STRATEGIC ALLIANCESVe believe that our relationships with some ofldrgest and most
respected professional organizations and assaggaitiothe accounting and engineering professions:

0 give us instant credibility in the marketplace;

o provide us with a distribution channel for ouoghucts;

o are a source for programs; and

o provide us with access to a faculty around wihachuild other programs.

EXTENSIVE LIBRARY. Our content library consists ofer 2,000 hours of proprietary education contealuiding skills-based and update
programs. We believe that our libraries are ambegrost extensive in the industry and help attnaet subscribers. In the market for
continuing legal education, we offer national cestscomparatively, those offered by the local Iszoaiations usually deal with issues
particular to that state. We also believe thatammtent and delivery technology is better than dfiaur competitors.

EXPERIENCED MANAGEMENT. Our management team is coisgrl of experienced and successful accountingeayad professionals and
sales and marketing and administrative executivies. has enabled us to develop high quality progranter into strategic relationships with
the major professional organizations in the marketserve, attract well-known personalities arowhdm we develop new programs, cut
costs and make strategic acquisitions.

VALUE-ADDED SERVICES. In addition to our extensilibrary of courseware, we also offer our custongepoprietary learning content
management system, an administrative tool thatlesatvganizations to monitor the use and efficdayun programs.

LARGE AND DIVERSIFIED CUSTOMER BASE. We have ove080 customers. Our customers include Fortune 6@fpanies,
professional firms, small- and mediwized companies and individuals. In the aggregegegstimate that our corporate clients employ téi
thousands of accounting and finance professiongisesenting a substantial universe of potentiataidn addition, our corporate customers
are a diversified group in terms of the industaad markets in which they operate. For examplecastomers are some of the leading
businesses in the following industries: accountrapking and finance, law, insurance, technologigcommunications, retail, aerospace,
natural resources, construction and chemicals.

END-TO-END SERVICE. All of our accounting/finandegal, information technology and corporate tragnpmograms are produced, filmed,
edited, duplicated and converted in-house. Ourregging and financial services programs are usliapsed from or developed in
conjunction with an independent third party butfilreed, edited, duplicated and/or converted ingitel format in-house. Finally, we have a
fulfillment center from which we ship our courseterials, tapes as well as hard copies, to our custe. We believe our vertically integrated
operation results in a more efficient productioagass and enhances the quality of our products.
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ONLINE RESOURCE AND CONTENT PROVIDER. We own andeogite multiple Web sites, including primary domansl subdomains
www.smartpros.com, http://education.smartpros.duttp,;//accounting.smartpros.com, http://ir.smargcom,
http://marketing.smartpros.com, www.workingvaluesic www.skyemm.com, www.cognistar.com, www.mgi.okgyw.pelicense.org,
www.sageonlinelearning.com., www.financialcampusicavww.watchit.com , www.financejobs.com, www.fmtioe.com,
www.ireflectraining.com, www.pro2net.com, www.acodingnet.com, and www.smartprosinteractive.com.

Our SmartPros Web site has over 20,000 pages pfiptary content and links to professional orgatiizes, associations and institutions, and
is a marketing and distribution channel for ourdurcts. We believe that this Web site has beconmestination for professionals based on the
following data:

0 As a result of maintaining the Web site, we hawitt a database with over 500,000 profiled users.
0 The Web site logs over 450,000 visits per month.

o Through our Web sites, we serve over one millids and 200,000 opt-in e-mails per month.
INTELLECTUAL PROPERTY

We own a variety of intellectual property, includitrademarks, trade names, copyrights, proprietaftyvare, technical know-how and
expertise, designs, process techniques and inventie believe that the trademarks and trade namese to identify our products and
services are material to our business. We ownf afieofollowing trademarks, trade names and/orisermarks, which have either been
federally registered or applications have beenl filith the United States Patent and Trademark ©#eeking federal registration:
SMARTPROS, PRO2NET, KEEPSMART, WORKING VALUES, PREFSIONAL EDUCATION CENTER (PEC), FINANCIAL
MANAGEMENT NETWORK (FMN), CPA REPORT (CPAR), INTEQRY TOOLKIT, INTEGRITY ALIGNMENT, COGNISTAR,

SAGE, ACCOUNTINGNET, FINANCE JOBS, WATCHIT, SMARTIHAWTHORNE CENTER FOR EXCELLENCE, iREFLECT and
FINANCIALCAMPUS. Despite our efforts to protect oproprietary rights, unauthorized persons may gitdmcopy aspects of our products
or obtain and use information that we regard apnetary. Policing unauthorized use of our produstsxtremely difficult and the means we
use to protect our proprietary rights may be inadég, We believe that, ultimately, our success dépéo a larger extent on the innovative
skills, know-how, technical competence and absiti¢ our personnel.

All of our internally developed content is protettey copyright. While this may offer some protent&gainst unauthorized persons copying
the material, it does not prevent anyone from ieagelently developing material on the same topiaidhé same format. Regarding content
created, owned or licensed by third parties, weranto license agreements that permit us to madset and distribute that content. These
licenses may be exclusive or non-exclusive. Wellysabtain a representation from the licensor tmabr she has the right to license the
content to us, that the license granted to us dotsiolate the terms of any other license, thatlitbtense granted does not violate any
applicable law, rule or regulation or the propnigtaghts of any third party, including, withouniitation, patents, copyrights, trade secrets, or
any license or sublicense, covenant or contradt &ty third party and that there is currently ntwalkor threatened suit by any such third
party based upon an alleged violation by such §oenf any such proprietary rights. However, wendbmake any independent investigation
to verify if these representations are accuratthdfrepresentation is not true, we may be enjoired using that content further and may also
be liable for damages to the true owner of the emtndr the exclusive licensee.

In connection with our learning content managensgatems, our license agreement restricts use aytem and prohibits users from
copying or sharing the system without our expresem consent. Our learning content managemeiésysincorporate products and
systems and technology that we license and
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purchase from third parties. We cannot assurewbatill be able to continue to license or suppbis technology on terms that we consider
reasonable, if at all. If these licenses or maiatee agreements expire and we cannot renew thegnath substantially modified or if they
were terminated for any reason, we would have tohase, license or internally develop comparabidelypets and systems. Any one of these
options may be expensive and/or time consumingghvbould have a material adverse effect on oumiegsi and financial performance.

We cannot prevent third parties from independetlyeloping similar or competing systems, software@ eontent that do not infringe on our
rights. In addition, we cannot prevent third partieom asserting infringement claims against ustiry to these systems and software. These
claims, even if they are frivolous, could be expems$o defend and could divert management's atieritom our operations. If we are
ultimately found to be liable to third parties fafringing on their proprietary rights, we may legjuired to pay damages, which may be
significant, and to either pay royalties to the ewar develop non-infringing technology, the cdsivhich may be significant.

GOVERNMENT REGULATION

Government regulation is important to our businEs®ry state sets its own continuing professiodakation requirements, in terms of the
number of credits needed and the cycle in whicketwedits need to be earned, for its licensedepsidnals. In addition, specific content will
only qualify for continuing professional educatiomredit if it meets specific criteria, which varigem state to state. In the accounting/finance
area, most states have adopted the NASBA stantagatiiress the quality of course content. We aertified NASBA sponsor, meaning tl
the courses we offer to the general public on aa&ttion basis qualify for continuing professioeducation credits in those states that have
either adopted the NASBA standards or their owndaeds similar to NASBA's, the District of Columigiad Puerto Rico. In the engineering
area, there is less uniformity and each of our segimust be certified by the particular profesdiorganization that oversees that particular
specialty.

The market for continuing legal education progrésnmegulated by the state bar association, statdscor other organizations in each state.
The regulatory landscape is complex and varies State to state.

The market for continuing education for the engiimegprofessional is regulated by each state. TatoNal Council of Examiners for
Engineering and Surveying (NCEES) provides the ginids and testing for engineers to obtain theifgwsional licenses in all 50 states and
various United States possessions.

In addition, various professionals in the insuraaed security industries have either federal angtéte licensing and continuing education
requirements.

EMPLOYEES

As of March 1, 2008, we had 99 employees of whiglm@re full-time and nine were part-time. We ha2eehployees based in our executive
offices in Hawthorne, New York, and 13 employeesdokin our office in our Westborough, Massachusdtise. Skye employs 12 people in
their Bridgewater, New Jersey, office. In additiorg have an aggregate of 22 employees that workfabeir homes in various states. We
believe that our relationship with all of our emyses is generally good.
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CERTAIN RISK FACTORS THAT MAY AFFECT GROWTH AND PRO FITABILITY
The following factors may affect our growth and fitability and should be considered by any prospegburchaser of our securities:

THE INDUSTRY IN WHICH WE OPERATE IS HIGHLY COMPETIIWWE AND HAS RELATIVELY LOW BARRIERS TO ENTRY.
INCREASED COMPETITION COULD RESULT IN MARGIN EROSMDAS WELL AS LOSS OF MARKET SHARE AND BRAND
RECOGNITION.

Our competitors include professional firms, pulali@ privately held companies, universities (tradiél and online) and professional and not-
for-profit organizations and associations. Manyuof existing and potential competitors have grefb@ncial resources, larger market share,
broader and more varied libraries, technology aglivery systems that are more flexible or ceffective, stronger alliances, and/or lower ¢
structures than we do--which may enable them fbéish a stronger competitive position than we haveart through greater marketing
opportunities. If we fail to address competitiverelepments quickly and effectively, we will not Bble to grow.

OUR GROWTH STRATEGY ASSUMES THAT WE WILL MAKE TARGE TED STRATEGIC
ACQUISITIONS.

A key feature of our growth strategy is strategiguasitions. We may not be able to maintain ourentrrate of growth. If we fail to execute
on this strategy, our revenues may not increaseandbility to sustain profitability will be impaad.

In 2007, we made three strategic acquisitionsérfitiancial services and information technology kets.

An acquisition strategy is inherently risky. Sonfete risks we may face in connection with acqigss include:

o identifying appropriate targets in an efficientaimely fashion;

0 negotiating terms that we believe are reasonable;

o failing to accurately assess the true cost adrarg new markets or marketing new products;

o0 integrating the operations, technologies, praglymrsonnel and customers of the acquired enserpri

0 maintaining our focus on our existing business;

o losing key employees; and

o reducing earnings because of disproportionaselyel depreciation and amortization deductionsingdb the acquired assets.

We may not be able to identify any appropriategts@r acquire them on reasonable terms. Even ihake strategic acquisitions, we may
not be able to integrate these businesses intexdsting operations in a cost-effective and effitimanner.

IF WE FAIL TO KEEP UP WITH CHANGES AFFECTING THE MA RKETS THAT WE SERVE,
WE WILL BECOME LESS COMPETITIVE, ADVERSELY AFFECTIN G OUR FINANCIAL PERFORMANCE.

19



In order to remain competitive and serve our custsneffectively, we must respond on a timely anst-efficient basis to changes in
technology, industry standards and procedurescasimer preferences. We need to continuously dpwedw course material that addresses
new developments, laws, regulations, rules, stalsjguidelines, releases and other pronouncenteattate periodically issued by
legislatures, government agencies, courts, prafeasassociations and other regulatory bodiesomescases these changes may be
significant and the cost to comply with these clemnignay be substantial. We cannot assure that weevilble to adapt to any changes in the
future or that we will have the financial resourte&eep up with changes in the marketplace. Ats®cost of adapting our products and
services may have a material and adverse effeationperating results.

OUR FUTURE GROWTH AND COMPETITIVENESS DEPENDS ON BWBILITY TO ADAPT TO NEW TECHNOLOGIES AND
CHANGES TO EXISTING TECHNOLOGIES AND NEW APPLICATIRS TO MEET MARKET DEMAND.

One of our principal competitive advantages isahility to deliver content in multiple formats. Brilexibility has enabled us to keep pace
with changes in technology and has contributeditogoowth. For example, we recently converted auire course content to a Flash-based
format because a Windows-based format could nathgetigh the firewall of many potential clients.dféng pace with technological
developments can be difficult and expensive, adhelispacting our operating results. However, aumtued growth depends on our ability
to anticipate our customers' needs and prefereandsto adapt to those needs and preferences.fHilnte do that, the potential adverse
impact could be significant to our business, opegatesults and financial condition. We cannot asshbat we will be able to keep pace and
adapt to changes in technology or customer prefesen

OUR FUTURE SUCCESS DEPENDS ON RETAINING OUR EXISGNKEY EMPLOYEES AND HIRING AND ASSIMILATING NEW
KEY EMPLOYEES. THE LOSS OF KEY EMPLOYEES OR THE IM4LITY TO ATTRACT NEW KEY EMPLOYEES COULD LIMIT
OUR ABILITY TO EXECUTE OUR GROWTH STRATEGY, RESULNG IN LOST SALES AND A SLOWER RATE OF GROWTH.

Our success depends in part on our ability tomedar key employees including our Chief Executiiid@r, Allen S. Greene, and our
President, Jack Fingerhut. Mr. Greene is an expee senior corporate executive who has been msiital in cutting costs, raising capital
and negotiating and consummating seven acquisitfatshave helped us refocus on our core competendiile at the same time expand i
new markets. Mr. Fingerhut is one of our founderd is actively involved in sales and marketing a@htifying acquisition targets. Mr.
Fingerhut also has overall responsibility for tltee@unting and banking products and video produdtissiness. He has extensive contacts
within--and knowledge ofthe accounting profession. Although we have emplaynagreements with both of these executives, exetutive
can terminate his agreement at any time. Also, eveal carry, nor do we anticipate obtaining, "kegrthinsurance on either Mr. Greene or
Mr. Fingerhut. It would be difficult for us to regate either one of these individuals. In additiecnwa grow we may need to hire additional
personnel. We may not be able to identify and etttnagh quality employees or successfully assirilew employees into our existing
management structure. In addition, if any of owision heads were to leave, it could affect oueraies adversely. For example, in early :
the head of our video production division left amel have not yet been able to find a permanentcepiant for him. As a result revenues in
that division have declined significantly.

OUR SALES CYCLE CAN BE LONG AND UNPREDICTABLE, WHIE COULD DELAY OUR GROWTH AND MAKE IT DIFFICULT
FOR US TO PREDICT EARNINGS. THIS COULD LEAD TO ST®®RICE VOLATILITY.

Our sales cycle is unpredictable and can lastrags & 24 months for large, enterprise-wide or eustesigned programs. Most of our reve

is derived from corporate customers. Identifying tlecision maker in these enterprises is often tiomsuming. Also, sales of online

products, which we believe are essential to owr@ugrowth and success, take longer than saleisled wr CD-ROM products. Other
variables also complicate the purchasing procaskjding the timing of disbursement of funds anel plerson-to-person sales contact process
Sales may take much longer than anticipated, nagdtside
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the approved budget cycle and, therefore, may cmiradue to the loss of funding. This unpredicigbHas in the past caused, and may in the
future cause, our net revenue and financial resulsry significantly from quarter to quarter.

OUR STRATEGIC RELATIONSHIPS ARE USUALLY SHORT-TERNNONEXCLUSIVE ARRANGEMENTS AND OUR STRATEGIC
PARTNERS MAY PROVIDE THE SAME OR SIMILAR SERVICESO OUR COMPETITORS, DILUTING ANY COMPETITIVE
ADVANTAGE WE GET FROM THESE RELATIONSHIPS.

We rely on our strategic partners to provide u$aitcess to content and to sell our content. Qategfic partners may enter, and some have
entered, into identical or similar relationshipgshwdour competitors, which could diminish the vabfeur products. Our relationships with our
strategic partners are primarily covered by anagatements that are subject to renewal. While weoddepend on any single strategic
relationship for a significant amount of revenugmdevelop content, if a number of these orgaitinatwere to terminate their relationships
with us at the same time, our ability to developrm@ntent on a timely basis and our ability to riltte content would be impaired. We may
not be able to maintain our existing relationskipgnter into new strategic relationships.

WE MAY BE UNABLE TO PROTECT OUR INTELLECTUAL PROPER TY ADEQUATELY OR
COST EFFECTIVELY, WHICH MAY CAUSE US TO LOSE MARKET SHARE OR REDUCE OUR PRICES.

Our success depends in part on our brand identiyoar ability to protect and preserve our propgtights. We cannot assure that we will
be able to prevent third parties from using oueliettual property rights and technology without authorization. We do not own any pate
on our technology. Rather, to protect our intelle€property, we rely on trade secrets, commonttademark rights, trademark registrations,
copyright notices, copyright registrations, as vesliconfidentiality and work for hire, developmeadsignment and license agreements with
our employees, consultants, third party developeensees and customers. However, these meadtoab @nly limited protection and may
be flawed or inadequate. Also, enforcing our iegtiial property rights could be costly and timestoning and could distract management's
attention from operating business matters.

IF WE WERE DEEMED AN INVESTMENT COMPANY UNDER THENVESTMENT COMPANY ACT OF 1940, APPLICABLE
RESTRICTIONS COULD MAKE IT IMPRACTICAL FOR US TO CRTINUE OUR BUSINESS AS CONTEMPLATED AND COULD
HAVE AN ADVERSE EFFECT ON OUR BUSINESS.

We are not an investment company under the Invegt@empany Act of 1940 and we intend to conductapearations so that we will not be
deemed an investment company. However, if we webetdeemed an investment company, restrictionssegbby the Investment Company
Act of 1940, including limitations on our capitafigcture and our ability to transact with affiliateould make it impractical for us to continue
our business as contemplated and would harm oimdassand the price of our common stock.

EFFECTS OF RECESSION ON BUSINESS.

Our customer base consists primarily of large cations, professional service and other firms, mafnyhose employees are required to 1
continuing education on a periodic basis. Howeivethe event of a recession, some of our clientdccseek a cheaper provider of these
courses and could curtail the development of cuitednproducts.

ITEM 2. DESCRIPTION OF PROPERTY

Our executive offices, production facility, techogy center and fulfillment center are located onfeR®A in Hawthorne, New York, where
we lease 17,850 square feet. The lease expiresd&gi28, 2010. We lease 1,800 square feet in Wiemilgh, Massachusetts, where Working
Values and Cognistar are
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based. The lease expires January 31, 2009. Fiisk)e Multimedia leases 2,320 square feet in Bridder, New Jersey, at which the lease
expires in August 2008.

ITEM 3. LEGAL PROCEEDINGS
At the present time, we are not a party to any natiegal proceedings.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
PART II

ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKH OLDER MATTERS AND ISSUER PURCHASES OF
EQUITY SECURITIES

(a) MARKET INFORMATION

Our common stock is currently traded on the Amerigtock Exchange under the symbol "PED." We regexubmitted an application for
listing on the NASDAQ Capital Market.

The following table sets forth, for the periodsigaded, the high and low sales information for Gammon Stock. Such quotations reflect
inter-dealer prices, without retail markup, markeogv commission, and may not necessarily representl transactions.

PRICE RANGE OF COMMON ST OCK

SALES INFORMATION

HIGH LOW
2007
First Quarter $6.00 $3.42
Second Quarter $7.00 $4.56
Third Quarter $9.27 $5.19
Fourth Quarter $6.43 $4.46
2006
First Quarter $3.55 $2.75
Second Quarter $3.35 $2.25
Third Quarter $3.20 $2.47
Fourth Quarter $4.21 $2.50

As of March 19, 2008, the closing sale price parstior our common stock, as reported on the Araarigtock Exchange was $4.79.
(b) HOLDERS

As of March 3, 2008, the number of record holdérsus common stock was 129.

(c) DIVIDENDS

The holders of our common stock are entitled teikersuch dividends as may be declared by the BafdBirectors. During the years ended
2006 and 2007, we did not pay any dividends. Payiwien
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future dividends will be within the discretion afimBoard of Directors and will depend on, amongeofiactors, our retained earnings, capital
requirements and operating and financial condition.

RECENT SALES OF UNREGISTERED SECURITIES
None.
USE OF PROCEEDS

On October 19, 2004, our registration statemerfam SB-2, commission file number 333-115454 (tRedistration Statement") registering
the offer and sale of units (each a "Unit" andexdilvely the "Units"), each Unit consisting of thrghares of our common stock, par value
$.0001 per share, and one and one-half common ptackase warrants, was declared effective by tise Securities and Exchange
Commission. The warrants included in the Units haverm of five years and an exercise price of 37 der share. We sold all 600,000 Units
covered by the Registration Statement. The grazseeds to us from the offering were $7,650,000Ig@aunvestment Company, Inc., was
the representative of the underwriters of the offerThe net proceeds to us after underwritingalists and other expenses were
approximately $6,000,000. As of December 31, 208¥used approximately $500,000 of the net proctedspay certain long-term debt.
Through December 31, 2007, we used $1.6 milliothefproceeds for acquisitions.

COMPANY PURCHASES OF ITS EQUITY SECURITIES
There were no company purchases of its equity &ixsuin 2007.

On November 8, 2007, the Board of Directors appiave extension of the stock buy back program undiéch $750,000 of company funds
is allocated to purchase shares of our common stock

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATION

THE FOLLOWING DISCUSSION OF OUR FINANCIAL CONDITIOMND RESULTS OF OPERATIONS SHOULD BE READ IN
CONJUNCTION WITH THE CONSOLIDATED FINANCIAL

STATEMENTS AND RELATED NOTES TO THE CONSOLIDATED RANCIAL STATEMENTS INCLUDED ELSEWHERE IN THIS
FORM 10-KSB. CERTAIN STATEMENTS IN THIS DISCUSSIOAND ELSEWHERE IN THIS REPORT CONSTITUTE FORWARD-
LOOKING STATEMENTS WITHIN THE MEANING OF SECTION 22 OF THE SECURITIES AND EXCHANGE ACT OF 1934. SEE
"FORWARD-LOOKING STATEMENTS" FOLLOWING THE TABLE ORCONTENTS OF THIS 1&SB. BECAUSE THIS DISCUSSIO
INVOLVES RISK AND UNCERTAINTIES, OUR ACTUAL RESULTSMAY DIFFER MATERIALLY FROM THOSE ANTICIPATED IN
THESE FORWARD-LOOKING STATEMENTS.

OVERVIEW

We provide learning solutions for accounting/fin@niegal, insurance, banking, brokerage and engimeprofessionals, six large vertical
markets with mandatory continuing education requ@sts. In addition, we provide training solutions the pharmaceutical, banking,
securities, insurance and technology industriesal&e provide information technology, corporate ggmance, ethics and compliance training
for the general corporate market. We offer off-#ivelf courses and custom-designed programs withetlglmethods suited to the specific
needs of our clients. Our customers include pradess$ firms of all sizes, many of the Fortune 5@dnpanies and a large number of midsize
and small companies.

We measure our operations using both financialethdr metrics. The financial metrics include reves)gross margins, operating expenses
and income from continuing operations. Other keyritinclude (i) revenues by sales source, (iljrensales, (i) cash flows and (iv)
EBITDA.
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Some of the most significant trends affecting ausibess are the following:

o The increasing recognition by professionals argarations that they must continually improve tlsills and those of their employees in
order to remain competitive;

o The plethora of new laws and regulations affectite conduct of business and the relationship é@tva corporation and its employees;

0 The increased competition in today's economgkdled employees and the recognition that effectraining can be used to recruit and
train employees; and

o The development and acceptance of the Interneetiaivery channel for the types of products adises we offer.

In 2004 we successfully completed our initial paldffering. The net proceeds from the offering waperoximately $6 million. To date, we
have expended approximately $2.1 million of thosEeeds, $500,000 to repay debt and the balan@efpisitions. We intend to use the
remaining $3.9 million net proceeds from the ofigrand our publicly traded common stock to exeoutegrowth strategy, which
contemplates acquiring other companies (or theets$ that provide learning solutions. We intenfbtaus on acquisitions that will allow us
increase the breadth and depth of our current gtaufterings, including the general corporate mafle compliance, governance and ethics.
We will also consider acquisitions that will give access to new markets and products. We prefeisiiions that are accretive, as oppose
those that are dilutive, but ultimately the deaisiall be based on maximizing shareholder valukaathan short-term profits. The size of the
acquisitions will be determined, in part, by ouresithe capital available to us and the liquiditg @rice of our stock. We may use debt to
enhance or augment our ability to consummate largasactions.

There are many risks involved with acquisitionsneaf which are discussed in Item 1 of Part 1 &f tport above under the caption "Cer
Risk Factors That May Affect Our Growth and Prdiitily.” These risks include integrating the acguibusiness into our existing operations
and corporate structure, retaining key employedsainimizing disruptions to our existing businédg cannot assure that we will be able to
identify appropriate acquisition opportunities @gotiate reasonable terms or that any acquirechéssior assets will deliver the shareholder
value that we anticipated at the outset.

RECENT ACQUISITIONS

On March 1, 2007, we acquired substantially athef assets and assumed certain liabilities of ElesEGroup Inc. for approximately
$93,000. The Selbst Group, founded in 1974, isegigfized consulting firm providing sales, salesxagement training, product training and
marketing support for the financial services indusdih conjunction with the acquisition we enteisth a two-year employment agreement
with the President of Selbst, with an option toeext the contract annually for three years. In &ithe seller may be entitled to an incen
bonus if certain sales targets are reached.

On August 2, 2007, we acquired substantially athefassets and assumed certain liabilities offBiideas Group d/b/a WatchIT (BIG). BIG
develops information technology education and ingipprograms for business and information technplogfessionals. The assets we
acquired included approximately 300 courses antbmer contracts. We operate the WatchIT produetlinder the Company's SmartlT
business division. James Graham, BIG's FoundePagsident, and other key employees of BIG, haverbecour employees.

The purchase price for the assets was $175,00ah@usssumption of BIG's obligations under certaistomer agreements. In addition, BIG
is entitled to an incentive payment of $200,008niartIT's
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revenues for the six month period beginning Audu007, and ending January 31, 2008, exceed $D000f SmartlT's revenues for this
period are between $875,000 and $1,000,000, tlmiive payment will be a prorated portion of th@@DO00. If revenues are less than
$875,000, no incentive payment is due. None ofeltesmtingent payments were earned.

Finally, BIG is also entitled to an earnout equattree times BIG's average annual earnings fothitee year period ending July 31, 2010.
Annual earnings is income before taxes less adtinbmpany charges and an amount for the use @gatdpe Company provides BIG. In no
event may the earnout exceed $3,000,000. Any patyumeter the earnout will be reduced by the sum)@®1(15,000 and (ii) any incentive
payments made with respect to the six-month perrating January 31, 2008. The earnout amount magaigeat our discretion either entirely
in cash or 50% in cash and 50% in shares of ounoomstock provided that at that time payment is @uaur common stock is traded on the
New York Stock Exchange, the American Stock Excleamgthe NASDAQ Capital Market and (ii) we havedilall periodic reports we we
required to file under the Securities Act of 1984y payment in shares of common stock will be vdlbased on the average closing price of
the common stock for the 20 business days aftgr3iyl2010.

On August 21, 2007, we acquired substantially afhe assets and assumed certain liabilities adiféralCampus (FC) from SkillSoft
Corporation. FC produces and maintains a libraryahing courses designed for the security, inscgaand other financial services
industries. FC also produces customized trainingsms for its customers. This product line is ideldiin SmartPros Financial Services
Training division. SkillSoft is entitled to an atidnal annual earnout for three years equal to d0%ales exceeding $2 million per annum. In
no event shall the total cumulative earnout forttiree-year period exceed $750,000. The earnqatyiable entirely in cash. Should the
Company sell the FC business prior to the endegtrnout period, the seller will be entitled t&®D00 less any payments made against the
earnout. Certain key employees of FC have beconptogees of SmartPros.

The Selbst Group and FinancialCampus assets avilitiés were incorporated into our Financial Sees Training division, which also
includes our Sage course library.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The discussion and analysis of our financial caoditind results of operations is based on our dimtaged financial statements that have t
prepared according to accounting principles geheaakepted in the United States. In preparinggtigmncial statements, we are required to
make estimates and judgments that affect the epa@arnounts of assets, liabilities, revenues andresgs and related disclosures of
contingent assets and liabilities. We evaluateglestimates on an ongoing basis. We base thestagssdi on historical experience and on
various other assumptions that we believe are nedde under the circumstances, the results of wioich the basis for making judgments
about the carrying values of assets and liabilitesual results may differ from these estimatedarrdifferent assumptions or conditions. We
consider the following accounting policies to be thost important to the portrayal of our financiahdition.
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REVENUES

A large portion of our revenues is in the form vbscription fees for one of our monthly accountipglate programs or access to our library
of accounting, financial services training and legaurses. Other sources of revenue include dg&lets of programs or courses on a hon-
subscription basis, fees for various servicesuitiolg Web design, software development, tape dafitio, video production, video
conversion, course design and development, ongoaigtenance of a SmartPros Professional Educagonet, and licensing fees.
Subscriptions are billed on an annual basis, payabhdvance and deferred at the time of billirgeS made over the Internet are by credit
card only. Renewals are usually sent out 60 dafgrd¢he subscription period ends. Larger traneastare usually dealt with by contract, the
financial terms of which depend on the servicesdp@irovided. Contracts for development and produacservices typically provide for a
significant upfront payment and a series of payméased on deliverables specifically identifiethie contract.

Revenues from subscription services are recogragezhrned; deferred at the time of billing or paynaad amortized into revenue on a
monthly basis over the term of the subscriptiorgiBeering products are non-subscription based enehiue is recognized upon shipment of
the product or, in the case of online sales, paynigvenues from non-subscription services providezlistomers, such as Web site design,
video production, consulting services and custoojegts are generally recognized on a proportiordlgpmance basis where sufficient
information relating to project status and othgymmrting documentation is available. The contratay have different billing arrangements
resulting in either unbilled or deferred revenues Wgually obtain either a signed agreement or pseclorders from our non-subscription
customers outlining the terms and conditions ofstile or service to be provided. Otherwise, theséces are recognized as revenues after
completion and delivery to the customer. Duplicatimd related services are generally recognized spipment or, if later, when our
obligations are complete and realization of redgiw@mounts is assured. Working Values and Skyegréze revenue on a proportional
performance basis.

IMPAIRMENT OF LONG-LIVED ASSETS

We review long-lived assets and certain intangasieets annually for impairment whenever circum&siand situations change such that
there is an indication that the carrying amounty mat be recovered.

STOCK-BASED COMPENSATION

Effective January 1, 2006, we have adopted thegraion and measurement requirements of SFAS N8R12s a result, compensation cc
are now recognized in the financial statementstock options or grants awarded to employees aredtdrs. Options and warrants granted to
non-employees are recorded as an expense at thefdgtant based on the then estimated fair valtieeosecurity in question.

SEGMENT ACCOUNTING

We treat operating results as one segment, thedwfational services. Revenues from non-educatgaraices such as video production are
not a material part of the Company's operatingrmeo

RESULTS OF OPERATIONS
COMPARISON OF THE YEARS ENDED DECEMBER 31, 2007, AND 2006

The following table compares our statement of ojp@ma data for the years ended December 31, 20@irDacember 31, 2006. The trends
suggested by this table may not be indicative tfrioperating
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results, which will depend on various factors imdhg the relative mix of products sold (accountiimg@nce, engineering or corporate trainil
and the method of sale (video or online).

YEARS ENDED DECEMBER 31

2007 2006
AMOU NT PERCENTAGE AMOUNT PER CENTAGE CHANGE
Net revenues $ 15,204 ,506 100.0%  $ 12,462,086 100.0% 22.0%
Cost of revenues 5,962 ,788 39.2% 5,176,525 41.5% 15.2%
Gross profit 9,241 ,718 60.8% 7,285,561 58.4% 26.8%
General and administrative 7,326 ,308 48.2% 5,820,403 46.7% 25.9%
Depreciation and amortization 749 272 4.9% 653,091 5.2% 14.7%
Total operating expenses 8,075 ,580 53.1% 6,473,494 51.9% 24.7%
Operating income 1,166 ,138 7.7% 812,067 6.5% 43.6%
Interest income 412 , 749 2.7% 330,843 2.6% 25.0%
Interest expense 1 ,044) 0% (4,299) 0% (75.7%)
Net interest income 411 ,435 2.7% 326,544 2.6% 26.0%
Income before benefit for income taxes 1,577 573 10.4% 1,138,611 9.1% 38.6%
Income tax benefit 590 792 3.9% 372,500 (3.0%) 58.9%
Net income $2,168 ,365 14.3% $1,511,111 12.1% 43.5%

NET REVENUES

Net revenues for 2007 increased 22% compared teemenues for 2006. Online sales continue to bienportant factor contributing to ol
overall revenue growth. In 2007, net revenues fomiime sales of subscription-based products anerathles accounted for approximately
$5.2 million, or 34%, of our net revenues. In 2006ljne sales accounted for $3.2 million, or 24%Qwr net revenues. This is a result of
recent acquisitions of financial services produactd a general conversion by many companies toeti#ining.

Net revenues from sales of our accounting/finamoelycts grew in absolute terms but decreased ascemtage of net revenues due to
increase in revenues resulting from our acquisstidm 2007, net revenues from our accounting/fieaared related products were $9.3 million
compared to $8.4 million in 2006. This increase das in part to annual subscription price increasebsan increased level of sales. For 2007
net revenues from accounting/finance products dekubscription-based revenue of $8.2 million anectisales of course material on a non-
subscription basis, net revenues from custom wodkaalvertising of $1.1 million. For 2006, subsddptbased revenue was $7.4 million and
direct sales of course material on a non-subsorigiasis, custom work and advertising was $1 millio

Net revenues from sales of our engineering produdigh are not subscripti-based products, were $858,000 in 2007 compar§dads,000

in 2006. This increase is primarily attributableatoincrease in sales from our MGI product lineicltwas $434,000 in 2007 as compared to
$77,000 in 2006. MGI was acquired in the fourthrtgraof 2006. Sales from existing products decrgdisem $626,000 in 2006 to $424,000

in 2007 as a result of a shift in the hiring prees of many engineering firms away from civil erggirs to other fields. We are developing new
products for other engineering disciplines to adsthis trend

Net revenues from video production, duplication aodsulting services decreased in 2007 by $442®@290,000 from $732,000 in 20(
Net revenues from video duplication services desgédy $449,000 while net revenues from consuliérgices increased by $7,000. Fac
contributing to the decrease in revenues from vidlgaication services include:
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o In 2006, the former head of our video departmesigned. He was subsequently replaced and therpesiso replaced him was unable to
generate adequate sales. That person subsequesigged as well. As a result, the focus of our @idiwision has shifted from working on its
own accounts to producing videos for other division

0 The general decline in the videotape industriecting the popularity of digital formats such a3-®OM and DVD resulting in a substant
decrease in our tape duplication business.

o Inconsistency of consulting contracts.
o Sales are credited to the department from whmene ariginate and not to the department where thid v¢ performed.

Net revenues from our Working Values subsidiaryéased 64% from $812,000 in 2006 to $1,331,00@072This increase was primar
due to sales from the Cognistar legal division tias acquired in the fourth quarter of 2006. Neereies from custom and ethics courses
from Working Values were relatively flat from 20662007 with sales of $729,000 and $738,000 regdgt The Cognistar division
generated $593,000 in net revenues in 2007 as cenhp@$83,000 in 2006. Cognistar concentratesativating online continuing legal
education.

Skye generated $2.2 million of net revenues in 289¢ompared to $1.7 million in 2006. Skye was &edun February 2006. Skye produces
customized training and educational material fergharmaceutical industry, professional firms, fficial service companies and others.

Our financial services training division consistoar Sage course library that was acquired in &ty 2006, Selbst, which we acquired in
March 2007, and the FinancialCampus (FC) librargafrses, which we acquired in August 2007. Sagg-@hsells online training courses
for the banking, insurance and securities indust@elbst primarily provides live training to thasdustries. Our financial services training
division generated net revenues of $1.2 millio20@7 as compared to only $72,000 in 2006. The &ngertion of the growth comes from 1
FC course sales.

Our technology training division, WatchIT, which svalso acquired in August 2007, generated net tmgeaf $92,000 in 2007.
COST OF REVENUES

Cost of revenues includes (i) production costshsascthe salaries, benefits and other costs refatedrsonnel, whether our employees or
independent contractors, who are used directlpmmection with producing our educational progragigsroyalties paid to third parties; (iii)
the cost of materials, such as videotape and paukagpplies; and (iv) shipping costs. CompareB06, cost of revenues in 2007 increased
by approximately $800,000. The increase was prignatiributable to our recent acquisitions and @ased business from Skye which reqt

a substantial amount of outsourcing in order to glete its projects. However, as a percentage ofevetnues, cost of revenues in 2007
decreased to 39.2% from 41.5%, resulting in a 4ricrease in our gross profit margin primarily agsult of increased Internet-based sales
that have a lower cost of delivery and higher nresghan custom work.

There are many different types of expenses thatteaeacterized as production costs and they vamg fieriod to period depending on many
factors. The expenses that showed the greatestioas from 2006 to 2007 and the reasons for thasations were as follows:

0 OUTSIDE LABOR AND DIRECT PRODUCTION COSTS. Outsithbor includes the cost of hiring actors and pobidn personnel such
as directors, producers and cameramen and theurcitsg of non-video
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technology. The cost of actors decreased by $66 86t by the increased cost of video productiod autside technology personnel of
$245,000. Both Skye and our consulting/technologyattments employ a number of consultants to wdtts, edit course material and
provide technology services. In 2006 we began autsiog some of the programming and content devedayirfunctions that were previously
done by our employees to two firms in India. Inartb control costs, we are currently exploringaarsuch as China and the Philippines for
outsourcing our technology needs. Direct productiosts, which are costs related to producing vidbesr than labor costs--such as the cost
of renting equipment and locations, and the pureldaterials--decreased by $83,000. These vamm#are related to the type of video
production and custom projects and do not reflagtteends in our business.

0 SALARIES. Overall payroll and related costs atitable to production personnel increased by apprately $317,000. The increase was
primarily attributable to salaries and related sdstm our recent acquisitions of approximately 4260, while our technology group's
salaries and related costs decreased by $215,00@ua video group's salaries and related costedsed by $98,000. Working Values
salaries and related costs increased by $256,0@0&aply due to the Cognistar acquisition. Skyellages increased approximately $110,000
in 2007 from 2006.

0 ROYALTIES. Royalty expense increased in 2007asgared to 2006 by $42,000. Increased sales diargunting products resulted in
substantially the entire increase. However, if wodlincreases or if we enter into new agreememntsoalify existing agreements, the actual
royalty payments in 2008 under these agreementsoma&jther higher or lower than they were in 2007.

0 OTHER COSTS. Travel and entertainment expensesased by $50,000, primarily related to the ineeda Working Values and Skye
projects. Our shipping costs increased by $6,000rasult of price increases and increased volume.

As our business grows we may be required to hiditiadal production personnel, increasing our ajsevenues.
GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses include companzerhead such as

(i) compensation and benefits for administratiades and marketing and finance personnel; (ii); i@Ritinsurance; (iv) professional fees; (v)
travel and entertainment; and (vi) office expen&eneral and administrative expenses in 2007 wigteehthan they were in 2006 by
$1,482,000, primarily due to the acquisitions walmaesulting in increased rents, administrativeqés and other costs. Approximately
$1,050,000 of the increase in general and admétigér expenses was attributable to increases @misaland related costs less the savings
from outsourcing our customer service, as outlipeldw. In addition, in conformity with SFAS No. 1R3ve are now expensing the cost of
issuing stock options. This expense in 2006 wastR&band $41,000 in 2007. Our professional feeeased in 2007 increased by $65,000
primarily due to the cost of complying with the Banes-Oxley Act of 2002. In 2007, we expended apprately $50,000 for such costs. In
addition, in 2007 we began to outsource our cust@®evice, a function that was formerly done by lEypes. The cost was approximately
$152,000, which was offset by a savings of comp@msaxpense. We anticipate that general and adtréive expenses will increase in
2008 as we fully absorb our recent acquisitionsianocbased marketing expenses.
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DEPRECIATION and AMORTIZATION

Depreciation and amortization expenses were $9&hafieer in 2007 than they were in 2006. The inaédasttributable to certain intangible
assets acquired in 2006 and 2007 and the purchasklitional computer hardware. We are also amadithe capitalized costs related to the
Sarbane$xley toolkit product and related course contert davelopment of new courses in our SPA library.&Xgect our depreciation a
amortization expenses on our current assets teaseras we begin to amortize the costs relatégk$e tacquisitions and the development of
our new LMS and SPA courses.

OPERATING INCOME

For 2007 operation income was $1,166,000 compar&812,000 in 2006, an increase of 44%. As a pé&xgerof net revenues, operating
income in 2007 was 7.7% compared to 6.5% in 200@nerease of 18.5%. Some of our recent acquisitaironline subscription-based
products have contributed to the increase in opgyaicome.

OTHER INCOME

Other income and expense items consist of int@adton indebtedness and interest earned on depAsibf the end of 2007 we have repaid
all of our outstanding indebtedness. Net intemesbine increased by $85,000 due to increased aashdperations and the general rise in
interest rates during 2007. We anticipate a deergmiiterest income as interest rates continuketrease in 2008.

INCOME TAX BENEFIT

We have begun to recognize the benefits of itopetating loss carryforwards pursuant to SFAS N@. This has resulted in a $591,000
benefit for the current year. We have taken annglltce for recognizing the full value of the benb@tause of the short-term history of
profits.

NET INCOME

For 2007, we recorded net income of $2,168,000 ewatpto $1,511,000 for 2006. Our net profit mafgin2007 was 14.3% compared to
12.1%, an increase of 18.2%. The increase in menie is primarily due to the increased operatirgdipof $354,000, interest income of
$85,000, and the income tax benefits availableudincour net operating loss carryforwards.

CONTRACTUAL OBLIGATIONS, COMMITMENTS AND CONTINGENC IES

Historically, we have financed our working capitadiuirements through internally generated fundsessaf equity and debt securities, and
proceeds from shoterm bank borrowings. In October 2004 we consumdhateinitial public offering of our common stockh@ net procees
to us from the offering were approximately $6.0liwrl.

Our working capital as of December 31, 2007, was@pmately $5.7 million compared to a $4.7 millisorking capital as of December 31,
2006. The increase is attributable to positive ¢kt from operations and earnings. Our curreribrat December 31, 2007, is 1.87 to 1. The
current ratio is derived by dividing current asdstcurrent liabilities and is a measure used hdileg sources to assess our ability to repay
short-term liabilities. The largest component of ourrent liabilities, $5.30 million at December, 2007, is deferred revenue, which is
revenue collected or billed but not yet earned utitke principles of revenue recognition. Most aétrevenue is in the form of subscription
fees and will be earned over the next 12 months.cst of fulfilling our monthly subscription obéiion does not exceed this revenue and is
booked to expense as incurred. For some of ourugtedthere are no additional costs, other thapaing costs, required to complete this
obligation as the material is already in our lilgrar
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For the year ended December 31, 2007, net cashajedéy operating activities was approximately683nillion. We had a net increase in
cash of $2.68 million, primarily from operationsdathe exercise of stock options and warrants, bifgeash expended for assets and bus
acquisitions. The primary components of our opegatiash flows are our net income adjusted for rasfr@xpenses, such as depreciation anc
amortization, and the changes in accounts recadyabtounts payable and deferred revenues.

Capital expenditures for the year ended Decembe2(@®17, were approximately $793,000, of which $8028,consisted of equipment
purchases and $92,000 in capitalizing the costadyrcing various courses and $377,000 for capitajithe costs of developing the new
LMS. Although we are constantly upgrading our texthgy, we do not anticipate any significant inceeascapital expenditures relating to
equipment purchases over the next 12 months.

For the year ended December 31, 2007, we had thgate expenditures of approximately $12,000. gryend, we had no indebtedness.

In addition to the foregoing, as of December 31)72Gve had commitments under the lease for exexoffices in Hawthorne, New York, tl
Working Values and Cognistar executive offices irafthorough, Massachusetts, and Skye's executive®fh Bridgewater, New Jersey,
aggregating $831,000 through February 2010. TheniStag lease expires in January 2009 and callmfonthly rent of $3,089. The Skye
lease was recently extended to August 2008 at @hiyorental of $3,670.

The shareholders of Skye are also entitled to sirapent payment based on certain levels of salesitih December 31, 2008, less
adjustments for use of capital and other costs.tdtat additional payment cannot exceed $1,200,066.additional payment may be paid
50% in cash and 50% in our common stock at ourrelign. If the additional payment is made in stdthill be determined by the average
price for the 20 business days subsequent to DesreBih 2008.

In the future, we may issue additional debt or gsecurities to satisfy our cash needs. Any datirired or issued may be secured or
unsecured, at a fixed or variable interest rateraag contain other terms and conditions that owarBof Directors deems prudent. Any sales
of equity securities may be at or below currentkefiprices. We cannot assure that we will be sigfokim generating sufficient capital to
adequately fund our liquidity needs.

INTEREST RATE RISK

Interest rate risk represents the potential lazsfadverse changes in market interest rates. Asayehold U.S. Treasury securities or money
market funds, we may be exposed to interest rsitearising from changes in the level and volatitifyinterest rates and in the shape of the
yield curve.
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CREDIT RISK

Most of our cash is held in deposit accounts, UrBasury and non-Treasury money market funds. @uok bleposit accounts are insured by
the U.S. government but only up to a maximum of@@00 at any one bank. Our money market funds elckih a brokerage account that is
insured by the Security Industry Protection Cor*(§ up to $500,000 and various brokerage firms o@yy additional insurance from
commercial insurance companies. Our cash balarmrgsnom time to time based on a variety of factousin most cases are significantly in
excess of the insurable limit. As a result, we haxjgosure on these accounts in the event thesgcfalanstitutions become insolvent.

In addition, we may have credit risk with respecttistomers who default on custom orders or whauledn subscription payments.
SEASONALITY AND CYCLICALITY

Historically, the fourth quarter has been our gjest in terms of revenue generation. This is dubddact that most of our subscriptions
follow the calendar year and renewals are mailed0uays before the end of the year. Also, foerimal budgeting reasons, corporate clients
tend to defer their decisions to the end of the.yea

In general, since most of our business relatesttirmuing professional education and is non-disenetry, we do not believe that business
cycles have a material impact on our financial genfance. Adverse business conditions and develosmamwever, would negatively affect
the performance of Working Values and the abilitpwor video production and consulting departmeatgenerate revenues independently.

RECENT ACCOUNTING PRONOUNCEMENTS

In February 2007, the Financial Accounting Stangd@dard (FASB) issued SFAS No. 159, "The Fair Vaion for Financial Assets and
Financial Liabilities." We believe that this prommeément has a material impact on our financiaéstants.

In December 2007, the FASB issued SFAS No. 160n*bmtrolling Interests in Consolidated Financiw@t&ments." We believe that this
pronouncement will not have a material impact onfmancial statements.

Also in December 2007, the FASB issue SFAS No. 14BHsiness Combinations." SFAS No. 141R is effecfor periods beginning after
December 15, 2008, and may not be applied retragdgtiWe believe that this pronouncement may affleetway we treat any contingent
purchase price on future acquisitions, as the prooement requires establishing an estimate ofatimaiint at the time of acquisition.

ITEM 7. FINANCIAL STATEMENTS
See the index to Financial Statements below, baginon page F-1.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors
SmartPros Ltd.

and Subsidiaries
Hawthorne, New York

We have audited the accompanying consolidated balsineet of SmartPros Ltd. and Subsidiaries asoémbber 31, 2007, and the related
consolidated statements of income, stockholdetstyegnd cash flows for the two years ended Decer@bhe2007. The consolidated financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion the consolidated financial
statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thetmobtain reasonable assurance about whethepttsolidated financial statements are
free of material misstatement. The Company is egtired to have, nor were we engaged to performaudit of its internal control over
financial reporting. Our audit included considesatdf internal control over financial reportingabasis for designing audit procedures that
are appropriate in the circumstances, but notiferpurpose of expressing an opinion on the effentgs of the Company's internal control
over financial reporting. Accordingly, we expresssuch opinion. An audit includes examining onst basis, evidence supporting the
amounts and disclosures in the consolidated figdustatements. An audit also includes assessingdb@unting principles used and
significant estimates made by management as weNalsiating the overall consolidated financialesta¢nt presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of SmartPros Ltd. and Subsidiaries as of Decembg2@07, and the results of their operations ard tash flows for the two years ended
December 31, 2007, in conformity with accountingpgiples generally accepted in the United State&roérica.

By: /s/ Holtz Rubenstein Remnick LLP

Hol t z Rubenstein Rem nick LLP

Melville, New York
February 28, 2008
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CONSOLIDATED BALANCE SHEET

SMARTPROS LTD.
AND SUBSIDIARIES

DECEMBER 31, 2007

ASSETS

Current Assets:

Cash and cash equivalents

Accounts receivable, net of allowance for
doubtful accounts of $39,842

Prepaid expenses and other current assets

Total Current Assets

Property and Equipment, net

Goodwill

Other Intangibles, net

Other Assets, including restricted cash of $150,000
Deferred Tax Asset

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:
Accounts payable
Accrued expenses
Other liabilities
Deferred revenue

Total Current Liabilities
Long-Term Liabilities:
Other liabilities-net of current portion

Total Long-Term Liabilities

Commitments and Contingencies

Stockholders' Equity:
Preferred stock, $.001 par value, authorized 1,000
0 shares issued and outstanding
Common stock, $.0001 par value, authorized 30,000,
5,304,698 issued and 4,993,967 outstanding
Common stock in treasury, at cost - 310,731 shares
Additional paid-in-capital
Accumulated deficit

Deferred compensation
Total Stockholders' Equity

Total Liabilities and Stockholders' Equity

,000 shares,

000 shares,

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. F-2

$ 10,072,338

1,964,483
237,097

12,273,918

630,857
145,684
3,296,538
154,673
978,000

$17,479,670

$ 786,781
419,886
40,040

5,318,382

6,565,089

530
(922,625)
16,925,314
(5,106,459)
10,896,760
(22,220)



SMARTPROS LTD.
AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31, 2007 2006

Net Revenues $1 5,204,506 $ 12,462,086
Cost of Revenues 5,962,788 5,176,525
Gross Profit 9,241,718 7,285,561

Operating Expenses:

Selling, general and administrative 7,326,308 5,820,403

Depreciation and amortization 749,272 653,091
8,075,580 6,473,494

Operating Income 1,166,138 812,067

Other Income (Expense):

Interest and dividend income 412,479 330,843
Interest expense (1,044) (4,299)
411,435 326,544
Net Income before Benefit for Income Taxes 1,577,573 1,138,611
Income Tax Benefit 590,792 372,500
Net Income $ 2,168,365 $ 1,511,111

Net Income Per Common Share:
Basic net income per common share $ 0.44 $ 0.30

Diluted net income per common share $ 0.43 $ 0.30

Weighted Average Number of Shares Outstanding:
Basic 4,924,098 4,994,090

Diluted 5,022,911 5,008,164

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. F-3



SMARTPROS LTD.
AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

YEARS ENDED DECEMBER 31, 2007 AND 2006

Common Stock Preferred Stock Additional
————— Paid-in Accumulated Deferred

Sh ares Amount Shares Amount  Capital Deficit Compensation

Balance at January 1, 2006

Common Stock Issued by Exercise of Options 24,558 3 - - 52,797 - -
Purchase of Treasury Shares (201,000) - - - - - - -
Amortization of Deferred Compensation - - - - - - 42,000
Payment of Note Receivable from Shareholder - - - - - - -
Issuance of Shares from Restricted Stock Plan 16,500 2 - - 66,658 - (44,440)
Stock Option Expense - - - - 35,455 - -
Net Income - - - - - 1,511,111 -
Balance at December 31, 2006 5,186,505 519 - - 16,572,944 (7,274,824) (77,440)
Common Stock Issued by Exercise of Options 24,401 2 - - 125,579 - -
Common Stock Issued by Exercise of

Underwriters' Warrants 87,765 8 - - 100,084 - -
Recapture of Short-Swing Profits - - - - 31,195 - -
Amortization of Deferred Compensation - - - - - - 55,220
Stock Option Expense - - - - 41,430 - -
Issuance of Shares from Restricted Stock Plan 6,027 1 - - 54,082 -

Net Income

Balance at December 31, 2007

5,145,447 $514

- $ - $16,418,034

Rec eivable Total
from Treasury  Stockholders'
Sto ckholder Stock Equity

Balance at January 1, 2006 $ (200,000) $ (384,600) $ 6,973,013
Common Stock Issued by Exercise of Options - - 52,800
Purchase of Treasury Shares (201,000) - (538,025) (538,025)
Amortization of Deferred Compensation - - 42,000
Payment of Note Receivable from Shareholder 200,000 - 200,000
Issuance of Shares from Restricted Stock Plan - - 22,220
Stock Option Expense - - 35,455
Net Income - - 1,511,111
Balance at December 31, 2006 - (922,625) 8,298,574
Common Stock Issued by Exercise of Options - - 125,581
Common Stock Issued by Exercise of

Underwriters' Warrants - - 100,092
Recapture of Short-Swing Profits - - 31,195
Amortization of Deferred Compensation - - 55,220
Stock Option Expense - - 41,430
Issuance of Shares from Restricted Stock Plan - - 54,083
Net Income - - 2,168,365
Balance at December 31, 2007 $ - $ (922,625) $10,874,540

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. F-4

$(8,785,935) $ (75,000)

$(5,106,459) $ (22,220)




CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,

SMARTPROS LTD.
AND SUBSIDIARIES

Cash Flows from Operating Activities:
Net income

Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Stock compensation expense
Deferred compensation
Deferred income tax benefit
Changes in operating assets and liabilities:
(Increase) decrease in operating assets:

Accounts receivable
Prepaid expenses and other current assets
(Decrease) increase in operating liabilities:

Accounts payable and accrued expenses
Deferred revenue

Other liabilities
Total adjustments

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities:
Acquisition of property and equipment
Capitalized course costs

Capitalized software development

Fixed assets acquired from acquisitions
Intangible assets acquired from acquisitions
Cash paid for business acquisitions

Net Cash (Used in) Investing Activities

Cash Flows from Financing Activities:
Purchase of treasury shares

Payments of note receivable from stockholder

Net proceeds from exercise of stock options, warra

Payments under capital lease obligations

Net Cash Provided by (Used in) Financing Activities
Net Increase (Decrease) in Cash and Cash Equivalent
Cash and Cash Equivalents, beginning of year
Cash and Cash Equivalents, end of year
Supplemental Disclosure:

Cash paid for interest

Cash paid for income taxes

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. F-5

nts and other

&

&1 &4

2,168,365 $ 1,511,111

749,272 653,091
95,510 35,455
55,220 64,220

(600,000)  (378,000)

(3,544) (905,008)

40,296 783
273,573 371,966
802,236 317,588
(40,056) (40,056)
120,039
1,631,150

(324,350) (91,413)
(92,341) (45,358)
(376,536) -
(77,201) -
(210,512) -
(26,484)  (1,282,906)

(1,107,424)  (1,419,677)

- (538,025)
- 200,000
256,868 52,799
(11,767) (38,149)
245,101 (323,375)

2,678,549 (111,902)
7,393,789 7,505,691

10,072,338  $ 7,393,789

1,044 $ 4,299

9,208 $ 4,866




SMARTPROS LTD.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2007 AND 2006

1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICI ACCOUNTING POLICIES

NATURE OF OPERATIONS- SmartPros Ltd. ("SmartPros" or the "Company'Dedaware corporation, was organized in 1981 aseZdat
Video Education Inc. for the purpose of producidgaational videos primarily directed to the accingnprofession. SmartPros' primary
products today are periodic video and Internet siifition services directed to corporate accountantsfinancial managers, accountants in
public practice and CPA exam candidates. In additile Company also produces a series of continetlugation courses directed to the
engineering profession, as well as a series ofsesudesigned for candidates for the professiorgahearing exam. Finally, through its
wholly-owned subsidiary, Working Values Ltd. ("Wanrg Values"), the Company produces ethics, gover@aand compliance programs for
corporate clients and through its Cognistar divigiooduces on-line and customized training couiaethe legal profession. Its other wholly-
owned subsidiary, Skye Multimedia Ltd. ("Skye") guges customized training solutions for a numbeénddistries including the
pharmaceutical, professional services and othess Aesult of recent acquisitions, the Company iaedua library of nationally certified
online training solutions for the banking, secestand insurance industries, as well as courségnaeisfor live training. The engineering
division provides training courses for the profeasand preparation for professional licensing exations. SmartPros also produces custom
videos and rents out its studios. SmartPros igéacim Hawthorne, New York, where it maintainsdtsporate offices, new media lab, video
production studios and tape duplication facilithile the Company's management monitors the revetreams of its various products and
services, operations are managed and financiabqeaice is evaluated on a company-wide basis. Aaugly, all of the Company's
operations are considered by management to begajgrkin one reportable segment, educational sesvic

BASIS OF PRESENTATION - The consolidated finanatements of SmartPros include the accounts oftBnea and its wholly-owned
subsidiaries, Working Values and Skye. All sigrifit intercompany balances and transactions havedimeinated.

ESTIMATES - The preparation of financial statemeantsonformity with generally accepted accountimgg@iples requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and disctosticontingent assets and liabilities at
dates of financial statements and the reported ateaf revenues and expenses during the reporériggy Actual results could differ from
those estimates.

REVENUE RECOGNITION -The Company recognizes revenue from its subsongervices as earned. Subscriptions are genéilidigd on
an annual basis, deferred at the time of billing amortized into revenue on a monthly basis oveitehm of the subscription, generally one
year. Engineering products are -subscription based and revenue is recognized sipipment or, in the case of online sales, uponpeocé
payment. Revenues from other non-subscription sesyisuch as web site design, video productiorsuiting services, and custom projects,
are generally recognized on a proportional perforcesbasis where sufficient information relatingtoject status and other supporting
documentation is available. The contracts may liifferent billing arrangements resulting in eithubilled or deferred revenue. The
Company obtains either signed agreements or pudraers from its non-subscription customers onljrihe terms and conditions of the
products or services to be provided. Otherwisesmaes are recognized after completion and/or dgliokeservices to the customer.
Duplication and related services are generallygatzed upon shipment or, if later, when the Com{malligations are complete and
realization of receivable amounts are assured.

SEGMENT ACCOUNTING - The Company has evaluatedrétpiirements under SFAS No. 141, "Financial Repgrior Segments of a
Business Enterprise", and believes that all objitsrations are reportable under one segment, vidhethucational services.
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SMARTPROS LTD.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2007 AND 2006

COMPREHENSIVE INCOME (LOSS) - Comprehensive incaofioss) refers to revenue, expenses, gains andsldisaseunder generally
accepted accounting principles are included in aefmgnsive income, but are excluded from net incaaéhese amounts are recorded
directly as an adjustment to stockholders' eqéitypecember 31, 2007 and 2006, there were no sticistanents required.

CASH AND CASH EQUIVALENTS - All highly liquid instuments with an original maturity of three monthdems are considered cash
equivalents. From time to time, the Company invagtertion of its excess cash in money market attsathat are stated at cost and
approximate market value.

INVESTMENTS - The Company has established a pdlicywvest proceeds from its public offering in AAAted bonds with short-term
maturities or money market funds. The Company detes the appropriate classification of securidiethe time of purchase and reassesses
the appropriateness of the classification at eapbrting date. At December 31, 2007, the Companynioashortterm investments. Unrealiz
gains and losses on available-for-sale securiteeserorded as a separate component of stockhoédprisy. Realized gains and losses on the
sale of securities, as determined on a specifiatifieation basis, are included in the consolidadtatements of operations. For the years e
December 31, 2007 and 2006, the Company had nalizee gains or losses on available-for-sale steari

CONCENTRATION OF CREDIT RISK - Financial instrumerthat subject the Company to concentrations aficrisk consist primarily of
cash and cash equivalents, investments, and accmagivable. From time to time, the cash balapgesed the federal depository insurance
coverage limit of $100,000. The Company's cashrz&la are deposited with high credit quality finahaistitutions. No single customer
represents a significant concentration of salescgivables.

ACCOUNTS RECEIVABLE - Accounts receivable are retemt at original invoice amount less an allowanet thanagement believes will

be adequate to absorb estimated losses on existomynts receivable. The allowance is establighm@digh a provision for bad debts charged
to expense. Accounts receivable are charged aghmsilowance for doubtful accounts when managéimelieves that collectibility is
unlikely. The allowance is an amount that managerelieves will be adequate to absorb estimateskl®sn existing accounts receivable,
based on an evaluation of the collectibility of @aots receivable and prior bad debt experiences @Waluation also takes into consideration
such factors as changes in the nature and volurfeafccounts receivable, overall accounts recivgmlity, review of specific problem
accounts receivable, and current economic conditibat may affect the customer's ability to payil#/management uses the best
information available to make its evaluation, fet@djustments to the allowance may be necesstrgrg are significant changes in economic
conditions.

Accounts receivable are generally considered tpas¢ due if any portion of the receivable balasoauitstanding for more than 90 days.

INVENTORIES - Inventories are valued at the lowecaost or market on a first-in, first-out basis awhsists primarily of videotape stock,
both unsold video and non-video courses and relaggdrials. Inventories are included in prepaidesge and other current assets.

SHIPPING AND HANDLING COSTS - The Company has ird#d freight-out as a component of cost of goods fmlthe years ended
December 31, 2007 and 2006.

PROPERTY AND EQUIPMENT - Property and equipmentsteged at cost and are depreciated using theglstiie method over their
estimated useful lives, ranging from three to tearg. Leasehold improvements are amortized ovdesiser of their estimated useful lives or
the life of the lease. Expenditures for maintenaanue repairs are charged to operations as incamddnajor expenditures for renewals and
improvements are capitalized and depreciated dwér tiseful lives.
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SMARTPROS LTD.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2007 AND 2006

LONG-LIVED ASSETS - The Company accounts for longdl assets in accordance with the provisions ate®tent of Financial

Accounting Standards ("SFAS") No. 144, "Accountfogthe Impairment or Disposal of Long-Lived As$efBhis statement establishes
financial accounting and reporting standards ferithpairment of long-lived assets and certain igifales related to those assets to be held
and used, and for long-lived assets and certaamg@ibles to be disposed of. SFAS No. 144 requéanesing other things, that the Company
reviews its long-lived assets and certain relatéahigibles for impairment whenever changes in aistances indicate that the carrying
amount of an asset may not be fully recoverablihis$freview indicates that the long-lived assdk mot be recoverable, as determined based
on the estimated undiscounted cash flows of thefamy over the remaining amortization period, theyiag amount of the asset is reduced
by the estimated shortfall of cash flows. The Conypaelieves that none of the Company's long-liveskts were impaired.

GOODWILL - Goodwill results from prior business agsjtions and represents the excess of the purgitaeover the fair value of acquired
tangible assets and liabilities and identified mgfible assets. Goodwill is assessed at least dgrfaaimpairment and any such impairment
will be recognized in the period identified.

INTANGIBLE ASSETS - Certain intangible assets aeénlg amortized on a straight-line basis over thsiirmated useful lives, which vary
between five to nineteen years.

CAPITALIZED COURSE COSTS - Capitalized course castdude the direct cost of internally developinggrietary educational products
and materials that have extended useful lives. Aimadion of these capitalized course costs commenden the courses are available for
from the Company's catalog. For the year ended mbee31, 2007, the Company has expended approxin&g2,000 on such costs. The
amortization period is five years, except for thelfiines-Oxley courses that have a three-year aatboti period. Other course costs incurred
in connection with any of the Company's monthlyssulption products or custom work is charged toegige as incurred. As a result of rec
acquisitions, the Company acquired an additionZb$100 of course costs which are being amortizeat avfive year period, as well. Incluc

in other intangible assets at December 31, 20@7¢capitalized course costs of $977,000, net ofractated amortization of $492,000.

CAPITALIZED SOFTWARE DEVELOPMENT - The Company hdsveloped a new Learning Management System ("LM8t) has
capitalized those costs permissible under SFASBEp"Accounting for the Costs of Computer Softwarée Sold, Leased, or Otherwise
Marketed". Total capitalized costs as of Decemier2B07 are $376,536. The Company will begin ariogi these costs upon completion of
the LMS over a five-year period.

DEFERRED REVENUE - Deferred revenue related to supson services represents the portion of unehsubscription revenue, which is
amortized on a monthly, straiglime basis, as earned. Deferred revenue relateelosite design and video production services semris the
portion of amounts billed by the Company, or casltected by the Company, for which services haveyebbeen provided or earned in
accordance with the Company's revenue recognitdioyp

INCOME TAXES - Deferred tax assets and liabilitees recognized for temporary differences betweerfittancial reporting basis and the
tax basis of the Company's assets and liabilibederred taxes are recognized for the estimategstakimately payable or recoverable based
on enacted tax laws. Changes in enacted tax ratekas are reflected in the financial statememthié periods they occur.

NET INCOME PER SHARE- Basic net income per share is computed by digidicome available to common shareholders by thHghted-
average number of common shares outstanding. Dikaenings per share reflect in periods, in whidythave a dilutive effect, the impact of
common shares issuable upon exercise of stockraptind warrants and non-vested shares of commok Jtbe reconciliation for the years
ended December 31, 2007 and 2006 is as follows:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2007 AND 2006

The reconciliation for the years ended Decembe@B@Qy and 2006 is as follows:

YEARS ENDED DECEMBER 31, 2007 2 006
Weighted Average Number of Shares Outstanding 4,924,098 4,9 94,090
Effect of Dilutive Securities, common stock equiva lents 98,813 14,074
Weighted Average Number of Shares Outstanding, use d for

computing diluted earnings per share 5,022,911 5,0 08,164

STOCK-BASED COMPENSATION - Prior to January 1, 208& Company accounted for share-based paymedés thre recognition and
measurement provisions of APB Opinion No. 25, ACOOUNG FOR STOCK ISSUED TO EMPLOYEES ("APB 25") arelated
Interpretations, as permitted by Statement of Rr@\ccounting Standards No. 123, ACCOUNTING FORXK BASED
COMPENSATION ("Statement 123"). Under that metheten options were granted with a strike price etpalr greater than market price
on date of issuance, there was no impact on eavitiger on the date of grant or thereafter, absendin modifications to the options. The
Company adopted Financial Accounting Standard 198.(R), SHARE-BASED PAYMENT ("Statement 123(R)")) danuary 1, 2006, using
the modified-prospective-transition method. Undber fair value recognition provisions of this stagem) stock based compensation cost is
measured at the grant date based on the fair ehlilne award and is recognized as expense onighttiae basis over the vesting period. In
addition, the Company adheres to the guidanceosttt Within Securities and Exchange Commission CYEStaff Accounting Bulletin
("SAB") No. 107, which provides the Staff's vievegjarding the interaction between SFAS No. 123(R)cantain SEC rules and regulations
and provides interpretations with respect to theatéon of share-based payments for public comgametermining the fair value of share-
based awards at the grant date requires assumptiohisidgments about expected volatility and foufei rates, among other factors. As of
December 31, 2007, options and restricted shaseswed for grants under the Plan were 761,506 igedvthat restricted stock grants may
exceed 200,000 shares and 67,072 restricted shavedeen issued.

ADVERTISING - Advertising is expensed as incurred avas approximately $62,000 and $55,000 for tteesyended December 31, 2007
and 2006, respectively.

NEW ACCOUNTING PRONOUNCEMENT* In February 2007, the FASB issued SFAS No. 158¢"Fair Value Option for Financial
Assets and Financial Liabilities". SFAS No. 159miés an entity to choose, at specified electiorsiaio measure eligible financial
instruments and certain other items at fair vahag &re not currently required to be measurediavétue. An entity shall report unrealized
gains and losses on items for which the fair valpigon has been elected in earnings at each subsergporting date. Upfront costs and fees
related to items for which the fair value optioreiscted shall be recognized in earnings as indwanel not deferred. SFAS No. 159 also
establishes presentation and disclosure requirenaisigned to facilitate comparisons between estitiat choose different measurement
attributes for similar types of assets and lialelit SFAS No. 159 is effective for financial stagans issued for fiscal years beginning after
November 15, 2007, and interim periods within thiiseal years. At the effective date, an entity naégct the fair value option for eligib
items that exist at that date. The entity shalbrefhe effect of the first remeasurement to failue as a cumulative-effect adjustment to the
opening balance of retained earnings. The Compaliues that this pronouncement will not have aemialt effect on the consolidated
financial statements.
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YEARS ENDED DECEMBER 31, 2007 AND 2006

In December 2007, the FASB issued SFAS No. 141Rsitiess Combinations”, which changes how businepgigitions are accounted.
SFAS No. 141R requires the acquiring entity in aibess combination to recognize all (and only)abgets acquired and liabilities assume
the transaction and establishes the acquisitioa{dat value as the measurement objective forssléts acquired and liabilities assumed in a
business combination. Certain provisions of tresmidard will, among other things, impact the deteation of acquisition-date fair value of
consideration paid in a business combination (ol contingent consideration); exclude transactiosts from acquisition accounting; and
change accounting practices for acquired contingsnacquisition-related restructuring costs, ioegiss research and development,
indemnification assets, and tax benefits. SFASIMAR is effective for business combinations ocagrafter December 15, 2008. The
Company is currently evaluating the future impatd disclosures of this standard.

In December 2007, the FASB issued SFAS No. 160ntdntrolling Interests in Consolidated Financiat8inents, an amendment of ARB
No. 51", which establishes new standards govenfiagaccounting for and reporting of noncontrollinggrests ("NCIs") in partially owne
consolidated subsidiaries and the loss of confrelibsidiaries. Certain provisions of this standadicate, among other things, that NCls
(previously referred to as minority interests) teated as a separate component of equity, noliasility; that increases and decreases in the
parent's ownership interest that leave controkirite treated as equity transactions, rather thasteg acquisitions or dilution gains or losses;
and that losses of a partially owned consolidatdxsigliary be allocated to the NCI even when suldtation might result in a deficit balance.
This standard also requires changes to certaireptason and disclosure requirements. SFAS No.id éffective beginning January 1, 2009.
The provisions of the standard are to be applieItdCls prospectively, except for the presentatind disclosure requirements, which ar
be applied retrospectively to all periods presenté@ Company believes that this pronouncementnaeiihave a material effect on the
consolidated financial statements.

2. ACQUISITIONS

The Company made three acquisitions during 2007. | n March 2007, it acquired
substantially all of the assets and assumed cer tain liabilities of The
Selbst Group Inc. for approximately $177,000. T he Selbst Group provides

various training programs for the financial sergioedustry.

In August 2007, the Company acquired substantallpf the assets and assumed certain liabilitfeBright Ideas Group d/b/a WatchIT
("BIG"). BIG develops information technology eduoatand training programs for business and inforomatiechnology professionals. The
purchase price for the assets was $175,000 plussthenption of BIG's obligations under certain @r contracts. In addition, BIG was
entitled to an incentive payment if a certain raxestarget for the six-month period beginning Augys2007, and ending January 31, 2008,
was met. No additional payments were due undeptiogision.

Finally, BIG is also entitled to an "earn-out" ebtethree times BIG's average annual earningsh®three-year period ending July 31, 2010.
Average annual earnings is income before taxes dikintercompany charges and an amount for theotisapital the Company provides B

In no event may the "earn-out" exceed $3,000,000. payment under the "earn-out" will be reducedtzysum of (i) $115,000 and (ii) any
incentive payments made with respect to the sixtmpariod ending January 31, 2008. The "earn-omunt may be paid at our discretion
either entirely in cash or 50% in cash and 50%harss of our common stock provided that at that fiayment is due (i) our common stock
is traded on the New York Stock Exchange, the AcaeriStock Exchange or the NASDAQ Capital Market @ijdve have filed all periodic
reports we were required to file under the Seagifict of 1934. Any payment in shares of commonkstaill be valued based on the average
closing price of the common stock for the 20 busingays after July 31, 2010.
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On August 21, 2007, the Company acquired substnaithof the assets and assumed certain liabditf Financial Campus ("FC") from
SkillSoft Corporation. The seller is entitled to @shditional annual "earn-out" for three years basedn amount equal to 10% of sales in
excess of $2,000,000 per annum. In no event dimlidtal cumulative "earn-out" for the three-yearipd exceed $750,000. The "earn-out" is
payable in cash. Should the Company sell the F@héss prior to the end of the "earn-out" perioé, $kller will be entitled to $750,000 less
any payments made against the "earn-out". Ceriyreknployees of FC have become employees of SmartP€ produces and maintains a
library of training courses designed for the saguimsurance and other financial services indastrin addition, FC produces customized
training courses for its customers. This produe Will be included in SmartPros Financial Servi€egining division.

3. PROPERTY AND EQUIPMENT
The components of property and equipment are &sifsl

DECEMBER 31, 2007

Furniture, Fixtures and Equipment $3,733,044

Leasehold Improvements 189,709
3,922,753

Less Accumulated Depreciation 3,291,896
$ 630,857

Depreciation expense for the years ended Decenih@0B7 and 2006 were approximately $214,000 ad® 800, respectively.
4. GOODWILL AND INTANGIBLE ASSETS
The components of intangible assets are as follows:

DECEMBER 31, 2007

Accumulated Carrying
Cost Amortization Value
Engineering Courses $2,766,837 $1,976,271 $ 790,566
Rights to CPA Report ("CPAR") 1,700,000 1,445,022 254,978
Pro2 Net Courses ("P2N") 837,504 543,320 294,184
Sarbanes-Oxley Toolkit 248,804 222,127 26,677
Evergreen Client List 3,500 1,050 2,450
Working Values 94,700 49,500 45,200
Skye Multimedia Ltd. 204,000 46,200 157,800
MGI 54,000 9,375 44,625
Cognistar 380,164 59,151 321,013
Sage Courses 250,012 91,671 158,341
SPA Course Development 116,044 18,745 97,299
Engineering Course Development 12,000 - 12,000
Selbst Courses 139,099 15,570 123,529
Watch It Courses 197,930 12,413 185,517
Financial Campus 340,894 11,363 329,531
Capitalized Acquisition Costs 69,071 - 69,071
Capitalized Software Development 376,536 - 376,536
Purchased Domain Names 7,221 - 7,221
$7,798,316 $4,501,778 $3,296,538
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The aggregate amortization expense for each ofghes ended December 31, 2007 and 2006 was ap@iehn$535,000 and $474,000,
respectively.

Estimated amortization expense for the five yeabsequent to December 31, 2007 is as follows:

YEARS ENDING DECEMBER 31,

2008 $ 576,000
2009 478,000
2010 389,000
2011 285,000
2012 188,000

The following table presents the changes in theysay amount of goodwill and other intangibles digrithe year ended December 31, 2007:

(@] ther

Goodwill Inta ngibles
Balance, January 1, 2006 $ 53,434 $2, 158,593
Amortization Expense - ( 473,332)
Goodwill and Intangibles Acquired 77,250 965,871
Balance, December 31, 2006 130,684 2, 651,132
Amortization Expense - ( 535,099)
Goodwill and Intangibles Acquired 15,000 1, 180,505
Balance, December 31, 2007 $ 145,684 $3, 296,538

5. INCOME TAXES

At December 31, 2007, the Company has a net defeareasset of approximately $978,000, primarisuigng from the future tax benefit of
net operating loss carryforwards. The net valuatibmwvance decreased by approximately $600,00€hfyear ended December 31, 2007.
Realization of deferred tax assets depends orcaiffifuture taxable income during the period theductible temporary differences and
carryforwards are expected to be available to redaxable income. At December 31, 2007, the Compasynet operating loss carryforwa
available to offset future taxable income of appmately $4,500,000 which expire in 2023.

The components of income tax benefit for the yeaded December 31 2007 and 2006 consist of thenfiwit:

2007 2 006
Current:
Federal $ 9,208 $ 5,500
State - -
9,208 5,500
Deferred:
Federal 510,000 321,300
State (90,000) (56,700)
(600,000)  ( 378,000)
Income Tax Benefit $ (590,792) $ ( 372,500)
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Deferred income tax expense results primarily ftbmreversal of temporary timing differences betwix and financial statement income.

A reconciliation of income tax expense at the fatlstatutory rate to income tax expense at the Gaoyip effective rate is as follows:

YEARS ENDED DECEMBER 31, 2007 2006

U.S. Federal Statutory Income Tax Rate 34.0% 34.0%
Valuation Allowance (71.0)% ( 67.0)%
Income Tax Benefit (37.0)% ( 33.0)%

The temporary differences and carryforwards gase o the following deferred tax asset at Decer3lheP007:

Depreciation and Amortization $ 17, 000
NOL Carryforward 1,530, 000
Valuation Allowance (569, 000)

$ 978, 000

6. CONVERTIBLE PREFERRED STOCK

In February 2002, the Company sold 2,000 sharés Gonvertible Preferred Stock to its former pdesit. The entire purchase price for those
shares, $200,000, was evidenced by a promissoeyfrarh the purchaser. The entire principal balafdde note and all accrued interest,
calculated at 5.5% per annum, was repaid in 2006.

7. STOCKHOLDERS' EQUITY

In January 2007, the Company's compensation coeergttanted certain officers and key employeeseofObmpany a total of 16,500 shares
of restricted common stock. The grant vests oreHihimediately and one-third each year, thereaftee grants were part of a bonus paid for
2006 and were considered issued as of Decemb@086,and included in the total outstanding shasesf ¢hat date. The stock is unregiste
and subject to certain forfeiture provisions if traployee leaves the Company prior to January @39.2

In conjunction with the Company's initial publidefing, the underwriters were issued 60,000 wasrétidnderwriter Warrants"), each
warrant entitling the holder thereof to purchasedtshares of the Company's common stock and wat@purchase additional 1.5 shares at
$7.15 per share. The Underwriters Warrants arecesedie at a price of $15.30 per warrant. Durin@72®&arious holders of the Underwriter
Warrants were issued 68,139 shares of common statkvarrants to purchase an additional 34,070 sHaré 1,883 Underwriter Warrants.
In addition, 6,542 Underwriters' Warrants were eiserd for cash totaling $100,092, resulting iniiseiance of 19,626 shares of common
stock and warrants to purchase an additional 9s8hPes. As of December 31, 2007, there is a bakint&75 Underwriter Warrants
outstanding which expire on October 19, 2009.

In 2007, two employees and one consultant to thegamy exercised their vested stock options foptirehase of 24,401 shares of common
stock at prices ranging between $4.05 and $5.32.

The Company received a net of $31,195 after dedgidtigal expenses, as the result of a penalty sed@gainst a more than ten percent
shareholder for violation of Rule 16b of the Seibesiand Exchange Act of 1934 for the violatiorsbért-swing profits rules.
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8. STOCK OPTION PLAN

The Company's 1999 Stock Option Plan (the "Plas)amended, provides for the grant of incentiveomr-qualified stock options and
restricted stock awards for the purchase of uB&®BL9 shares of common stock to employees, direeattd consultants. Prior to the
Company's initial public offering, the Plan was awistered by the Board of Directors. Since theahipublic offering, the Plan is being
administered by the Compensation Committee of thar® of Directors of the Company. The administrafathe Plan determines the term:
options, including the exercise price, expiratiaed number of shares and vesting provisions.

The weighted average estimated fair value of stgtlons granted for the year ended December 317 266 2006 was $2.06 and $1.26,
respectively. The fair value of options at the da#tgrant was estimated using the Black-Scholeso@ricing Model. During 2007, the
Company took into consideration guidance under SRAS123(R) and SAB 107 when reviewing and updasisgumptions. The expected
volatility is based upon historical volatility ofiostock and other contributing factors. The expéderm is based upon observation of actual
time elapsed between date of grant and exercieptins for all employees. Previously such assumngtivere determined based on historical
data.

The assumptions made in calculating the fair vabfexptions for the year ended December 31, 2063 i®llows:

Contractual Term 10 years
Expected Volatility 35% - 45%
Expected Dividend Yield 0%
Risk-Free Interest Rate 4.1% - 4.63%
Expected Term 5.5-6.0 years

For the year ended December 31, 2007, share-bas ed compensation expense

related to stock options was approximately $41,@3800f December 31, 2007, the fair value of unamed compensation cost related to
unvested stock option awards was approximately 008 Unamortized compensation cost as of DeceBibe2007 is expected to be
recognized over a remaining weighted-average \gg@miod of three years.

As of December 31, 2007, the total intrinsic valhich is the difference between the exercise paie closing price of the Company's
common stock of options outstanding and exercisabie $495,000 and $364,000, respectively.

In February 2008, the Company granted 34,025 optiovarious employees. These options vest in §yeaes and have an exercise price of
$5.10.
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A summary of all stock option activity for the yeanded December 31, 2006 and 2007 is as follows:

Number Weigh ted
of Aver age
Options  Exercise Price
Outstanding, January 1, 2006: 406,531 $ 4.67
Options granted 51,100 3.09
Options cancelled (47,466) 5.06
Options expired - -
Options exercised (24,558) 2.15
Outstanding, December 31, 2006: 385,607 4.57
Options granted 30,500 5.60
Options cancelled (4,909) 3.90
Options expired (517) 5.32
Options exercised (24,401) 5.15
Outstanding, December 31, 2007 386,280 4.62
Exercisable, December 31, 2007 317,483 $ 4.69
Options Outsta nding Options Exercisable
Weighted Weig hted
Average Weighted Aver age
Remaining Average Remai ning
Number Contractua | Exercise Number Contra ctual
Exercise Price  Outstanding Life (Year s) Price Exercisable Life ( Years)
$ 215 24,322 1. 5 $ 2.15 24,322 15
2.42 25,850 4. 1 2.42 25,850 4.1
2.75 26,000 8. 8 2.75 8,666 8.8
3.00 2,100 8. 2 3.00 1,050 8.2
3.05 9,000 8. 2 3.05 4,500 8.2
3.44 15,000 7. 8 3.44 11,250 7.8
4.00 10,000 7. 3 4.00 7,500 7.3
4.05 6,667 8. 8 4.05 - -
4.15 300 7. 6 4.15 224 7.6
4.27 15,475 6. 8 4.27 15,475 6.8
4.49 5,000 9. 2 4.49 - -
5.32 218,674 2. 2 5.32 213,504 2.2
5.50 1,500 9. 2 5.50 500 9.2
5.78 15,000 9. 8 5.78 - -
5.94 9,000 9. 7 5.94 2,250 9.7
8.32 773 2. 1 8.32 773 2.1
21.41 1,245 1. 5 21.41 1,245 15
32.13 374 1. 5 32.13 374 15
$ - 386,280 7. 1 $ 457 317,483 5.4
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9. COMMITMENTS AND CONTINGENCIES

The Company leases office space and productiomanehouse facilities in Hawthorne, New York, Westhmh, Massachusetts and
Bridgewater, New Jersey. Future minimum lease paysnare as follows:

YEARS ENDING DECEMBER 31,

2008 $ 414,000
2009 357,000
2010 60,000

$ 831,000
A deferred rent credit of approximately $80,00 0 is included in other

liabilities provided for, at the inception of thetithorne, New York lease. Rent expense is recandesi straight-line basis over the lease
term. Rent expense for the years ended Decemb@08Z,and 2006 was approximately $445,000 and $808respectively.

The Company arranged for a $150,000 letter of tregresenting a security deposit for the Hawtholew York lease. The Company has
pledged a $150,000 certificate of deposit to thekbasuing the letter of credit as collateral foe tetter of credit and the restricted cash
account is included in other assets.

EMPLOYMENT AGREEMENTS - The Company has employmagiteements with its chief executive officer, itegadent, its chief financial
officer, its chief technology officer and the paesits of Working Values and Skye Multimedia. Theplnyment agreement with the
Company's chief executive officer was renewed ibr&kary 2007, and is for a term of three years. ddreement renews automatically for a
new three-year term at the end of the first yearawh three-year term, unless either party givéisaof their intent not to renew before the
end of the first year, of each three-year term. dief financial officer's agreement was executedune 2005 and expires June 2008. The
employment agreement with the president was ren@nedctober 1, 2005 for a period of three year® diief technology officer's
agreement was entered into on October 1, 2007 periad of three years. Each employment agreementdes for specified annual base
salaries, subject to increases at the discretitheo€ompany's Board of Directors. Under certaireagents, if the Company terminates any
executive's employment without cause, or if an akee terminates his employment for good reasam etkecutive is entitled to receive
certain severance benefits. The employment agreenitimthe president of Working Values provides f@rformance and other bonuses, if
the Company reaches certain income levels. To datamounts have been paid or accrued in connegitbrthis provision. The Company
has employment agreements with Stephen Henn wheddhe Company on account of the acquisition afriar. He is vice president of
Working Values Ltd. His contract is for two yedogginning November 1, 2006 and expiring on Noveniser2008, and has terms similar to
the other agreements. Skye's president's agreesfentthree years, beginning March 1, 2006 andresplanuary 31, 2009.

At December 31, 2007, the aggregate commitmentrthdgfour employment agreements for the senioctiees approximated $820,000.

LITIGATION - The Company is currently not a partyany litigation other than that arising in themai course of its business operations.
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10. FAIR VALUE OF FINANCIAL INSTRUMENTS
The methods and assumptions used to estimateithafae of the following classes of financial ingnhents were:

CURRENT ASSETS AND CURRENT LIABILITIES - The carng values of cash, investments securities avaifanisale, accounts
receivables, payables and certain other short-tieancial instruments approximate their fair value.

CAPITAL LEASE AND EQUIPMENT FINANCING OBLIGATIONS -The fair value of the Company's capital leaseemndpment
financing obligations, including the current portji@pproximates fair value.
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
ITEM 8A(T). CONTROLS AND PROCEDURES

a) EVALUATION OF DISCLOSURE CONTROLS AND PROCEDUREManagement, with the participation of our prirdipxecutive

officer and the principal financial officer, cami@ut an evaluation of the effectiveness of ous¢ltisure controls and procedures" (as defined
in the Securities Exchange Act of 1934 (the "Exdw®Act") Rules 13a-15(e) and 1518{e)) as of the end of the period covered byréyort
(the "Evaluation Date"). Based upon that evaluatoun principal executive officer and principaldimcial officer concluded that, as of the
Evaluation Date, our disclosure controls and praceslare effective to ensure that information nexglito be disclosed by us in the reports
that we file or submit under the Exchange Actgijecorded, processed, summarized and reportadn\lite time periods specified in the
SEC's rules and forms and

(i) is accumulated and communicated to our managgnincluding our principal executive and finahcificers, as appropriate to allow
timely decisions regarding required disclosure.

Our management, including our principal executiffecer and principal financial officer, does notgect that our disclosure controls and
procedures or our internal controls will prevemteators and all fraud. A control system, no maktew well conceived and operated, can
provide only reasonable, not absolute, assuraratdttb objectives of the control system are metthen, the design of a control system must
reflect the fact that there are resource consgant the benefits of controls must be considegkadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thaballrol issues and instances of fraud, if any,
within SmartPros have been detected.

b) MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FIANCIAL REPORTING. Our management is responsible for
establishing and maintaining adequate internalrobot/er financial reporting (as defined in ruleaiB5(f) under the Exchange Act). Our
management assessed the effectiveness of ourahtamtrol over financial reporting as of DecemBg&r 2007. In making this assessment,
management used the criteria set forth by the Ctreenof Sponsoring Organizations of the Treadwamn@assion in Internal Control-
Integrated Framework. Our management has conclimdédas of December 31, 2007, our internal cortver financial reporting is effective
based on these criteria. This annual report doesmoloide an attestation report of our registerellip accounting firm regarding internal
control over financial reporting. Management's rep@s not subject to attestation by our registgnatolic accounting firm pursuant to
temporary rules of the SEC that permit us to prevadly management's report in this annual report.

¢) CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORNG. There were no changes in our internal costoder financial
reporting that occurred during our fiscal fourthager that has materially affected, or is reasonbkély to materially affect, our internal
control over financial reporting.

ITEM 8B. OTHER INFORMATION
None.
PART IlI

ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS, C ONTROL PERSONS AND CORPORATE GOVERNANCE;
COMPLIANCE WITH SECTION 16(a) OF THE EXCHANGE ACT.

Information relating to our directors and executficers that is responsive to ltem 9 of Form 188will be included in our Proxy
Statement in connection with our 2007 annual mgetdinstockholders, which information is incorporhtey reference herein.

33



CODE OF ETHICS

We have adopted a Code of Ethics that applies t@uocipal executive officer, principal financiefficer and other persons performing
similar functions, as well as all of our other enygles and directors. The Code of Ethics is postealio Web site at www.smartpros.com and
is filed as Exhibit 14.1 to this report. Amendmetats&nd waivers from the Code of Ethics will alsofgmsted on our Web site.

ITEM 10. EXECUTIVE COMPENSATION

Information relating to our directors and executificers that is responsive to Item 10 of FormKI®B will be included in our Proxy
Statement in connection with our 2007 annual mgatirstockholders, which information is incorporhtey reference herein.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Information relating to our directors and executifficers that is responsive to Item 11 of FormKI®B will be included in our Proxy
Statement in connection with our 2007 annual mgedinstockholders, which information is incorporhtey reference herein.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE

Information relating to our directors and executfficers that is responsive to Item 12 of FormKI®B will be included in our Proxy
Statement in connection with our 2007 annual mgadinstockholders, which information is incorporhtey reference herein.

ITEM 13. EXHIBITS

EXHIBIT
NO. DESCRIPTION

3.1 Certificate of Incorporation, as amended (1)

3.2 Amended and Restated By-Laws, as amended (1)

4.1 Specimen stock certificate (1)

4.2 Form of warrant agreement includi ng form of warrant (1)

4.3 Form of unit certificate (1)

4.4 Form of representative's warrant issued (1)

10.1 1999 Stock Option Plan, as amende d (1)

10.2 Second Amended Employment Agreeme nt between SmartPros Ltd. and
Jack Fingerhut (1)

10.3 Employment Agreement between Smar tPros Ltd. and David M.
Gebler (1)

10.4 Employment Agreement between Smar tPros Ltd. and Seth Oberman*

10.5 Employment Agreement, dated Febru ary 1, 2007, between Allen S.
Greene and SmartPros, Ltd. (3)

10.6.1 Lease for premises at 12 Skyline Drive, Hawthorne, New York
1)

10.6.2 Lease for premises at 28 South Ma in Street Rear, Sharon,
Massachusetts (1)

10.6.3 Lease for premises at Westborough , Massachusetts (4)
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10.6.4 Lease for premises at Bridgewater , New Jersey (4)

10.7 Letter Agreement between SmartPro s Ltd. and Allen S. Greene
re: restricted stock (1)

10.8 Final form of Restricted Stock Ag reement, dated as of January
29, 2007, executed by Allen S. Gr eene, Jack Fingerhut, Stanley
Wirtheim, Joseph Fish and David G ebler (3)

141 Code of Ethics (2)

21.1 Subsidiaries (4)

23.1 Consent of Holtz Rubenstein Remin ick LLP*

31.1 Principal Executive Officer Certi fication pursuant to section
302 of the Sarbanes-Oxley Act of 2002*

31.2 Principal Financial Officer Certi fication pursuant to section
302 of the Sarbanes-Oxley Act of 2002*

32.1 Principal Executive Officer Certi fication pursuant to section
906 of the Sarbanes-Oxley Act of 2002*

32.2 Principal Financial Officer Certi fication pursuant to section
906 of the Sarbanes-Oxley Act of 2002*

NOTES TO EXHIBITS

* Filed herewith

(1) Filed as an exhibit with the same number toiRegfion Statement on Form SB-2 (No. 333-11548#gctive as of October 19, 2004, and
incorporated herein by reference.

(2) Filed on March 14, 2005, as an exhibit with slaene number to our Current Report on Form 8-Kiaoorporated herein by reference.

(3) Filed on February 2, 2007, as an exhibit to@urrent Report on Form 8-K and incorporated hebgineference.

(4) Filed as an exhibit to our Annual Report onredr0-KSB for the fiscal year ended December 315280d incorporated herein by
reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information that is responsive to Item 14 of For@aKISB will be included in our Proxy Statement in cention with our 2007 annual meeti
of stockholders, which information is incorporatadreference herein.
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SIGNATURES

In accordance with Section 13 or 15(d) of the ExgfeaAct of 1934, the registrant has caused thigrtep be signed on its behalf by the
undersigned, thereunto duly authorized.

SmartPros Ltd.

By: /s/ Allen S. Geene

Allen S. G eene
Chi ef Executive Oficer

Date: March 24, 2008

In accordance with the Exchange Act, this repostiieen signed below by the following persons oralieth the registrant and in the
capacities indicated on March 24, 2008.

SI GNATURE TITLE

Princi pal Executive Oficer

/sl Allen S. G eene Chi ef Executive O ficer

Allen S. G eene
Princi pal Financial Oficer
/sl Stanley P. Wrtheim Chief Financial Oficer

Stanley P. Wrtheim

Directors

/sl Allen S. G eene Chai rman of the Board of Directors
" Alens aGeene

/'s/ John J. Cornan Di rect or

" John J. Gorman

/sl Jack Fingerhut Di rector

 Jack Fingerhut

/sl Leonard J. Stanley Di rector

" Leonard J. Stanley

/sl Martin H Lager Di rector

Martin H Lager
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EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statement on Form S-8 (No. 333-12384%martPros Ltd. and Subsidiary

(the "Company") of our report dated February 28&0elating to the financial statements of the @any included in the Company's Annual
Report (Form 10-KSB) for the year ended Decembe8Q7.

/l Holtz Rubenstein Reminick LLP
Holtz Rubenstein Reminick LLP

Melville, New York
March 24, 2008



EXHIBIT 31.1
CERTIFICATION
I, Allen S. Greene, certify that:
1. I have reviewed this annual report on Form 1BK$SmartPros Ltd.;

2. Based on my knowledge, this report does notadoriny untrue statement of material fact or om#tate a material fact necessary to make
the statements made, in light of the circumstanoger which such statements were made, not misigadih respect to the period covered
by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Small Business Issueg{trant”) as of, and for, the periods
presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financigloting, or caused such internal control over fiahreporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c¢) Evaluated the effectiveness of the registratigslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the tegig's internal control over financial reportitngit occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant's auditors and thataummittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registesaability to record, process, summarize and rtefawaincial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: March 24, 2008
/sl Allen S. G eene
Allen S. G eene
Chi ef Executive O ficer



EXHIBIT 31.2
CERTIFICATION
I, Stanley P. Wirtheim, certify that:
1. I have reviewed this annual report on Form 1BK$SmartPros Ltd.;

2. Based on my knowledge, this report does notadoriny untrue statement of material fact or om#tate a material fact necessary to make
the statements made, in light of the circumstanoger which such statements were made, not misigadih respect to the period covered
by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Small Business Issueg{trant”) as of, and for, the periods
presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financigloting, or caused such internal control over fiahreporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c¢) Evaluated the effectiveness of the registratigslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the tegig's internal control over financial reportitngit occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant's auditors and thataummittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registesaability to record, process, summarize and rtefawaincial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: March 24, 2008
/sl Stanley P. Wrtheim

Stanley P. Wrtheim Chief Financial Oficer



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of SmartPrég. Ithe "Company") on Form 10-KSB for the fiscaby ending December 31, 2007 as
filed with the Securities and Exchange Commissf&EC") on the date hereof (the "Report”), I, AllenGreene, Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. ss0135 adopted pursuant to ss. 906 of the Sarbaxieg-8ct of 2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities ExgwAct of 1934; and

2) The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of the
Company.

A signed original of this written statement hasrbpeovided to the Company and will be retainedtiy@ompany and furnished to the SE(
its staff upon request.

/sl Allen S. G eene

Allen S. Greene
Chi ef Executive O ficer

March 24, 2008



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of SmartPrég. Ithe "Company") on Form 10-KSB for the fiscaby ending December 31, 2007 as
filed with the Securities and Exchange Commissi&EC") on the date hereof (the "Report"), |, Stgrtte Wirtheim, Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C18&0, as adopted pursuant to ss. 906 of the Safaxiey Act of 2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of the
Company.

A signed original of this written statement hasrbpeovided to the Company and will be retainedtiy@ompany and furnished to the SE(
its staff upon request.

/sl Stanley P. Wrtheim

Stanley P. Wrtheim
Chi ef Financial Oficer

March 24, 2008



