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FORWARD-LOOKING STATEMENTS

Certain statements made in this Annual Report on Form 10-KSB are
"forward-looking statements" within the meaning of Section 21E of the Securities
and Exchange Act of 1934 regarding the plans and objectives of management for
future operations and market trends and expectations. Such statements involve
known and unknown risks, uncertainties and other factors that may cause our
actual results, performance or achievements to be materially different from any
future results, performance or achievements expressed or implied by such
forward-looking statements. The forward-looking statements included herein are
based on current expectations that involve numerous risks and uncertainties. Our
plans and objectives are based, in part, on assumptions involving the continued
expansion of our business. Assumptions relating to the foregoing involve
judgments with respect to, among other things, future economic, competitive and
market conditions and future business decisions, all of which are difficult or
impossible to predict accurately and many of which are beyond our control.
Although we believe that our assumptions underlying the forward-looking
statements are reasonable, any of the assumptions could prove inaccurate and,
therefore, there can be no assurance that the forward-looking statements
included in this report will prove to be accurate. In light of the significant
uncertainties inherent in the forward-looking statements included herein, the
inclusion of such information should not be regarded as a representation by us
or any other person that our objectives and plans will be achieved.

The terms "we," "our," "us," or any derivative thereof, as used herein
shall mean SmartPros Ltd., a Delaware corporation, its subsidiaries and its
predecessors.

PART I
ITEM 1. DESCRIPTION OF BUSINESS
OVERVIEW

We provide learning and training solutions for specific professional
markets, including accounting/finance, legal, engineering, securities and
insurance--all of which have mandatory continuing education requirements--as
well as information technolog¥Y professionals. We also provide corporate
governance, ethics and compliance training for the general corporate market. We
offer off-the-shelf courses and produce custom-designed programs with delivery
methods best suited to the specific needs of our clients. Our customers include
professional firms of all sizes and many of the Fortune 500 companies and a
large number of midsize and small companies.

Our learning solutions for professionals are designed to meet the
initial and/or the ongoing licensing and continuing professional education
requirements imposed by state licensing agencies and professional standards
organizations. Most of the courses in our accounting/finance library are
designed to meet the standards and adhere to the requirements of all state
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boards of accountancy and those of various professional and certifying
organizations. In the engineering area, most of our courses have been approved
for continuing professional development credit by one or more organizations,
including the American Society of Civil Engineers, the National Society of
Professional Engineers, the American Council of Engineering Companies, the
American Society of Mechanical Engineers, and the Project Management Institute.
Our financial services library consists of courses designed to meet the
licensing or continuing education requirements for bankers and financial service
professionals, which includes insurance brokers, bankers and licensed security
industry professionals.

Our entire continuing legal education library is approved in 12 states
and the United Kingdom, and some or all of the continuing legal education
courses are approved in 29 states. Unlike the accounting and engineering
professions, where a national organization oversees the approval process for
continuing education courses, in the legal profession each state's bar,
judiciary or other organization controls the approval process.

In the general corporate market, our training solutions are designed to
meet corporate learning objectives applicable to specific skills and issues
regarding integrity and corporate culture. Our corporate ethics and compliance
training programs are designed to align corporate behavior with applicable laws
and regulations and generally accepted codes of conduct. For example, our
programs may deal with issues prompted by the Sarbanes-Oxley Act of 2002, the
U.S. Federal Sentencing Guidelines, and laws addressing workplace misconduct
such as harassment. Our e-marketing and e-commerce business sells ads on our Web
site and develops customized newsletters and marketing programs for our clients.

Our products are available in one or more of the following formats:
print, videotape and digital. Digital format can be delivered on CD-ROM, DVD or
over the Internet. The Internet is our fastest growing delivery channel,
attracting new and existing video-based subscribers. Our solutions are flexible,
cost-efficient and easy to use. They alleviate many of the inefficiencies
associated with traditional classroom training, such as travel costs, scheduling
difficulties and opportunity costs. In addition, we also offer our clients a
learning content management system, which provides the professionals and their
employers a platform to take continuing education over the Internet and the
ability to track their usage and performance.

CORPORATE HISTORY

We were organized in April 1981 under the laws of Delaware as Center
for Video Education, Inc. In 1998 we changed our name to Creative Visual
Enterprises, Ltd. In January 2000 we changed our name to KeepSmart.com, Inc. and
in June 2001 we changed our name to SmartPros Ltd.

INDUSTRY BACKGROUND

The American Society for Training and Development, in its 2006 STATE OF
THE INDUSTRY report, estimated that in 2006 U.S. organizations spent $109
billion on employee learning and development. The accounting and finance market
includes certified public accountants, certified management accountants,
certified internal auditors and other accounting professionals, as well as
corporate accounting, finance and management professionals, most of whom have
mandatory continuing education requirements. According to the Bureau of Labor
Statistics, in 2006 there were over two million accountants and finance
professionals in the United States. Based on the fact that the American
Institute of Certified Public Accountants claims it has over 330,000 members
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representing approximately 60% of all the certified public accountants in the
United States, we estimate there are currently more than 500,000 certified
public accountants and financial professionals that require continuing
professional education credit to maintain their professional accreditations and
hundreds of thousands of other financial management professionals that require
continuing professional education credit to maintain their certifications.

To maintain their licenses, accounting professionals must satisfy the
continuing professional educational requirements mandated by the State Boards of
Accountancy of the states in which they practice. Although states may differ in
terms of specific course requirements or the cycle of the licensing period,
every state and the District of Columbia and the U.S. Territories, other than
Wisconsin and the Virgin Islands, which do not have any continuing professional
education requirement, requires at least 40 hours of continuing professional
education credit annually to maintain an accounting license. In addition, in
terms of whether a particular course will qualify for CPE credit, 45 states, the
District of Columbia, and Puerto Rico automatically accept courses offered by
the National Registry of CPE Sponsors, also known as NASBA (National Association
of State Boards of Accountancy). Two states require registration with their
licensing agencies. The remaining states, other than Wisconsin, and U.S.
Territories, other than the Virgin Islands, have standards that mirror those of
NASBA and have no formal registration requirements.

According to the Bureau of Labor Statistics, in 2006 there were 1.5
million engineers in the United States and over 600,000 construction managers
and engineers. In addition, there are over 475,000 engineering technicians who
may need additional specialized training. All 50 states require engineers to
take and pass a certification exam to become a licensed professional engineer.
The basic entry-level exam, Fundamentals of Engineering, is given twice each
year, in April and October. According to the National Council of Examiners for
Engineering and Surveying (NCEES), in 2007 over 40,000 engineers sat for the
exam and 73% passed. In addition, engineers who pass the Fundamentals of
Engineering exam must then take a second exam to be licensed as a professional
engineer in a specific area such as civil engineering or mechanical engineering.
For example, the Professional Engineering exam, or PE, for civil engineering is
the highest-level exam for civil engineers. This exam is also given twice a
year, in April and October. According to NCEES, in 2007, 64% of the total
candidates taking the exam, which covers multiple disciplines, passed.

Many states require licensed professional engineers to complete a
minimum number of professional development hours to maintain their professional
licenses. Unlike the accounting and finance market, where there is a reasonable
amount of uniformity, in the engineering market each of the states requiring
professional development hours sets its own standards. The number of hours
required by the states varies from 16 per year to 30 every two years. In most
instances, the states rely on various professional organizations to certify
whether a particular course qualifies for professional development credit.

Forty-one states require some form of continuing legal education with
requirements ranging between 10 hours per year to a total of 45 hours every
three years. All courses have to be approved by the respective bar associations
of each state. Unlike other professions, each state rather than a national
organization exercises control over the requirements and content approval of
continuing legal education courses, which makes the approval process more
difficult.

In addition to these professions, employees of financial service firms,
including banks, brokerage houses and insurance companies, have employees who
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hold various licenses granted by the federal and/or state governments or
administrative agencies that require continuing education or need training to
prepare for their various professional licensing examinations.

Over the last few years, legislators, government and market regulators,
the investment community and the general public have become more aware of issues
involving corporate governance, ethics and compliance. This awareness resulted
in allegations of sexual harassment, accounting fraud and mismanagement,
excessive executive compensation, breach of fiduciary duties and insider trading
at some of the largest corporations, mutual funds and market specialists, and
the New York Stock Exchange. In some cases, corporate mismanagement and
misbehavior have resulted in substantial investor losses and fines, penalties or
damages. In response to some of these occurrences, Congress passed the
Sarbanes-Oxley Act of 2002, which imposes corporate governance standards on
publicly traded companies and authorizes the national exchanges and other
regulatory bodies to impose their own strict standards. As a result, public
companies, mutual funds, market specialists and corporations in general are more
accountable to their stockholders and regulatory overseers and the public. We
anticipate that corporate spending on compliance and ethics training programs
will increase.

While information technology professionals are generally not subject to
continuing education requirements, they need to keep abreast of the rapidly
changing environment in which they work. We believe our WatchIT product is a
medium to provide that education.

Although professional and corporate training has historically been
dominated by traditional classroom instruction, advances in communications
technology are changing the manner in which corporate training is developed,
delivered and tracked. In addition, competition demands that professionals spend
more of their time on revenue-generating matters. The increasing demands made on
professionals and corporate managers have led--and, we believe, will continue to
drive-—-the demand for continuing professional education and corporate training
solutions that are available in multiple, flexible and cost-effective formats.

OUR BUSINESS

Since becoming a public company in 2004, our business has expanded
significantly, primarily through acquisitions. In 2004, we served principally
two large vertical markets—-—accounting/finance and engineering professionals.
Today, we serve five professional markets and provide training solutions to a
wide range of corporate clients in varying industries. We do this through our
various divisions, all of which are devoted to providing educational services.

Our business is designed to satisfy the growing needs of:

o professionals and their employers to comply with initial and continuing
professional education requirements in a flexible cost-effective
manner;

o businesses to provide their employees and managers with training

programs addressing the needs of their respective industries, corporate
governance, ethics and compliance issues; and

o professionals and businesses to be able to track and monitor their and
their employees' compliance with continuing education requirements and
to assess the effectiveness of their educational programs.
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To address these needs, we have approximately 2,700 hours of programs
that currently are available in one or more formats including print, videotape,
CD-ROM or online—-approximately 1,100 in accounting/finance, 600 in engineering,
600 hours in banking, securities and financial services, 200 hours in legal
training and 200 hours in information technology, not including custom-designed
courses. We develop customized courses based on specifications provided to us by
our clients in both financial and non-financial industries. Most of our courses
are designed to accommodate both group and self-study.

All of our courses in the accounting and finance professional libraries
are designed to meet the standards and adhere to the requirements of all state
boards of accountancy and those of the American Institute of Certified Public
Accountants (AICPA), Institute of Management Accountants (IMA), Institute of
Internal Auditors (IIA), the Association of Financial Professionals (AFP), and
the Association of Government Accountants (AGA). We are a registered sponsor of
continuing professional education with NASBA and in New York and Texas, the only
two states that have not adopted the NASBA standards. NASBA also confers the
status of Quality Assurance Service on organizations that offer self-study
courses that meet the requisite standards. We have met those standards and
received that status. As a result, our designated programs qualify for
continuing professional education credit in all 50 states for certified public
accountants, certified management accountants, certified internal auditors and
certified financial managers.

Our engineering products include courses that are designed to help
prepare engineers for the basic entry-level licensing exam and the civil
engineering professional engineer licensing exam, as well as courses that are
designed to meet the ongoing professional development requirements mandated by
various states. We generally jointly develop with or license these programs from
an independent third party. Most of our engineering courses are available in
print, CD-ROM and/or online.

Our Working Values, Ltd. subsidiary, consisting of two divisions that
often overlap, develops ethics and compliance training programs for corporations
and other organizations and provides continuing legal education. These programs
are designed to align workplace behavior with legal standards and prevailing
community expectations regarding corporate conduct. We also develop training
techniques and strategies focusing on modular development of resources that
track specific risk areas identified by the client. Our library of customizable
communication and learning tools and templates, in digital and print formats,
enables us to develop training and communication solutions and strategies
tailored to the individual corporate cultures of each client at competitive
price points. The result is an integrated program that more closely reflects the
culture of, and the specific issues facing, the client organization while still
maintaining the cost advantages of a generic solution.

Working Values' Cognistar division develops programs and provides
services to the legal and corporate compliance market. These solutions include
self-paced courses in a content-rich, engaging environment, that take full
advantage of the Internet, and, most importantly, can be provided at
significantly lower cost than other continuing education experiences. Cognistar
products include accredited continuing legal education programs and customized
corporate training programs.

Our information technology training division course library, WatchIT,
includes more than 250 courses providing relevant briefings to executives,
technologists and consultants with relevant up-to-date information in the
ever-changing technology landscape.

Our financial services division offers over 300 course titles covering
the insurance, banking and securities industries. These courses can be delivered
online, in a multimedia Web-based format, on video or
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through live training. Many of these courses have been approved for credit by
different organizations for continuing education in their respective fields.

We have relationships with a number of professional organizations and
societies that we believe are strategic either because we have co-marketing or
co-branding arrangements with them or because we Jjointly develop products with
them. While no single relationship is material to overall business, 1if all of
these relationships were to terminate simultaneously, our competitive position
in the marketplace would be adversely affected. The partners and the nature of
our relationship with them are as follows:

ASSOCIATION OF GOVERNMENT ACCOUNTANTS. AGA offers most of our
accounting/finance products to its members through 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
responsible for producing the product with FEI and IMA, assisting in topic
selection and with providing speakers. We also are primarily responsible for
selling the product. We also sell our SmartPros Advantage line of products
through FEI and IMA.

INSTITUTE OF INTERNAL AUDITORS. IIA offers the online version of
Financial Management Network and SmartPros 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 through their own co-branded PEC.

CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS. CICA offers the online
version of Financial Management Network and SmartPros Advantage to its members
through a co-branded Professional Education Center.

AMERICAN SOCIETY OF CIVIL ENGINEERS AND BOSTON SOCIETY OF CIVIL
ENGINEERS. We jointly developed our PE Exam Review course with these
organizations. In addition, with the ASCE we jointly developed 37.5 hours of
technical 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 through their Web site.

AMERICAN COUNCIL OF ENGINEERING COMPANIES. ACEC sells our courses on
their Web site, on a co-branded Web site and via direct mail. They co-developed
some of our business and management courses.

AMERICAN SOCIETY OF MECHANICAL ENGINEERS. ASME sells our products.

ASSOCIATION OF OPERATIONS MANAGEMENT. APICS sells our supply chain,
inventory and production courses.

AMERICAN INTELLECTUAL PROPERTY LAWYERS ASSOCIATION. We convert AIPLA's
live seminars to online format. AIPLA markets our course catalog and their
members are entitled to a discount off the list price.

BUSINESS TRAINING LIBRARY. BTL sells our banking and information
technology course libraries to their customers on their own co-branded PEC.
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OUR STRATEGY

Our objective is to become a leading provider of continuing
professional education and corporate training solutions in the United States. To
achieve this goal, we will pursue the following strategies:

EXPAND LIBRARY OF CONTENT. We believe that our future success depends,
in part, on our ability to develop and acquire new content. The new content
could either expand or supplement our existing libraries or could constitute a
new library for one or more additional vertical markets. Toward this end, we
continuously develop new courses for our accounting, engineering, legal,
information technology, financial services and general corporate libraries.

EXPAND WITHIN EXISTING MARKETS AND INTO NEW MARKETS. We continue to
focus on expanding our presence and to introduce new products into the markets
we currently serve--particularly engineering, legal, financial services and
information technology, where we feel our market share is relatively small, and
corporate ethics and compliance training, where we believe the opportunity is
significant. In addition, we will investigate expanding into completely new
markets that we think are potentially lucrative, such as healthcare, safety and
personal development and certificate programs for professionals in wvarious
disciplines.

MAKE STRATEGIC ACQUISITIONS. We believe that the most efficient way for
us to expand our libraries, increase our share of the markets we currently serve
and penetrate new markets is through strategic acquisitions as evidenced by the
seven acquisitions we made in years 2006 and 2007. We continue to seek strategic
opportunities.

KEEP PACE WITH TECHNOLOGY. We believe that our ability to deliver our
products in multiple formats is critical to our continued success. The broad
acceptance of the Internet for business communication will continue, making it
an increasingly important medium for distributing our products. At the same time
we recognize that new technologies may emerge that will complement our model for
flexible delivery of content. In 2007, we began work on developing a new
Learning Management System (LMS), which will have new features and
functionalities incorporating the newest technology and improve on LMSs acquired
through some of our recent acquisitions. As a result, we are now able to deliver
our content online to a greater number of Fortune 1000 and other companies. We
plan to continue to monitor the development and market acceptance of new
technologies and will make the necessary investment to adapt our products and
services to them.

EXPAND EXISTING ALLIANCES AND ENTER INTO NEW STRATEGIC ALLIANCES. We
believe that alliances with professional organizations and associations and
commercial content providers are important to our growth and competitive
position in the industry. We plan to try to broaden these existing relationships
and seek new ones.

OUR PRODUCTS AND SERVICES
The following are our products and services:
ACCOUNTING AND FINANCE
Our accounting and finance libraries contain over 1,100 credit hours of

content, of which 900 are generally available, and the balance is
custom-designed for specific clients. Except for SmartPros Advantage, discussed
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below, which is only available online, our accounting and finance programs are
available in videotape, DVD and online. The videotape and DVD formats can be
used for either group study or self-study. The online format is for self-study
only and is usually available as text only, text with audio, or in a multimedia
format that includes text, audio and streaming video. All video courses come
with a hard copy of the program and are used primarily for group study. All
online courses include downloadable text materials, easy-to-follow course
outlines, interactive quizzes and the ability to track credits and print
completion certificates. Video and online self-study programs qualify for two
hours of continuing professional education credits in most states while wvideo
group study qualifies for one hour of continuing professional education credit.
Our clients can purchase either a single program or a subscription to a series

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

SMARTPROS ADVANTAGE (SPA). SPA is a skills-based learning library
containing over 280 courses, varying in length from one to eight credit hours.
We produce these programs in our own production facility. We pay the authors of
these programs a royalty. This library is marketed primarily to corporate
accounting and finance professionals as well as public accountants. The courses
are offered individually from $22.95 to $183.60 per course. The list price for a
one-year subscription purchased online is $4009.

FINANCIAL MANAGEMENT NETWORK (FMN). FMN is a library of update programs
dealing with currently relevant topics. Each month, we create four new programs
(segments), or a total of 48 new segments equal to 48 group study credit hours
and 96 self-study credit hours each year. We also maintain an online archive
containing the most recent 72 programs representing 144 credit hours for our
subscribers. The segments are written and produced by our staff and generally
involve an independent industry professional as the interviewee. The material is
presented in a question and answer format. These programs are marketed primarily
to corporate accounting and finance professionals. The list price for a one-year
subscription to the group study video version starts at $5,495 and for the
online version is $409 per user.

CPA REPORT (CPAR). This library of programs covers topics in public
accounting and is distributed primarily to accountants in public practice. Each
month, except March, we add four new segments from among the following topical
areas: Individual Tax, Business Tax, Estate and Financial Planning, Specialized
Tax Topics, Auditing and Accounting and Financial Reporting. We also offer an
online archive containing the most recent 44 programs representing 88 credit
hours. The list price for a one-year subscription to CPAR starts at $1,759 and
$409 for the online version.

THE CPA REPORT GOVERNMENT AND NOT-FOR-PROFIT. This product is a library
of programs designed specifically for accounting professionals employed by
federal, state and local governmental agencies and not-for-profit organizations.
FEach quarter we distribute four new programs: two for government accountants and
two for not-for-profit accountants. We also publish an online archive containing
16 of the most recent programs representing 32 credit hours. The list price for
a one-year subscription to the CPAR Government and Not-for-Profit edition is
$499 for the video and $205 for the online version.

In addition to the libraries described above, the contents of which are
available on a subscription basis, we also produce customized programs for our
clients. In some cases, the client will author the content and retain us to
videotape the program and convert it into a digital format that can be

10
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distributed via the Internet or internally through the corporate intranet. In
other cases, we will write and produce the entire program for the client. We
then deliver this custom content either through our proprietary learning content
management system or that of the client. These customized products can be
designed to qualify for CPE credit.

ENGINEERING
Our engineering library includes the following:

PE EXAM REVIEW. Our interactive PE Exam Review course for civil
engineers was developed jointly with the American Society of Civil Engineers and
the Boston Society of Civil Engineers Section and is designed to prepare
engineers for their professional licensing exam. The PE Exam Review course, with
over 50 hours of material, is an interactive multimedia tool that simulates the
actual professional engineering exam using demonstration problems that are
comparable to the problems that are found on the actual exam. The course
includes seven complete, self-contained course modules that cover the following
subjects: Transportation; Sanitary and Environmental; Hydraulics and Hydrology;
Structures; Geotechnical; Surveying; and Economics. The list price for the
review course is $645.

In October 2006, we purchased certain assets, including the course
content of MGI, a provider of self-study courses, to prepare for the PE exam.
The MGI coursework, which covers the same set of modules as our CD-ROM or online
version, is a paper-based, self-study format that provides for instructor
mentoring via e-mail, telephone or submission of mini-exams for grading. The
list price for the MGI review course is $390.

ONLINE PROFESSIONAL DEVELOPMENT HOURS. We have a library, consisting of
65 hours, of engineering and management courses that qualify for professional
development hours. For example, in the "General Engineering: Business
Management" area we have over a dozen courses on various topics relating to
managing a small professional practice. Over half of the content in this library
was developed with the ASCE. Other courses in this library were developed with
the ACEC. The list prices for these courses range from $30 to $445.

PROJECT MANAGEMENT FOR ENGINEERS. This course was co-developed with URS
Corporation, one of the largest engineering firms in the United States, and is
certified by the Project Management Institute (PMI) for professional development
unit credit for certified project managers and for professional development
hours credit for civil engineers. Developed by engineers specifically for
engineers, it was one of the first completely online interactive project
management courses. The online format is enriched with audio and interactive
graphics and allows the user to proceed at his or her own pace. The program is
divided into 11 critical sections with over 60 individual learning modules. It
provides over 35 hours of continuing professional development credit. The list
price for this course is $995 for 12-month access or $695 for six-month access.

FUNDAMENTALS OF ENGINEERING EXAM REVIEW. This is a preparatory course
for the basic entry-level licensing exam that all engineers are required to
take. It is a Flash-based, interactive review course that is being marketed
directly and through professional associations to engineers as well as to
engineering firms for their internal skill-building and competency testing
programs. It is available in CD-ROM and online. The list price for this course
is $299 for either the combination CD-ROM/online version or for the online
version. We also private label the course for our strategic partners so they can
market it to their members. The MGI self-study version of this course also

11
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provides for instructor mentoring and has a list price of $390.

SUPPLY CHAIN AND CPIM CERTIFICATION. MGI provides to members of APICS a
series of five courses that can be taken as either stand-alone coursework or to
become Certified in Production and Inventory Management (CPIM). The courses are
designed to help the user develop knowledge and skills in the essential areas of
materials management and integrated resource management. Each APICS self-study
course requires approximately 25 to 30 hours to complete. The list price for
non-members