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FORWARD-LOOKING STATEMENTS
Some of the statements made in this Quarterly Report on Form 10-Q are “forward-looking statements” within the
meaning of Section 21E of the Securities and Exchange Act of 1934. These statements relate to our plans and
objectives for future operations as well as to market trends and expectations. These 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 expressed or implied future results, performance or achievements. The forward-looking
statements included in this report are based on current expectations, plans and assumptions relating to the future
operation of our business. These expectations, plans and assumptions 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
expectations, plans and assumptions underlying the forward-looking statements are reasonable, we cannot assure you
that the forward-looking statements included in this report will, ultimately, prove to be accurate. In light of the
significant uncertainties inherent in the forward-looking statements included in this report, the fact that we have
included forward-looking statements in this report should not be interpreted as a representation by us or any other
person that our objectives and plans will be achieved. We undertake no obligation to revise or update publicly any
forward-looking statements for any reason.
Forward-looking statements in this report include statements relating to our operating results, the development of new
products, the timing of the launch of such products and the timing of any revenue to be generated from such products
as well as statements regarding our "Back to Basics" plan and our plans for acquisitions. Whether or not our
expectations regarding such forward-looking statements are ultimately realized depends on such factors as our ability
to increase revenues, control costs, complete the development of new products in a timely manner and on budget, our
ability to successfully market our products, general economic conditions, our ability to successfully identify
acquisition candidates, our ability to successfully complete those acquisitions and integrate the newly acquired
business into our existing operating and business platform and our ability to successfully implement our "Back to
Basics" program.
The terms "we," "our," "us," or any derivative thereof, as used herein shall mean SmartPros Ltd., a Delaware
corporation, its subsidiaries and it predecessors.
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PART I
FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements

SMARTPROS LTD. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

September 30,
2014

December 31,
2013

(Unaudited) (Audited)
ASSETS
Current Assets:
Cash and cash equivalents $3,874,708 $5,303,657
Accounts receivable, net of allowance for doubtful accounts of approximately
$30,000 and $20,000 at September 30, 2014 and December 31, 2013, respectively 1,705,072 2,430,495

Prepaid expenses and other current assets 433,391 340,463
Total Current Assets 6,013,171 8,074,615
Property and equipment, net 461,242 566,475
Goodwill 2,807,257 2,807,257
Other intangibles, net 3,555,269 3,516,411
Other assets, including restricted cash of $75,000 99,152 104,515
Deferred tax asset 600,000 600,000
Investment in joint venture 1,072 2,268

7,523,992 7,596,926
Total Assets $13,537,163 $15,671,541
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
Accounts payable $685,580 $1,203,222
Accrued expenses 185,473 234,863
Dividend payable 69,877 70,289
Deferred revenue 4,305,282 4,395,166
Total Current Liabilities 5,246,212 5,903,540
Other liabilities 67,174 70,378
Commitments and contingencies
Stockholders’ Equity:
Preferred stock, $.001 par value, authorized 1,000,000 shares, 0 shares issued and
outstanding — —

Common stock, $.0001 par value, authorized 30,000,000 shares, 5,665,433 shares
issued as of September 30, 2014 and December 31, 2013, respectively; and
4,658,482 and 4,684,441 shares outstanding as of September 30, 2014 and
December 31, 2013, respectively

567 567

Additional paid-in capital 17,044,240 17,217,008
Accumulated deficit (6,083,830 ) (4,834,220 )
Common stock in treasury, at cost – 1,006,951 and 980,992 shares at September 30,
2014 and December 31, 2013, respectively (2,737,200 ) (2,685,732 )

Total Stockholders’ Equity 8,223,777 9,697,623
Total Liabilities and Stockholders’ Equity $13,537,163 $15,671,541
_________________________________________________________________________________
See Notes to Condensed Consolidated Financial Statements (Unaudited)
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SMARTPROS LTD. AND SUBSIDIARIES
Condensed Consolidated Statements of
Operations (Unaudited)

Three Months Ended Nine Months Ended
September 30 September 30,
2014 2013 2014 2013

Net revenues $3,101,108 $3,756,349 $10,077,471 $11,506,704
Cost of revenues 1,566,071 1,608,687 5,067,645 5,095,594
Gross profit 1,535,037 2,147,662 5,009,826 6,411,110
Operating Expenses:
Selling, general and administrative 1,667,623 1,836,413 5,494,134 6,026,968
Depreciation and amortization 271,891 310,845 794,643 855,133

1,939,514 2,147,258 6,288,777 6,882,101
Operating (loss) income (404,477 ) 404 (1,278,951 ) (470,991 )
Other Income (Expense):
Interest income (net) 5,013 8,008 16,922 19,486
Equity loss from joint venture (375 ) (375 ) (1,196 ) (5,604 )

4,638 7,633 15,726 13,882
(Loss) income before income taxes (399,839 ) 8,037 (1,263,225 ) (457,109 )
(Provision) benefit for income taxes (232,216 ) 1,035 13,615 178,007
Net (loss) income $(632,055 ) $9,072 $(1,249,610 ) $(279,102 )
Net (loss) income per common share:
Basic net (loss) income per common share $(0.14 ) $— $(0.27 ) $(0.06 )
Diluted net (loss) income per common share $(0.14 ) $— $(0.27 ) $(0.06 )
Weighted Average Number of Shares Outstanding:
Basic 4,675,092 4,683,821 4,681,325 4,695,557
Diluted 4,675,092 4,689,589 4,681,325 4,695,557
_________________________________________________________________________________
See Notes to Condensed Consolidated Financial Statements (Unaudited)
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SMARTPROS LTD. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows (Unaudited)

Nine Months Ended
September 30,
2014 2013

Cash Flows from Operating Activities:
Net loss $(1,249,610 ) $(279,102 )
Adjustments to reconcile net loss to net cash (used in) provided by operating
activities:
Depreciation and amortization 794,643 855,133
Stock compensation expense 37,644 78,409
Current income tax benefit — (190,000 )
Equity loss from joint venture 1,196 5,604
Changes in operating assets and liabilities:
(Increase) decrease in operating assets:
Accounts receivable 725,423 639,873
Prepaid expenses and other current assets (92,928 ) (185,619 )
Other assets 5,363 —
(Decrease) increase in operating liabilities:
Accounts payable and accrued expenses (567,032 ) 66,407
Deferred revenue (89,884 ) (163,210 )
Other liabilities (3,204 ) (4,302 )
Total adjustments 811,221 1,102,295
Net Cash (Used in) Provided by Operating Activities (438,389 ) 823,193
Cash Flows from Investing Activities:
Acquisition of property and equipment (76,536 ) (187,592 )
Redemption of certificates of deposit — 500,000
Capitalized software costs (506,498 ) (514,138 )
Capitalized course costs (145,235 ) (86,528 )
Additional investment in joint venture — (3,000 )
Net Cash (Used in) Investing Activities (728,269 ) (291,258 )
Cash Flows from Financing Activities:
Purchase of treasury stock (51,468 ) (116,107 )
Dividend paid (210,823 ) (199,395 )
Net Cash (Used in) Financing Activities (262,291 ) (315,502 )
Net (decrease) increase in cash and cash equivalents (1,428,949 ) 216,433
Cash and cash equivalents, beginning of period 5,303,657 4,918,543
Cash and cash equivalents, end of period $3,874,708 $5,134,976
Supplemental Disclosure of Cash Flow Information:
Cash paid for income taxes $4,180 $16,393

_________________________________________________________________________________
See Notes to Condensed Consolidated Financial Statements (Unaudited)
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Notes to Condensed Consolidated Financial Statements (Unaudited)

Note 1. Basis of Presentation
The unaudited condensed consolidated financial statements of SmartPros Ltd. and subsidiaries (“SmartPros” or the
“Company”), including these notes, have been prepared by the Company in accordance with U.S. generally accepted
accounting principles (“GAAP”) for interim financial information and pursuant to the rules and regulations promulgated
by the U.S. Securities and Exchange Commission (the “SEC”). Accordingly, certain information and disclosures
normally included in financial statements prepared in accordance with GAAP have been omitted or condensed.
However, in the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary for a fair presentation have been included. These unaudited condensed consolidated financial statements
should be read in conjunction with the Company’s audited consolidated financial statements for the year ended
December 31, 2013 and the notes thereto included in the Company’s Annual Report on Form 10-K filed with the SEC
on March 25, 2014. Results of consolidated operations for the interim periods are not necessarily indicative of a full
year’s operating results. The unaudited condensed consolidated financial statements herein include the accounts of the
Company and its wholly owned subsidiaries, SmartPros Legal and Ethics, Ltd. (“SLE”), Skye Multimedia Ltd. (“Skye”)
and Loscalzo Associates Ltd. (“Loscalzo”). All material inter-company accounts and transactions have been eliminated.

Note 2. Description of Business and Summary of Significant Accounting Policies
          Nature of Operations
SmartPros’ primary products and services include the following:

•
Video and Internet-based subscription programs, live training seminars, Webinars and other continuing professional
education programs and services for the accounting profession, tax and finance professionals. The Company is a
leading provider of training to certified public accountants, accountants in industry and financial professionals.

•A series of continuing education courses for engineers, as well as courses designed for candidates of the variousprofessional engineering exams. In addition, we have a series of health and safety courses.

•Online training solutions for the insurance, securities and banking industries under the trade name Financial Campus,as well as courses designed for live training.

•A subscription-based program called WatchIT as well as custom courses for corporate information technology
professionals.

•Ethics, governance, compliance and human resources programs for corporate clients and online and customizedtraining for the legal profession.
•Training solutions for a number of industries including pharmaceutical and professional services firms.

•Custom videos, use of its recording studio and editing facilities, web development and other multi-media technologyconsulting services.

•Comprehensive support services ranging from training program design and implementation, accreditation supportservices and technology solutions.
While management monitors the revenue streams of the various products and services, operations are managed and
financial performance is evaluated on a company-wide basis. Accordingly, all of the Company’s operations are
considered to be aggregated in one reportable segment.
SmartPros is headquartered in Hawthorne, New York, where it maintains its corporate offices, new media lab and
video production facilities.
          Use of Estimates
The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the dates of financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.      
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         Revenue Recognition
The Company recognizes revenue from its subscription services as earned. Subscriptions and annual licenses to use
our software are generally billed on an annual basis, deferred at the time of billing and amortized into revenue on a
monthly basis over the term of the subscription or license, which is generally one year. Engineering products are
non-subscription based and revenue is recognized upon shipment or, in the case of online sales, upon receipt of
payment. Revenues from other non-subscription services, such as website design, video production, consulting
services, and custom projects, are recognized on a proportional performance basis where sufficient information
relating to project status and other supporting documentation is available. The contracts may have different billing
arrangements resulting in either unbilled or deferred revenue. The Company obtains either signed agreements or
purchase orders from its non-subscription customers outlining the terms and conditions of the products or services to
be provided. Otherwise, revenues are recognized after completion and/or delivery of services to the customer.
Revenue from live training programs is recognized upon completion of the conference or seminar, which usually lasts
one to three days. Expenses directly related to the seminars including marketing expenses are charged to expense in
the quarter in which the seminar is held.
Capitalized Software
Capitalized software costs are those costs for internally developed software for either internal use by the Company or
for license to clients pursuant to the provisions of either ASC Topic 350, "Internal Use Software" or ASC Topic 985,
"Software". The Company has capitalized approximately $506,000 in the first nine-months of 2014 for internally
developed software.
          Capitalized Course Costs
Capitalized course costs include the direct cost of internally developed proprietary educational products and materials
that have extended useful lives. Amortization of these capitalized course costs commences when the courses are
available for sale from the Company’s catalog. The amortization period is the estimated useful lives of the courses,
which are usually five years. Other costs incurred in connection with any of the Company’s monthly subscription
products, library content or custom work is charged to expense as incurred. We capitalized approximately $145,000
for the development of new courses during the first nine-months of the fiscal year.
          Deferred Revenue
Deferred revenue related to subscription services represents the portion of unearned subscription revenue amortized on
a straight-line basis as earned. Deferred revenues from seminars represent paid registrations for future programs.
Deferred revenue related to website design, video production, custom e-learning programs, technology or other
services represents that portion of amounts billed by the Company, or cash collected by the Company for which
services have not yet been provided or earned in accordance with the Company’s revenue recognition policy. We
recognize revenue either immediately from the direct sale of courses on a prepaid basis or on a deferred basis as
earned, from the sale of subscriptions of our various products or from custom projects.
          Earnings (Loss) Per Share
Basic earnings or loss per common share is net income or loss, as the case may be, divided by the weighted average
number of shares outstanding of the Company’s common stock, par value $.0001 per share (the “Common Stock”)
during the period. Basic earnings or loss per share exclude any dilutive effects of options, warrants and convertible
securities. Diluted earnings per share of Common Stock include the dilutive effect of shares of Common Stock
issuable under stock options and warrants. Diluted earnings per share are computed using the weighted average
number of Common Stock and Common Stock equivalent shares outstanding during the period. For the nine-months
periods ended September 30, 2014 and 2013, the inclusion of Common Stock equivalents of 324,400 and 333,051
shares, respectively, would be anti-dilutive. For the three-month period ended September 30, 2014, the inclusion of
Common Stock equivalents of 335,400 shares would be anti-dilutive. For the three-month period ended September 30,
2013, we included Common Stock equivalents of 5,768 shares.
Note 3. Stock-Based Compensation
The Company’s 2009 Incentive Compensation Plan (the “2009 Plan”) permits the grant of options and restricted stock to
employees, directors and consultants. The total number of shares currently reserved for grants under the 2009 Plan is
800,000. Restricted stock grants under the 2009 Plan may not exceed 200,000 shares in the aggregate. The number of
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shares available for issuance under the 2009 Plan is reduced by the sum of the number of shares (a) issued upon
exercise of options granted pursuant to the Company’s 1999 Stock Option Plan (the “1999 Plan”) and (b) issuable upon
exercise of outstanding options granted under the 1999 Plan. As options granted under the 1999 Plan are forfeited or
terminated, the number of options available for grant under the 2009 Plan increase (but may not exceed 800,000 in the
aggregate). Restricted stock grants under the 1999 Plan have no impact on the availability of restricted stock grants
under the 2009 Plan.
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As of September 30, 2014, 324,400 options were outstanding, of which 156,400 and 168,000 were granted under our
1999 Plan and 2009 Plan, respectively, and of which 233,900 are currently exercisable. In January 2014, the Company
granted 10,000 options to an employee. The exercise price of the option grant was $2.59 per share. The options vest
three years from date of grant and expire ten years from date of grant. Restricted stock grants outstanding as of
September 30, 2014 totaled 50,500, none of which had vested. All of these outstanding restricted stock grants were
made under the 2009 Plan. As of September 30, 2014, 373,267 shares are available under the 2009 Plan, of which
81,055 shares are available for restricted stock grants. All stock options granted under the 2009 Plan are granted with
an exercise price equal to or greater than the fair value of the Common Stock at the grant date. Employee and director
stock options generally expire 10 years from the grant date and have various vesting periods. Restricted stock awards
generally vest over a period of three to five years. Non-vested shares and options are subject to forfeiture unless
certain requirements are satisfied.
Current accounting standards permit the use of a valuation model to calculate the fair value of stock-based awards.
The Company has elected to use the Black-Scholes-Merton (BSM) option-pricing model, which incorporates various
assumptions including volatility, expected life, interest rates and dividend yields. The expected volatility is based on
the historic volatility of the Common Stock over the most recent period commensurate with the estimated expected
life of the Company’s stock options, adjusted for the impact of unusual fluctuations not reasonably expected to recur.
The expected life of an award is based on historical experience and on the terms and conditions of the stock awards
granted to employees and directors. The Company has recorded stock-based compensation expense of approximately
$38,000 and $78,409, for the nine-month periods ended September 30, 2014 and 2013, respectively. Stock
compensation expense for the comparable three-month periods ended September 30, 2014 and 2013 was
approximately $10,200 and $26,000, respectively.
The assumptions used for the nine-month period ended September 30, 2014, and the resulting estimates of
weighted-average fair value of options granted during those periods are as follows:
Expected life (years) 3-5 Years
Risk-free interest rate 0.15 %
Expected volatility 40.0 %
Expected dividend $0.06
Weighted-average fair value of options during the period $0.82
The following table represents our stock options granted, exercised and forfeited for the nine-months ended
September 30, 2014:

Stock Options Number
of Shares

Weighted Average
Exercise Price per
Share

Weighted Average
Remaining
Contractual Term

Outstanding January 1, 2014 328,733 $2.89 5.64
Granted 10,000 $2.59 9.25
Exercised — — —
Forfeited/expired (14,333 ) $3.48 3.52
Outstanding at September 30, 2014 324,400 $2.85 5.08
Exercisable at September 30, 2014 233,900 $3.22 4.13

Note 4. Income Taxes
The Company recognizes a deferred tax asset available from its temporary differences between net income before
taxes as reported on its consolidated financial statements and net income for tax purposes, increased by net operating
loss carryforwards, which expire through 2027. The Company has recorded a deferred tax asset of $2,667,000 at
September 30, 2014 which is partially offset by a valuation reserve in the amount of $2,067,000. For the nine-months
ended September 30, 2014, the Company did not record any income tax benefit, attributable to its net loss for the
current period, and reversed a previously recorded income tax benefit of $250,000. It also recorded a current benefit of
approximately $14,000, after adjusting for accruals of state and local taxes. The state and local income tax benefit is
expected to be utilized against taxable income generated in the fourth quarter of 2014. The Company does not have
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Note 5. Stockholders’ Equity
The Company did not issue any restricted stock grants. However, during the third quarter of 2014, it did repurchase
25,959 shares of Common Stock under its stock buy back program at a total cost of $51,468.

Note 6. Subsequent Events

On November 4, 2014 the Company's board of directors (the “Board”) declared a dividend of $.015 per common share
payable on January 6, 2015 to shareholders of record as of December 19, 2014. The total estimated amount of the
dividend is approximately $70,000. In addition, the Board authorized and approved an allocation of up to $350,000 for
the repurchase of shares of Common Stock until the May 2015 Board meeting under a new stock buy back program,
which replaces the Company’s previous plan that expired in accordance with its own terms on November 4, 2014. The
Board expects that at its May 2015 meeting it will determine whether or not to extend and/or allocate more funds to
the new plan.

Note 7. Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued Topic 606-Revenue From Contracts with
Customers and a new subtopic 340-40 Others Assets and Deferred Costs to its Accounting Standards Codification
(Codification). The purpose of these changes to the codification are to remove inconsistencies and weaknesses in
revenue recognition, provide a more robust framework for addressing revenue issues, improve comparability of
revenue recognition practice across entities, provide more useful information to users of financial statements through
increased disclosure and simplify the preparation of financial statements by reducing the number of requirements to
which an entity may refer. These amendments are effective for years ending after December 15, 2016 and early
application is not permitted. At this time the Company has not made an evaluation as to the effect these amendments
will have on its financial statements.

In August 2014, the FASB issued ASU 2014-15, “Presentation of Financial Statements-Going Concern. Disclosure of
Uncertainties about Entity’s ability to continue as a going concern.” Currently, GAAP lacks guidance about
management’s responsibility to evaluate whether there is substantial doubt about an entity’s ability to continue as a
going concern.  This amendment now provides guidance by providing a definition of substantial doubt, requires
evaluation by management every reporting period for going concern issues, provides principles for considering any
mitigating effects implemented by management, and the disclosures required for the assessment period of one year
after issuance of the financial statements. This update becomes effective for interim and annual reporting periods
beginning after December 15, 2016 with early application being permitted. The update does not have a material
impact on the Company’s results and will be adopted for reporting periods starting January 2015.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion of our financial condition and results of operations should be read in conjunction with the
condensed consolidated financial statements and related notes included elsewhere in this report. Some of the
statements in this discussion and elsewhere in this report constitute forward-looking statements within the meaning of
Section 21E of the Securities and Exchange Act of 1934. See “Forward-Looking Statements” following the Table of
Contents of this report. Because this discussion involves risk and uncertainties, our actual results may differ materially
from those anticipated in these forward-looking statements.
The terms “we,” “our,” “us,” or any derivative thereof, as used in this report refer to SmartPros Ltd., a Delaware corporation,
its subsidiaries and its predecessors.

Overview
We provide learning solutions for accounting/finance, legal, insurance, securities and engineering professionals – five
large vertical markets with mandatory continuing education requirements – as well as for tax compliance, banking and
information technology professionals. We provide corporate governance, ethics and compliance training for the
general corporate market. We also have content consisting of web-based training in the human resources and health
and safety areas. We offer off-the-shelf courses and custom-designed programs with delivery methods suited to the
specific needs of our clients. Through Loscalzo Associates Ltd. (“Loscalzo”), one of our wholly-owned subsidiaries, and
our Executive Enterprise Institute (“EEI”) product line within our Accounting division, we are a leading provider of live
training to accountants, tax and financial professionals. These courses are delivered through various state CPA
societies, accounting firms, corporations or through seminars, Webinars and conferences that they conduct. Our
customers include professional firms of all sizes, and a large number of businesses. We also offer comprehensive
support services for training, ranging from course design and implementation, accreditation and administration
services to technology solutions.
We measure our operations using both financial and other metrics. The financial metrics include revenues, gross
margins, operating expenses and income from continuing operations. Other key metrics include (i) revenues by sales
source, (ii) online sales, (iii) cash flows and (iv) EBITDA (Earnings Before Interest, Taxes, Depreciation and
Amortization).
Some of the most significant issues affecting our business are the following:

•
the recognition by professionals and their employers of the importance of continuing professional education in order
to maintain their licenses, remain current on new developments and best practices, develop and improve their skills
and to generally remain competitive;
•continuing professional education requirements by governing bodies, including states and professional associations;

•the issuance of new laws, case law and regulations affecting the conduct of business and the relationship betweenemployers and their employees;

•the slow down in the issuance of new financial accounting standards and the retreat from attempting to achieve greatercompatibility with International Financial Reporting Standards;

•the increased competition in today’s economy for skilled employees and the recognition that effective training can beused to recruit, train and redeploy employees;

•the development and acceptance of new technology as a delivery channel for the types of products and services weoffer;

•the securities industry's growing emphasis on applying technology based tools to address the growing complexity ofcompliance regulations;

•the significant role that accredited training can play as a marketing tool:

•the need to continuously update the content in our course catalogs; and
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Over the last five years, our annual net revenues have ranged from $19.3 million to $15.8 million. We experienced an
overall decline in revenues from 2009 through 2012 and in 2013 our revenues increased by approximately $1 million
to approximately $16.8 million from approximately $15.8 million in 2012. We attribute these fluctuations to a number
of factors, primarily economic conditions as well as the relative absence of changes in laws, regulations and
accounting standards and mergers of a number of professional services firms. Many companies have looked at their
budgets, reduced their headcounts and remain conservative when evaluating their expenditures for continuing
education for their employees. Although, we have made acquisitions of companies, assets and product lines that have
enhanced our overall content and product offerings, the comeptitive environment, along with the relative lack of new
compliance challenges and the lack of perceived available time to dedicate to training in today's work environment
have resulted in lowered attendance at our live seminars, and until recently reduced interest in custom work.
We have countered these pressures by introducing new products and services and product enhancements, such as our
eLP-Mobile Compatible Player. This Player enables our clients to experience the same high-quality and ease of use on
mobile devices as they experienced using their computers. We also introduced several other innovations including our
Audit Management System (AMS), software currently designed for financial services firms that have an internal
branch audit function, CPE/CLE administration, refreshing our course libraries, re-mixing our product offerings and
changing our selling strategies. We recently introduced our Accreditation System to assist clients in maintaining
compliance with the various accrediting authorities continuing education requirements. We also expect to shortly
introduce a new credit tracking system to assist in the tracking of continuing professional education credits. We
continue to believe that our growth will be through acquisitions, the development of new products and services and
cross selling our existing libraries to the various client bases and markets we serve.
Over the past few years and into 2014, we have experienced a decline in revenue from course usage sold on a
non-subscription basis, live training programs and the sale of engineering courses which have adversely impacted our
operating results. We believe that this trend is due to a number of different factors that we have previously outlined,
such as a poor economy, corporate budget restraints, the lack of new accounting pronouncements and in the case of
our engineering courses a need to update them. We also believe that while our various products provide a
cost-effective means for many companies to provide continuing education for their employees, we have to re-engineer
ourselves in order to improve revenue and profitability. We recognize that we will most likely need to invest more
money in our sales infrastructure and outbound marketing budgets to drive net revenue, and to market our technology
solutions and services beyond content and at the same time reduce our expenditures in developing new technology.
Our core competencies and assets include technology solutions designed specifically for the delivery and
administration of continuing professional education. This same technology is leveraged across most of our business
operations. Over the past few years we have developed a state-of-the-art, robust Learning Management System
(LMS), known as e-Campus. We have also developed an Audit Management System (AMS), for use by financial
services firms that conduct internal audits of their various branches. We have also developed and enhanced software
that enables our clients to track and monitor their staffs' continuing education.
We have spent approximately $2.5 million over the past few years developing these various software products. With
the last of these products about to be completed and in an attempt to offset the recent decline in revenues, in June 2014
we announced that we would be instituting a program known as "Back to Basics". We intend to reduce staffing in
certain areas, and either close, sell or reduce certain verticals of our business that are not profitable, and to re-purpose
resources to areas of our business that we believe will contribute most towards our profitability and future growth. To
date, we have instituted some of these cost saving measures, as we near the completion of our software products and
are in the process of reviewing the operational perfomance of certain divisions of the Company. However, we
anticipate that the full benefit of this program will not be achieved until 2015. We discuss this program further in the
Liquidity and Capital Resources Section, as well.
We are also continuously reviewing both our intangible and deferred tax assets to see if any adjustments need to be
made for either possible impairments or realization of future tax benefits.
As we seek new business growth strategies, we recognize that many of the clients we service also require other
solutions for their various needs. We are finding that our experience in critical compliance areas coupled with our
technological expertise and resources represent a unique opportunity to provide desirable training solutions for clients
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seeking a one-stop source for their various training, compliance and other needs. We also recognize that the
combination of our technology solutions and content allow for greater client retention and growth potential
There are many risks involved with acquisitions, some of which are discussed in Item 1 of Part 1 under the caption
“Certain Risk Factors That May Affect Our Growth and Profitability” of our annual report on Form 10-K for the fiscal
year ended December 31, 2013. These risks include seasonality of revenues, integrating the acquired business into our
existing operations and corporate structure, retaining key employees and minimizing disruptions to our existing
business.
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Our common stock ("Common Stock") trades on the NASDAQ Capital Market under the symbol “SPRO.”

Critical Accounting Policies and Estimates
The discussion and analysis of our financial condition and results of operations is based on our consolidated financial
statements that have been prepared according to accounting principles generally accepted in the United States. In
preparing these financial statements, we are required to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues and expenses and related disclosures of contingent assets and liabilities. We
evaluate these estimates on an ongoing basis. We base these estimates on historical experience and on various other
assumptions that we believe are reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities. Actual results may differ from these estimates under
different assumptions or conditions. We consider the following accounting policies to be the most important to the
portrayal of our financial condition.
Revenue recognition
A large portion of our revenue is in the form of subscription fees for our monthly accounting update programs or
access to our library of accounting, financial services training and legal courses. Other sources of revenue include
direct sales of programs or courses on a non-subscription basis or from various forms of live training, fees for Web
site design, software development, video production, course design and development and ongoing maintenance fees
from our client’s use of eCampus or our Smartpros' Professional Education Center (“PEC”), our proprietary learning
management systems. Subscriptions are billed on an annual basis, payable in advance and deferred at the time of
billing. Sales made over the Internet are by credit card only. Renewals are usually sent out 60 days before the
subscription period ends. Larger transactions are usually dealt with by contract, the financial terms of which depend
on the services being provided. Contracts for development and production services typically provide for a significant
upfront payment and a series of payments based on deliverables specifically identified in the contract.
Revenue from subscription services are recognized as earned, deferred at the time of billing or payment and amortized
into revenue on a monthly basis over the term of the subscription. Engineering products are non-subscription based
and revenue is recognized upon shipment of the product or, in the case of online sales, payment. Revenue from
non-subscription services provided to customers, such as Web site design, video production, consulting services and
custom projects is generally recognized on a proportional performance basis where sufficient information relating to
project status and other supporting documentation is available. The contracts may have different billing arrangements
resulting in either unbilled or deferred revenue. We obtain either a signed agreement or purchase order from our
non-subscription customers outlining the terms and conditions of the sale or service to be provided. Otherwise, these
services are recognized as revenue after completion and delivery to the customer. Revenue from the sale of other
products and services are generally recognized upon shipment or, if later, when our obligations are complete and
realization of receivable amounts is assured.
Revenue from live training is recognized when the seminar or conference is completed. These are usually one to three
day events.
Impairment of long-lived assets
We review long-lived assets and certain intangible assets at least annually or when events or circumstances indicate
that the carrying amounts may not be recovered. We recognize that the economy has not yet fully recovered and has
impacted the operations of certain divisions of our company. Therefore, we periodically review certain intangible
assets related to prior acquisitions and management continues to monitor the situation as it relates to our overall
operations.
Stock-based compensation
Compensation costs are recognized in the financial statements for stock options or grants awarded to employees and
directors. Options and warrants granted to non-employees recorded as an expense at the date of grant based on the
then estimated fair value of the stock-based instrument granted. Options and grants awarded to employees or directors
are expensed over their respective vesting periods.
Segment accounting
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All of our operations constitute a single segment, that of educational services. Revenues from non-educational
services, such as video production are not a material part of our operating income.
           Income taxes
We account for deferred tax assets available principally from the temporary differences related to our fixed and
intangible assets and our net operating loss carryforwards in accordance with the Accounting Standards Codification.
We make
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significant estimates and assumptions in calculating our current period income tax liability and deferred tax assets.
The most significant of these are estimates regarding future period earnings. Our net deferred tax asset is estimated by
management using a three-year taxable income projection. In the event that our projections change due to economic
uncertainties, we may adjust the realizable amount of our deferred tax asset. Management continues to monitor these
projections and assumptions on an ongoing basis.

Results of Operations
Our operating results for the nine-month period ended September 30, 2014, were affected by a number of factors
including the seasonality of some of our products, reduced attendance at live training events and a decrease in usage of
some of our accounting products, while other areas of our revenues remained relatively flat or decreased slightly from
2013 to 2014, thus resulting in an increase in our operating and net loss. The first nine-months of 2014 as compared to
the first nine-months of 2013, reflected a 12% decrease in net revenues while the cost of revenues remained relatively
constant. This resulted in a lower gross profit and increased our operating loss to approximately $1.3 million in 2014,
from $471,000 in 2013. Our core businesses have remained fairly stable and we have seen a small increase in some of
our custom work. We continue to seek to acquire either content in new or complimentary markets, make our sales
force more effective and reduce expenses where appropriate. We are also continuously looking for ways to upgrade
our product offerings by introducing new content. We also continuously review existing content to insure that it is
current. During 2014 we anticipate adding approximately 100 new courses to our SPA library. As of September 30,
2014 we have added approximately 70 new courses to the SPA library, in addition to continually updating our existing
courses. We are also updating and adding new course material to our engineering and financial services libraries. A
discussion of our "Back to Basics" program that entails reducing costs, streamlining product offerings and analyzing
client profitability is discussed in the Liquidity and Capital Resources section of this report.
Comparison of the results of operations for the three-months ended September 30, 2014 and 2013
We reported a $655,000, or 17.4% decrease in net revenues for the three-months ended September 30, 2014,
compared to the same 2013 period. Our gross profit margin decreased to 49.5% in the 2014 period as compared to
57.2% in the 2013 period, as a result of various factors, including outsourced costs directly related to certain custom
projects and our ongoing commitment to upgrading our course content and maintaining our technology. Operating
results for the 2014 period were impacted by overall decreases in net revenues from all of our divisions, except for
engineering, as we continue to seek ways to increase our sales and reduce costs. We recently added two sales people
and anticipate hiring a third sales person in the fourth quarter. We also have recently retained a lead generation firm
and intend to embark on a marketing and sales campaign over the next few months as we seek to attract new business.
General and administrative expenses were approximately $169,000 lower in the 2014 period as compared to the 2013
period, and depreciation and amortization expense decreased approximately $39,000. We do see growth potential in
our content-based businesses in the various verticals that we service and in technology that we have designed. Custom
work is non-repetitive and subject to market conditions and can vary from quarter to quarter. Our live training
businesses also had a decrease in revenues in the quarter, as they experience a decline in attendance and we eliminated
some poorly performing conferences.
Online revenues, which previously were primarily derived from the sales of accounting/finance products, continue to
be an important factor to our net revenues. Many of our other products, including our Cognistar Legal library, our
Financial Campus courses, our engineering courses, our technology training products and our human resources and
health and safety courses, are also delivered online and are also significant generators of net revenues. Approximately
45% of our current period net revenues were derived from online products.
The following table compares our statement of operations data for the three-months ended September 30, 2014 and
2013. The trends suggested by this table may not be indicative of future operating results, which will depend on
various factors including the relative mix of products sold (accounting/finance, law, engineering, financial services,
sales training – product, technology or compliance and ethics) and the method of delivery as well as the timing of
custom project work, which can vary from quarter to quarter. In addition, our operating results in future periods may
also be affected by acquisitions.
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Three months ended September 30,
2014 2013
Amount Percentage Amount Percentage Change

Net revenues $3,101,108 100.0  % $3,756,349 100.0 % (17.4 )%
Cost of revenues 1,566,071 50.5  % 1,608,687 42.8 % (2.6 )%
Gross profit 1,535,037 49.5  % 2,147,662 57.2 % (28.5 )%
Selling, general and administrative 1,667,623 53.8  % 1,836,413 48.9 % (9.2 )%
Depreciation and amortization 271,891 8.8  % 310,845 8.3 % (12.5 )%
Total operating expenses 1,939,514 62.5  % 2,147,258 57.2 % (9.7 )%
Operating (loss) income (404,477 ) (13.0 )% 404 — % (100,218.1 )%
Other income, net 4,638 0.1  % 7,633 — % (39.2 )%
Net (loss) income before income tax (399,839 ) (12.9 )% 8,037 2.4 % (5,075.0 )%
Benefit from income taxes (232,216 ) (7.5 )% 1,035 — % (22,536.3 )%
Net (loss) income $(632,055 ) (20.4 )% $9,072 0.2 % (7,067.1 )%

Net revenues
The decrease in net revenues reflected above was due to: (i) a $458,000 decrease in net revenues from our
Accounting/Finance division; (ii) a $167,000 decrease in net revenues from our Financial Services division; (iii) a
decrease of $45,000 from our Skye subsidiary and (iv) a $10,000 decrease from our SLE subsidiary. These decreases
were offset by (i) a $24,000 increase in net revenues from our engineering division. Under our long-standing policy,
revenue is credited to the originating department regardless of the type of service that is performed. For example, our
Skye subsidiary may provide a custom e-learning solution for a client of our SLE subsidiary. However, SLE is
credited with the entire amount of the sale.
Net revenues from the Accounting/Finance division were approximately $2.2 million and $2.7 million in the 2014 and
2013 periods, respectively, or 72% of net revenues in each period. Net revenues from subscription-based products and
direct sales of course material on a non-subscription basis were $1.7 million and $1.9 million in the 2014 and 2013
periods, respectively. Net revenues from other products in our Accounting/Finance division that are not subscription
based or live-training decreased by approximately $81,000 in 2014 from the 2013 period, primarily a result of lower
advertising revenues due to timing differences in the recognition of such revenue. Non-subscription-based revenues
fluctuate from period to period and may not be indicative of any trends. In the 2014 period, net revenues from online
sales of accounting products decreased by approximately $216,000 as compared to the 2013 period, primarily as a
result of a decrease in usage by some clients. Net revenues from our Loscalzo and EEI live training subsidiary and
division decreased by $132,000 in the 2014 period compared to the 2013 period. The decrease in net revenues is from
a combination of factors, including decreased attendance at seminars, mergers of professional services firms and
timing differences in the scheduling of events. Our Loscalzo division is finding that state societies of certified public
accountants throughout the country are experiencing reduced attendance at their seminars. They are working with the
various state societies to see how they can create greater interest in attending these seminars especially as we now
have the release of at least one new accounting pronouncement. EEI is also revamping its course catalog to eliminate
marginal events and reduce expenses associated with cancellations.
For the three-months ended September 30, 2014, Skye generated net revenues of $327,000 compared to $372,000 in
the third quarter of 2013. Skye’s income is derived primarily from designing custom training projects and, as such,
varies from quarter to quarter. In addition, Skye performs services for other divisions of our company, for which it
does not receive any revenue recognition. Although we see an increase in request for proposals from clients, no
assurance can be given that these requests will result in signed contracts or future revenues. Skye continues to see
competitive pressure from both domestic and foreign sources, especially in pricing, Businesses are continuously
evaluating these types of services and products and their cost effectiveness. Occasionally contracts are signed but the
work does not begin for a period of time thereafter.
Our Financial Services division generated $336,000 of net revenues in the quarter ended September 30, 2014. For the
quarter ended September 30, 2013, this division generated $503,000 of net revenues. The decrease is primarily due to
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the recognition of income from new technology based products in the 2013 period and the loss of some business .
With the launch of our AMS system, we are now engaged in a marketing campaign to offer this product to other
companies in the financial services sector. However, as this is a major investment in technology for many of these
companies, we find this to have a longer sales cycle.
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For the quarter ended September 30, 2014, SLE had net revenues of $84,000 compared to net revenues of $94,000 for
the comparable 2013 quarter. For the 2014 period, $36,000 of SLE’s net revenues were generated by our Working
Values Ethics and Compliance division, and $48,000 was generated by our Cognistar Legal division, as compared to
$33,000 and $61,000, respectively, in the 2013 period. Net revenues generated by the Working Values Ethics and
Compliance division are derived primarily from custom consulting work and can fluctuate from period to period based
on a number of factors. The Cognistar Legal division derives its revenue primarily from the sales of its courses and the
creation of courses for its clients.
Our Engineering division generated $100,000 of net revenues in the third quarter of 2014 compared to $76,000 in the
third quarter of 2013. The increase is primarily from the timing of sales to professional organizations. We are in the
process of re-writing a number of our courses so that they comply with new standards. We anticipate that both the
Professional Engineering Civil Exam (PE) and the Fundamentals of Engineering Exam (FE) prep courses will be fully
released in the fourth quarter of 2014. Sales of our engineering products are not subscription based.
Net revenues generated by our other divisions, which consist of video production and duplication and consulting in
the third quarter of 2014 were $20,000. In comparison, these divisions recorded $19,000 of net revenue for the third
quarter of 2013.
Cost of revenues
Cost of revenues includes: (i) production costs – i.e., the salaries, benefits and other costs related to personnel, whether
our employees or independent contractors, who are used directly in production, including producing our educational
programs and/or upgrading our technology; (ii) royalties paid to third parties; (iii) the cost of materials, such as DVD’s
and packaging supplies; (iv) costs related to live training; and (v) shipping and other costs. There are many different
types of expenses that are characterized as production costs and many of them vary from period to period depending
on many factors. Generally, subscription based products have higher profit margins than non-subscription based
products and online sales have higher profit margins than sales involving physical delivery of material.
Our gross profit margin for the three-months ended September 30, 2014 decreased to 49.5% from 57.2% in the
comparable 2013 period, primarily due to the decrease in revenues and the mix of services rendered. Our subscription
based products have a very high gross profit percentage, as there is little additional cost of delivery to new subscribers.
Skye and live training have lower gross profit percentages as custom work is primarily dependent on internal and/or
external labor costs to produce the product and live training is dependent on the number of attendees at a seminar. We
have made and are making meaningful reductions in outsourced technology personnel as a part of our "Back to
Basics" plan, the full benefit of these savings will be reflected in our future operating results. However, during the
current quarter we did reduce the amount spent on outsourced technology related personnel. The costs of updating
either our course content or existing software and maintaining our technology is charged to expense as they are
incurred. However, we do capitalize new course content.
Cost of revenues decreased by approximately $43,000 in the three-month period ended September 30, 2014 as
compared to the same 2013 period.

•

Outside labor and direct production costs. Outside labor includes the cost of hiring actors and production personnel
such as directors, producers and cameramen and the outsourcing of non-video technology. The cost of such outside
labor, which is primarily technology personnel, increased $59,000. This increase is primarily related to outsourcing
technology and other services for our Skye subsidiary. Direct production costs, which are costs related to producing
videos, courses, custom projects or live instruction and includes such costs as renting equipment and locations and the
use of live instructors for either teaching or developing the courses, decreased approximately $87,000. We also
continue to expend significant sums updating and introducing new courses in our live training programs. The
variation in direct production costs are related to the type of production and other projects and do not reflect any
trends in our business. As our business grows we may be required to hire additional production personnel, increasing
our cost of revenues. Our course libraries require regular updating. With the anticipated release of our accreditation
system we anticipate cost savings during the second half of the year.
•Royalties. Royalty expense increased by $18,000. Royalty expense varies from period to period based on sales and
usage of our various products. Royalty expense is primarily driven by our accounting course catalog and our
engineering product sales. Generally, royalties are paid twice per year and are calculated based on a number of
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factors, not all of which are available to us on a monthly, or even a quarterly basis. Accordingly, a substantial portion
of our royalty expense for the quarter is estimated.

•Salaries. Overall, payroll and related costs attributable to production personnel increased by approximately $15,000, aresult of a reduction in the amount of capitalized salaries in the 2014 quarter as compared to 2013.
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•

Other production related costs. These are other costs directly related to the production of our products or the costs
related to live training such as purchases of materials, cost of venues, travel, shipping, and other. These costs
decreased $48,000 in the 2014 period from the 2013 period, and is primarily related to reduced costs from our live
training business.
Selling, general and administrative expenses
Selling, general and administrative expenses include corporate overhead, such as compensation and benefits for
administrative, sales and marketing and finance personnel, rent, insurance, professional fees, travel and entertainment
and office expenses. Selling, general and administrative expenses for the second quarter of 2014 decreased by
approximately $169,000, or 9.2%, compared to the same 2013 period. This decrease is attributable to a number of
factors that are highlighted below.
Compensation expense in the third quarter of 2014 period decreased by approximately $167,000 compared to the
same 2013 period. The decrease in costs is primarily attributable to reduced head count. In addition, compensation
expense includes stock based compensation expense of $10,000 for the 2014 period and $26,000 for the 2013 period.
Our other selling, general and administrative costs, exclusive of compensation costs, decreased by approximately
$2,000 in the third quarter of 2014 as compared to the same period in 2013. However, as we constantly upgrade and
expand our technology and Internet capabilities, this results in related increased costs for such things as
web-bandwidth and hardware and software maintenance and support. We make every effort to control our costs,
however, some selling, general and administrative expenses, such as insurance, travel and other costs are difficult to
control. In addition, as part of our "Back to Basics" program we engaged a lead generation firm, anticipate hiring
additional sales personnel and increase our marketing expenses.
Depreciation and amortization
Depreciation and amortization expense decreased by approximately $39,000, to approximately $272,000, in the third
quarter of 2014 compared to approximately $311,000 the third quarter of 2013. We expect our depreciation and
amortization expense on our fixed and intangible assets to decrease in the current year, as older assets become either
fully depreciated or amortized and we complete the capitalization of internally developed software. In addition, we
capitalize internal costs for the development of new courses and other technology, as incurred. We continually replace
and add to our computer and other equipment as it ages and as additional equipment is needed to accommodate
growth.
Operating (loss)/income
For the three-months ended September 30, 2014, the operating loss was approximately $404,000 compared to an
operating income of $404 in the corresponding 2013 period, primarily as a result of decreased revenues offset by a
decrease in our selling, general and administrative expenses.
Other income/expense, net
Other income and expense items consist of interest earned on deposits and the net equity loss from our iReflect joint
venture. We have no debt other than trade payables and accrued liabilities. For the third quarter of 2014 we had net
other income of approximately $5,000 as compared to approximately $8,000 in the same 2013 period.
Income taxes
For the three-months ended September 30, 2014, we recorded a provision for income tax of approximately $232,000
after adjusting for over-accruals of state and local income taxes of approximately $18,000, as compared to an
approximate net income tax benefit of $1,000 in the same 2013 period. A benefit of $250,000 was recorded in the first
quarter of 2014 and management has determined that this benefit will not be realized in the current fiscal year and as
such has been reversed.
Net (loss)/income
For the three-months ended September 30, 2014 we recorded a net loss of approximately $632,000 or $0.14 per share,
basic and diluted, after reversing a $250,000 income tax benefit recorded in the first quarter of 2014. For the
comparable period in 2013 we recorded a net income of approximately $9,000, or $0.00 per share, basic and diluted.
Comparison of the results of operations for nine-months ended September 30, 2014 and 2013
We recorded an approximate $1.43 million, or 12.4%, decrease in net revenues for the nine-months ended September
30, 2014 compared to the same 2013 period. Correspondingly our gross profit decreased by approximately $1.4
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million, from $6.41 million in the 2013 period to $5.01 million in the 2014 period. Our selling, general and
administrative expenses
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decreased by approximately by $533,000 and our depreciation and amortization expense decreased by approximately
$60,000. This resulted in an operating loss of approximately $1.28 million in the current year's period as compared to
an operating loss of approximately $471,000 in the prior year's period. This is a result of decreased revenues in certain
divisions offset by various cost saving measures that have been implemented during the past 12 months.
Online revenues continue to be an important factor to our net revenues. In addition to our on-line accounting and
finance products, many of our other products, including our Cognistar Legal library, our Financial Campus courses
and our technology training products, are also delivered online and also are significant generators of net revenues.
Approximately 40% of our net revenues for the nine-months ended September 30, 2014 were derived from online
products.
The following table compares our statement of operations data for the nine-months ended September 30, 2014 and
2013. The trends suggested by this table may not be indicative of future operating results, which will depend on
various factors including the relative mix of products sold (accounting/finance, law, engineering, financial services,
sales training – product, technology or compliance and ethics) and the method of delivery as well as the timing of
custom project work, which can vary from quarter to quarter. In addition, our operating results in future periods may
also be affected by acquisitions.

Nine months ended September 30,
2014 2013
Amount Percentage Amount Percentage Change

Net revenues $10,077,471 100.0  % $11,506,704 100.0  % (12.4 )%
Cost of revenues 5,067,645 50.3  % 5,095,594 44.3  % (0.5 )%
Gross profit 5,009,826 49.7  % 6,411,110 55.7  % (21.9 )%
Selling, general and administrative 5,494,134 54.5  % 6,026,968 52.4  % (8.8 )%
Depreciation and amortization 794,643 7.9  % 855,133 7.4  % (7.1 )%
Total operating expenses 6,288,777 62.4  % 6,882,101 59.8  % (8.6 )%
Operating loss (1,278,951 ) (12.7 )% (470,991 ) (4.1 )% 171.5  %
Other income, net 15,726 0.1  % 13,882 0.1  % 13.3  %
Net loss before income tax (1,263,225 ) (12.5 )% (457,109 ) (4.0 )% 176.4  %
Benefit from income taxes 13,615 0.1  % 178,007 1.5  % (92.4 )%
Net loss $(1,249,610 ) (12.4 )% $(279,102 ) (2.4 )% 347.7  %

Net revenues
The decrease in net revenues reflected above was primarily due to: (i) a $1.24 million decrease in net revenues from
our Accounting/Finance division; (ii) a $258,000 decrease in net revenues from our financial services division; (iii) a
$48,000 decrease in net revenues from our SLE subsidiary; and (iv) a $27,000 decrease in net revenues from our
engineering division. These decreases were offset by: (i) a $74,000 increase in net revenues from our Skye subsidiary;
and (ii) a $64,000 increase in net revenues from our other divisions. Under our long-standing policy, revenue is
credited to the originating department regardless of the type of service that is performed.
In the first nine-months of 2014, net revenues from the Accounting/Finance division were $7.3 million, or 73% of net
revenues, compared to $8.6 million, or 74% of net revenues, in the comparable 2013 period. Net revenues from
subscription-based products and direct sales of course material on a non-subscription basis were approximately $5.2
million and $5.8 million in the same 2014 and 2013 nine month periods, respectively. Net revenues from other sources
in our Accounting/Finance division that are not subscription based decreased by $291,000 in the 2014 period as
compared to the 2013 period. Live-training revenues decreased by $350,000 in the 2014 period from the 2013 period.
Non-subscription-based revenues fluctuate from period to period. In the 2014 period, net revenues from online sales
of accounting products decreased by approximately $509,000, as compared to the 2013 period, primarily as a result of
decreased usage of courses sold on a non-subscription basis. Net revenues from our Loscalzo live training subsidiary
decreased $244,000 in the 2014 period compared to the 2013 primarily due to decreased attendance at live seminars,
as the various states see declining enrollments in these events as well as recent mergers of professional services firms
and timing differences in the scheduling of events. Our EEI live training division's revenues decreased $106,000 in the
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2014 period as compared to the 2013 period, also as a result of declines in enrollments in addition to the elimination
of under-performing seminars. Those decreases were offset in part by revenues earned from CPE administration. EEI's
live training business is seasonal and its revenues are primarily earned in the second and fourth calendar quarters.
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For the nine-months ended September 30, 2014, Skye generated net revenues of $954,000 compared to $880,000 in
the comparable period of 2013. Skye’s income is derived primarily from designing custom training projects and, as
such, varies from period to period. As economic conditions improve we are seeing more requests for proposals. In
addition, Skye performs services for other divisions of our company that is not reflected in its revenue numbers.
Our Financial Services division generated approximately $1.06 million of net revenues for the nine-month period
ended September 30, 2014, compared to approximately $1.32 million of net revenues for the same 2013 period. The
decrease is due primarily from the recognition of income from a completed customization project for one client in the
2013 period and the loss of a client.
For the nine-months ended September 30, 2014, SLE had net revenues of $269,000 compared to net revenues of
$317,000 for the comparable 2013 period. For the 2014 period, $81,000 of SLE’s net revenues was generated by the
Working Values Ethics and Compliance division, and $188,000 was generated by the Cognistar Legal division, as
compared to $85,000 and $232,000, respectively, in the 2013 period. Net revenues generated by the Working Values
Ethics and Compliance division are derived primarily from custom consulting work and can fluctuate from period to
period based on a number of factors.
Our Engineering division generated $290,000 of net revenues in the first nine-months of 2014 compared to $317,000
in the same 2013 period. The decrease is primarily a result of a decrease in the number of exam candidates, the timing
of the licensing exams and the need to rewrite some of our courses. As our new PE Exam and FE Exam courses are
released in the fourth quarter of 2014, we anticipate increased sales to our association partners in subsequent periods.
Sales of our engineering products are not subscription based. Sales of our Watch IT information technology program
are now included in the revenues of our Engineering division.
Net revenues generated by our other divisions, which consist of video production and duplication and consulting
increased by $64,000 in the first nine months of 2014, as compared with the comparable 2013 period.
Cost of revenues
Cost of revenues includes: (i) production costs – i.e., the salaries, benefits and other costs related to personnel, whether
our employees or independent contractors, who are used directly in production, including producing our educational
programs and/or upgrading our technology; (ii) royalties paid to third parties; (iii) the cost of materials, such as DVD’s
and packaging supplies; (iv) costs related to live training; and (v) shipping and other costs. There are many different
types of expenses that are characterized as production costs and many of them vary from period to period depending
on many factors. Generally, subscription based products have higher profit margins than non-subscription based
products and online sales have higher profit margins than sales involving physical delivery of material.
Our gross profit margins for the nine-months ended September 30, 2014 decreased to 49.7% from 55.7% in the same
2013 period. Although we previously made substantial reductions in overhead, lower revenues and the mix of
products with varying gross profit margins resulted in the decrease. Our overall expense decreased slightly despite the
decrease in revenues due to the use of a substantial amount of production personnel for a video project in the first
quarter and outsourced labor for jobs from our Skye subsidiary. We also devote a significant amount of internal and
external resources to develop new features in our products and to update existing products and technology. These
costs are charged to expense as they are incurred.
Cost of revenues decreased by approximately $28,000 in the nine-month period ended September 30, 2014 compared
to the same 2013 period.

•

Outside labor and direct production costs. Outside labor includes the cost of hiring actors and production personnel
such as directors, producers and cameramen and the outsourcing of non-video technology. The cost of such outside
labor, which are primarily technology and video production personnel, increased $177,000. This increase is primarily
related to the production of video projects for a client, custom work and the retooling of existing technology. Direct
production costs, which are costs related to producing videos, courses, custom projects or live instruction and includes
such costs as renting equipment and locations and the use of live instructors for either teaching or developing the
courses, decreased $33,000. The decrease is primarily attributable to the cost of producing custom video projects.
The variation in direct production costs are related to the type of production and other projects and do not reflect any
trends in our business. As our business grows we may be required to hire additional production personnel, increasing
our cost of revenues. Our course libraries require regular updating.
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•
Royalties. Royalty expense decreased by $67,000. Royalty expense varies from period to period based on sales and
usage of our various products. Royalty expense is primarily driven by our accounting course catalog and our
engineering product sales. Generally, royalties are paid twice per year and are calculated

19

Edgar Filing: SmartPros Ltd. - Form 10-Q

33



based on a number of factors, not all of which are available to us on a monthly, or even a quarterly basis. Accordingly,
a substantial portion of our royalty expense for the period is estimated.

•Salaries. Overall, payroll and related costs attributable to production personnel decreased by approximately $17,000in the 2014 period as compared to the 2013 period.

•

Other production related costs. These are other costs directly related to the production of our products or the costs
related to live training such as purchases of materials, cost of venues, travel, shipping, and other. These costs
decreased in the 2014 period by approximately $87,000 to approximately $533,000 in the 2014 period from
approximately $620,000 in the 2013 period. This is primarily due to the reduction in live training.

Selling, general and administrative expenses
Selling, general and administrative expenses include corporate overhead, such as compensation and benefits for
administrative, sales and marketing and finance personnel, rent, insurance, professional fees, travel and entertainment
and office expenses. Selling, general and administrative expenses for the nine-months ended September 30, 2014
decreased by approximately $533,000, or 8.8%, compared to the same 2013 period. This decrease is primarily
attributable to reduced payrolls and related costs and a decrease in outsourced customer service personnel.
Compensation expense for the nine-months ended September 30, 2014 decreased by $397,000 compared to the same
2013 period. The decrease in compensation expense is primarily attributable to savings from a reduction in headcount.
We had 34 and 43 full and part-time general and administrative employees at September 30, 2014 and 2013,
respectively. In addition, included in compensation expense is stock based compensation expense of $38,000, as
compared to $79,000 in the 2013 period.
Our other selling, general and administrative costs, exclusive of compensation costs, decreased by $136,000, primarily
as a result of a reduction in our outsourced customer service expense. We make every effort to control our costs,
however, some selling, general and administrative expenses, such as costs related to technology, insurance, travel and
other costs are harder to control. In addition, while we have reduced our outsourced customer service department
costs, we anticipate increasing our spending on various marketing programs and the hiring of additional sales
personnel.
Depreciation and amortization
Depreciation and amortization expense decreased by approximately $60,000 for the nine-months ended September 30,
2014 as older assets become fully depreciated and some of our intangible assets become fully amortized. Although,
we have now fully amortized many of the assets acquired in prior acquisitions, we are continuously purchasing new
computer equipment and have begun to amortize the costs related to the development of our AMS as well as the
development of new course content. We will begin amortizing the cost of other internally developed software as they
are placed into service. Due to this we expect our depreciation and amortization expense on our fixed and intangible
assets to decrease slightly in future periods. We capitalize internal costs for the development of new courses and other
technology, as incurred. We continually replace and add to our computer and other equipment as it ages and as
additional equipment is needed to accommodate growth.
Operating loss
For the nine-months ended September 30, 2014, the operating loss was approximately $1.28 million compared to an
operating loss of approximately $471,000 in the corresponding 2013 period. The increase in operating loss is
primarily a result of lower revenues, offset by a decrease in selling, general and administrative costs.
Other income/expense, net
Other income and expense items consist of interest earned on deposits and the net loss from our iReflect joint venture.
We have no debt other than trade payables and accrued liabilities. For the nine-months ended September 30, 2014 we
had net other income of approximately $16,000 as compared to a net other income of approximately $14,000 in the
comparable 2013 period. The loss from our 50% interest in the iReflect joint venture was $1,200 in the current period
compared to $5,600 in the 2013 period.
Income taxes
For the nine-months ended September 30, 2014, we recorded an income tax benefit of $14,000 as compared to an
income tax benefit of $178,000 in the same 2013 period.
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Net loss
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For the nine-months ended September 30, 2014 and 2013, we recorded a net loss of approximately $1.25 million and
$279,000, respectively, or $0.27 and $.06 per share, basic and diluted, respectively.

Liquidity and Capital Resources
At September 30, 2014 we had no long-term debt.
Our working capital as of September 30, 2014 was approximately $767,000 compared to $2.2 million at December 31,
2013. Our current ratio at September 30, 2014 and December 31, 2013 was 1.15 to 1 and 1.37 to 1, respectively. The
current ratio is derived by dividing current assets by current liabilities and is a measure used by lending sources to
assess our ability to repay short-term liabilities. The largest component of our current liabilities is deferred revenue,
which was $4.3 million at September 30, 2014 and $4.4 million atDecember 31, 2013, respectively.
At September 30, 2014, we had cash and cash equivalents of approximately $3.9 million. For the nine-months ended
September 30, 2014, we had a net decrease in cash and cash equivalents of approximately $1.43 million that includes
approximately $438,000 of cash used in operating activities, $728,000 of cash used in investing activities and
approximately $262,000 of cash used in financing activities. The primary components of our operating cash flows are
net income or loss adjusted for non-cash expenses, such as depreciation and amortization stock-based compensation
and deferred and current income taxes, and the changes in our operating assets and liabilities, such as accounts
receivable, accounts payable and deferred revenues. Our cash balances fluctuate periodically due to timing differences
such as the dates of certain large live training events.
In June 2014, we issued a press release announcing our "Back to Basics" program that entailed a reduction in spending
and a re-purposing of resources. This will result in a reduction in personnel, both outsourced and internal, a substantial
portion of which was previously capitalized. We intend to use some of these savings to increase our sales and
marketing efforts. We will also be reviewing our various product lines and analyzing products or clients to insure that
we are getting an adequate return on our investment. This is expected to result in a reduction in cash expenditures for
both internal and outsourced labor and other operating costs. These expected savings could be offset by any decrease
in revenues from the loss of clients or products we believe provide an inadequate rate of return.
Although we expect that our "Back to Basics" program will provide cost savings in the remaining 2014 quarter, we do
not expect to realize the full benefit until 2015. We anticipate that our annualized cash savings from net personnel
reductions will have a positive effect on our net income. As a large portion of these personnel costs were for
capitalized software development we estimate that, exclusive of reductions in revenues and/or increases in related
costs, our operating costs will be reduced by approximately $750,000 per annum. We anticipate cash savings from
personnel and out-sourced labor for 2014 to be approximately $500,000 of which approximately $300,000 should
have a positive effect on our net income as selling, general and administrative salaries and related costs were
approximately $158,000 lower in the third quarter of 2014 as compared to the second quarter of 2014. However, we
also anticipate that some of these savings will be offset by reductions in revenues that were not part of our plan.
Any of these anticipated savings could be offset by reductions in revenues and related costs. We are hopeful that the
addition of new sales people and increased marketing efforts will offset any declines in revenue. We must caution that
these estimates can be greatly affected by many factors as our "Back to Basics" plan is implemented.
At September 30, 2014, we had approximately $1.7 million in receivables and $871,000 in payables and accrued
expenses, as compared to $2.4 million of receivables and $1.44 million in payables and accrued expenses at December
31, 2013, exclusive of dividends payable.
Net cash used in operating activities was approximately $438,000 for the nine-months ended September 30, 2014 after
adjusting the loss of approximately $1.25 million by non cash charges of approximately $834,000. The major other
components of operating activity cash are receipts from the collection of accounts receivables of approximately
$725,000, offset by reductions in accounts payable of approximately $567,000 and deferred revenue of approximately
$90,000. In addition, approximately $93,000 was expended for prepaid expenses.
For the nine-months ended September 30, 2014 net cash used in investing activities was approximately $728,000,
which included capital expenditures consisting of computer equipment and software purchases of $77,000, $145,000
for course development and $506,000 for capitalized software, as compared to approximately $291,000 expended in
the comparable nine-month period of 2013. We anticipate that our capital expenditures for the remainder of 2014 will
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be substantially lower as compared to 2013, as we complete the capitalization of the cost of new technology and we
have now replaced or enhanced those computers that were operating on Windows XP. We have substantially
completed our major technology projects and do
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not expect to begin any other projects in the near term. However, we do continually upgrade our technology hardware
and, as such, we anticipate additional capital expenditures relating to equipment purchases over the next 12 months.
Net cash used in financing activities of $262,000 for the nine-months ended September 30, 2014 reflects dividends
paid of approximately $211,000. On November 4, 2014, our board of directors declared a dividend of $.015 per
common share payable on January 6, 2015 to shareholders of record as of December 19, 2014. As of September 30,
2014, approximately $696,000 was available under our stock buy back program.
We believe that our current cash balances will be sufficient to meet our working capital and capital expenditure
requirements for the next 12 months.
In the future, we may issue additional debt or equity securities to satisfy our cash needs. Any debt incurred may be
secured or unsecured, bear interest at a fixed or variable rate and may contain other terms and conditions that we deem
are reasonable under the circumstances existing at the time. Any sales of equity securities may be at or below current
market prices. We cannot assure you that we will be successful in generating sufficient capital to adequately fund our
needs.

Item 3. Quantitative and Qualitative Risk Disclosures About Market Risk
As a smaller reporting company we are not required to provide the information required by this Item.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures. Management, with the participation of our principal executive
officer and principal financial officer, carried out an evaluation of the effectiveness of our “disclosure controls and
procedures” (as defined in the Securities Exchange Act of 1934, as amended (the “Exchange Act”) Rules 13a-15(e) and
15d-15(e)) as of the end of the period covered by this quarterly report (the “Evaluation Date”). Based upon that
evaluation, our principal executive officer and principal financial officer concluded that, as of the Evaluation Date, our
disclosure controls and procedures are effective to ensure that information required to be disclosed by us in the reports
that we file or submit under the Exchange Act (i) is recorded, processed, summarized and reported, within the time
periods specified in the SEC’s rules and forms and (ii) is accumulated and communicated to our management,
including our principal executive and principal financial officers, as appropriate to allow timely decisions regarding
required disclosure.
Changes in Internal Control over Financial Reporting. There were no changes in our internal controls over financial
reporting that occurred during the quarter ended September 30, 2014 covered by this report that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II
OTHER INFORMATION

Item 1. Legal Proceedings

We are not a party to any material legal proceeding.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Recent Sales of Unregistered Securities
None.
Company Purchases of its Equity Securities
During the three month period ended September 30, 2014, we repurchased 25,959 shares of our Common Stock under
our stock buy back program at a total cost of $51,467. As set forth below, $695,833 was available under our stock buy
back program as of September 30, 2014. This program expired on November 4, 2014 in accordance with its own
terms and was replaced with a new program. Under the new program, the Board authorized and approved an
allocation of up to $350,000 for the repurchase of shares of Common Stock until the May 2015 Board meeting.
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ISSUER PURCHASES OF EQUITY SECURITIES

Period

(a) Total
Number of
Shares (or units)
Purchased

(b)
Average
Price Paid
per Share
(or Unit)

(c)
Total Number
of Shares (or
Units)
Purchased as
Part of Publicly
Announced
Plans or
Programs

(d)
Maximum Number
(or Approximate
Dollar Value) of
Shares (or Units)
that May Yet Be
Purchased Under
the Plans or
Programs

Month #1
(July 1-31, 2014) — — — $750,000

Month #2
(August 1-31, 2014) 14,158 1.97 14,158 27,958

Month #3
(September 1-30, 2014) 11,801 1.99 11,801 23,509

Total 25,959 3.96 25,959 $695,833

Item 3. Defaults Upon Senior Securities
None.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information
None.

Item 6. Exhibits
Exhibits:
Exhibit No. Description

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

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance Document.

101.CAL XBRL Taxonomy Extension Schema Document.

101.SCH XBRL Taxonomy Extension Calculation Linkbase Document.
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101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.

101.DEF XBRL Taxonomy Extension Definition Linkbase Document.
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SIGNATURES
In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

SmartPros Ltd.

(Registrant)

Date: November 4, 2014 /s/ Allen S. Greene

Chief Executive Officer
(Principal Executive Officer)

Date: November 4, 2014 /s/ Stanley P. Wirtheim

Chief Financial Officer
(Principal Financial Officer)
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