Edgar Filing: TSR INC - Form 10-Q

TSR INC
Form 10-Q
April 03, 2007

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 10-0Q

[X] OQuarterly Report Pursuant to Section 13 or 15(d) of the Securities
Exchange Act of 1934
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Part I. Financial Information

Item 1. Financial Statements

TSR, INC. AND SUBSIDIARIES
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CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:

Cash and cash equivalents (Note 3) ...ttt eennnnnns
Marketable securities (Note 5) ittt ittt ittt e e
Accounts receivable (net of allowance for

doubtful accounts of $355,000) ..ttt
Other receivables ...ttt ittt et ettt et
Prepaild EXPENSES vttt ittt et et et
Prepaid and recoverable income taxes ......oiiiiitnnnnneennnn
Deferred INCOME LaAXES i ittt iineeeeeeeeneeeeeeeeneeeeeneens

Total current assets ...ttt ittt it eeeeeeeeeenn

Marketable securities (NOte 5) ittt ittt ittt ettt ettt
Equipment and leasehold improvements, at cost (net of accumulated
depreciation and amortization of $541,583 and $544,946)

[ oL = = = = i
Deferred INCOME LaAXES ittt ittt teeennnneeeeeeeeeennnnnees

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:
Accounts and other payvables . .... ..ttt etneeeeeeennnnn
Accrued expenses and other current liabilities .............
Advances from CUSLOMELS ...ttt ittt ittt teeennnnneeeeens
Income taxes payvable ... ...ttt ittt e e e e

Total current liabilities ........i i iiiinnneennn.

Minority Interest ...ttt i ittt ettt i

Stockholders' Equity:
Preferred stock, $1 par value, authorized
1,000,000 shares; none issued ......ieiitinteneeneeneenn
Common stock, $.01 par value, authorized
25,000,000 shares; issued 6,228,326 shares ............
Additional paid—in capital .. ...ttt e e e
Retained earnings ...ttt ittt ittt ettt et eaeeeeeeeens

Less: Treasury stock, 1,660,314 shares, at cost ............

The accompanying notes are an integral part of these

February 28,
2007

(Unaudited)

$ 2,109,166
6,390,606

8,208,416
95,932
65,645
79,271

150, 000

17,099,036
998,125
46,987

49,653
109,000

$ 2,660,739
5,406, 830

8,272,963
90,172
48,793

320,156
150,000

16,949, 653
1,490,547
36,134

49,653
109,000

$ 286,503
2,487,498
1,541,443

62,283
5,071,727
20,879,673

26,013,683
12,031,301

$ 209,840
2,730,202
1,538,985

102, 974

62,283
5,071,727
20,918,526

26,052,536
12,031,301
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Condensed Consolidated Financial Statements.
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TSR, INC. AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF EARNINGS
FOR THE THREE AND NINE MONTHS ENDED FEBRUARY 28, 2007 AND 2006

(UNAUDITED)
Three Months Ended
February 28, February 28,
2007 2006
REVENUES, NEE vttt ittt e ettt ettt ettt st teeeeee e eeneeens $ 11,773,704 $ 11,594,872
COST Of SALES i ittt ittt ettt it et e ettt ettt e e e e 9,722,403 9,486,969
Selling, general and administrative expenses ........... 1,777,553 1,683,686
11,499,956 11,170,655
Income from operations . .....iiii ittt 273,748 424,217
Other income (expense):
Interest and dividend income ........ciiiieennnnnn. 118,965 93, 644
Realized and unrealized gain (loss) from marketable
securities, net ...ttt e e e e e (1,228) (4,864)
Minority interest in subsidiary operating profits . (6,227) (9,377)
Income before income £axXes ...t ittt it eeeeneeneeens 385,258 503,620
Provision for income taxXes ...t iinttneeneennennenn 184,000 214,000
A L= S T8 o Yot 111 S 201,258 S 289,620
Basic and diluted net income per common share .......... $ 0.04 $ 0.06
Weighted average number of basic common shares
UL StaANdInNg . vttt e e e e e e e e e 4,568,012 4,568,012
Weighted average number of diluted common
shares outstanding .........iiii ittt eeennenns 4,568,012 4,568,012

The accompanying notes are an integral part of these
consolidated condensed financial statements.
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TSR, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED FEBRUARY 28, 2007 AND 2006
(UNAUDITED)
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Cash flows from operating activities:
D LS T 5 o X o)
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization ...........cciiiiiiitiinnnnn..
Realized and unrealized (gain) loss from
marketable securities, nNet .... ...ttt ittt tneennnn

Minority interest in subsidiary operating profits ........
Deferred income tax benefit ....... ... ...
Recovery of bad debt expense ........iiiiiiineeeeennnneens

Changes in assets and liabilities:
Accounts receivable — trade .......iiiiiit it e e
Other receivables ...ttt it ittt e ettt
Prepald EXPeNSES v it ittt ettt e et
Prepaid and recoverable income taxes ........ieieennnenn..
OLher assel s ittt i i ettt ettt i e
Accounts payable and accrued E€XPENSES .. v e eeeeeennnn
Income taxes payvable . ...ttt e e e e e
Advances from CUSLOMETS .. i ittt iiin ettt eeeeeeeannns

Net cash provided by operating activities ...................

Cash flows from investing activities:
Proceeds from maturities and sales of marketable securities
Purchases of marketable securities ........ ...t
Purchases of fixed assets ......iii ittt ennnnnnns

Net cash (used in) provided by investing activities ...........

Cash flows from financing activities:
Distributions to minority interest .......... ... ...
Cash dividends paid ...ttt ittt et ettt

Net cash used in financing activities .......... ...

Net decrease in cash and cash equivalents ......... ... 0o o.o..
Cash and cash equivalents at beginning of period ..................

Cash and cash equivalents at end of period ........ciiiiiiiinnnnn..

Supplemental Disclosures:
Income Tax PaAYMENT S i ittt ittt ittt ittt ettt ettt neneneneas

The accompanying notes are an integral part of these
consolidated condensed financial statements.

(7,822,343)

(1,096,323)

Nine Months Ended
February 28,
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TSR, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 28, 2007
(UNAUDITED)

BASIS OF PRESENTATION

The accompanying condensed consolidated interim financial statements
include the accounts of TSR, Inc. and its subsidiaries (the "Company"). All
significant inter-company balances and transactions have been eliminated in
consolidation. These interim financial statements have been prepared in
accordance with accounting principles generally accepted in the United
States of America applying to interim financial information and with the
instructions to Form 10-Q of Regulation S-X of the Securities and Exchange
Commission. Accordingly, certain information and footnote disclosures
required by accounting principles generally accepted in the United States
of America and normally included in the Company's annual financial
statements have been condensed or omitted. These interim financial
statements as of and for the three and nine months ended February 28, 2007,
are unaudited; however, in the opinion of management, such statements
include all adjustments (consisting of normal recurring accruals) necessary
to present fairly the consolidated financial position, results of
operations, and cash flows of the Company for the periods presented. The
results of operations for the interim periods presented are not necessarily
indicative of the results that might be expected for future interim periods
or for the full year ending May 31, 2007. These interim financial
statements should be read in conjunction with the Company's consolidated
financial statements and notes thereto included in the Company's Annual
Report on Form 10-K for the year ended May 31, 2006.

NET INCOME PER COMMON SHARE

Basic net income per common share is computed by dividing income available
to common stockholders (which for the Company equals its net income) by the
weighted average number of common shares outstanding, and diluted net
income per common share adds the dilutive effect of stock options and other
common stock equivalents. No options covering shares of common stock have
been omitted from the calculations of diluted net income per common share
for the three and nine month periods ended February 28, 2007 and 2006,
respectively, because there are no options outstanding.

CASH AND CASH EQUIVALENTS

The Company considers short-term highly liquid investments with maturities
of three months or less at the time of purchase to be cash equivalents.
Cash and cash equivalents were comprised of the following as of February
28, 2007:

Cash 1n banks ...ttt eeeenn S -
Money Market Funds ........ceiiiiitennnnenn. 2,109,166

$ 2,109,166
REVENUE RECOGNITION

The Company's contract computer programming services are generally provided
under time and materials agreements with customers. Accordingly, the
Company recognizes such revenues as services are provided. Advances from
customers represent amounts received from customers prior to the Company's
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provision of the related services, credit balances from overpayments and
certain escheat liabilities.

Reimbursements received by the Company for out-of-pocket expenses are
characterized as revenue in accordance with Emerging Issues Task Force
(EITF) Issue 01-14 "Income Statement of Characterization of Reimbursements
Received for “Out-of-Pocket' Expenses Incurred."
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TSR, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
FEBRUARY 28, 2007
(UNAUDITED)

5. MARKETABLE SECURITIES

The Company accounts for its marketable securities in accordance with
Statement of Financial Accounting Standards No. 115 "Accounting for Certain
Investments in Debt and Equity Securities." Accordingly, the Company
classifies its marketable securities at acquisition as either (i)
held-to-maturity, (ii) trading, or (iii) available-for-sale. Based upon the
Company's intent and ability to hold its US Treasury securities to maturity
(which maturities are mostly less than one year), such securities have been
classified as held-to —maturity and are carried at amortized cost. The
Company's equity securities are classified as trading securities, which are
carried at fair value with unrealized gains and losses included in
earnings. The Company's marketable securities are summarized as follows:

Gross Gross
Unrealized Unrealized
Amortized Holding Holding Recorded
Current Cost Gains Losses Value
United States Treasury
Securities $ 6,374,719 - - $ 6,374,719
Equity Securities 16,866 —— (979) 15,887
$ 6,391,585 $ - S (979) $ 6,390,606
Long - Term
United States Treasury
Securities S 998,125 S - S - S 998,125
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TSR, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
FEBRUARY 28, 2007
(UNAUDITED)

6. STOCK OPTIONS
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The Company has one stock-based employee compensation plan in effect.
Effective June 1, 2006, the Company accounts for all transactions under
which employees receive shares of stock or other equity instruments in the
Company in accordance with the revised provisions of SFAS No. 123,
"Statement of Financial Accounting Standards No. 123 (FAS123 (R))," which
requires that the fair market value of all share based payment transactions
be recognized in the financial statements. This Statement establishes fair
value as the measurement objective in accounting for share based payment
arrangements and requires all entities to apply a fair value based
measurement method in accounting for share based transactions with
employees except for equity instruments held by employee share ownership
plans. The Company adopted FAS123(R) at the beginning of fiscal 2007. The
Company has not issued any share based payments as of February 28, 2007.
The Company previously accounted for share-based employee compensation in
accordance with the provisions of Accounting Principles Board Opinion No.
25, "Accounting for Stock Issued to Employees".

RECENT ACCOUNTING PRONOUNCEMENTS

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB

Interpretation No. 48 - "Accounting for Uncertainty in Income Taxes" (FIN
48) . This guidance is intended to provide increased consistency in the
application of FASB Statement No. 109 - "Accounting for Income Taxes" by

providing guidance with regard to the recognition and measurement of tax
positions, and provide increased disclosure requirements. In particular,
this interpretation requires uncertain tax positions to be recognized only
if they are "more-likely-than-not" to be upheld based on their technical
merits. Additionally, the measurement of the tax position will be based on
the largest amount that is determined to have greater than a 50% likelihood
of realization upon ultimate settlement. Any resulting cumulative effect of
applying the provisions of FIN 48 upon adoption would be reported as an
adjustment to the beginning balance of retained earnings (deficit) in the
period of adoption. Management is in the process of evaluating the effects
of this guidance which is effective for fiscal years beginning after
December 15, 2006.

On September 15, 2006, the FASB issued SFAS No. 157, "Fair Value
Measurements". SFAS No. 157 is effective for fiscal years beginning after
November 15, 2007, and interim periods within those fiscal years. SFAS No.
157 provides guidance related to estimating fair value and requires
expanded disclosures. The standard applies whenever other standards require
(or permit) assets or liabilities to be measured at fair value. The
standard does not expand the use of fair value in any new circumstances.
The Company is evaluating SFAS No. 157 and its impact on the Company's
consolidated financial statements.
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TSR, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
FEBRUARY 28, 2007
(UNAUDITED)

DIVIDENDS

On March 30, 2007 the Board of Directors of the Company declared that a
regular quarterly cash dividend of $0.08 per share for the quarter ended
February 28, 2007 would be paid on May 1, 2007 to shareholders of record as
of April 16, 2007. This dividend will amount to approximately $365,000 and
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will be paid from the Company's cash and marketable securities.
9. MAJOR CUSTOMER

In June 2006, the New York State Office of General Services, Procurement
Services Group ("OGS") terminated its contract with the Company. The 0GS
actions were due to the report of an investigation by the Office of the
Special Commissioner of Investigation of the New York City Department of
Education ("DOE"). The investigative report concluded that the Company
operated improperly from 2001 through the spring of 2003 by using a
subcontracting arrangement to obtain programmers for positions with the
DOE. The subcontracting was with a small firm that was owned by an
individual who worked as a consultant under contract at the DOE in a
supervising capacity and sometimes was involved in decisions to select
consultants that financially benefited both him and the Company. The
investigative report also suggested that the Company received advanced
information as to new positions from this individual and that the
subcontracting increased the costs to the DOE since two firms, instead of
one, profited from this arrangement.

All new placements with the DOE, including renewals of existing placements,
were being made under this OGS contract prior to its termination. As a
result, until a new OGS contract is entered into, the Company will not be
able to make new placements or renew existing placements with the DOE. The
termination does not affect existing placements with the DOE until the date
such positions are scheduled to expire. At May 31, 2006 the Company had
forty-one consultants placed with the DOE. As a result of the termination,
consultants placed with the DOE who came up for renewal have not been
renewed.

DOE also asserted a claim against the Company for a reimbursement due to
the Company's subcontracting without written authorization. On August 29,
2006, the DOE and the Company agreed in principle to resolve these claims
and permit the Company to be treated as a "responsible vendor" upon making
a payment to DOE and appointment of an independent compliance monitor to
monitor the Company's compliance with the DOE agreement. Due to the claim
asserted by DOE and the proposed settlement, the Company established a
reserve of $900,000 as of May 31, 2006. While the Company believes that its
subcontracting did not result in overcharges to DOE, it has agreed to
settle the matter in order to avoid the expense and uncertainty of
litigation. In addition to the settlement of the claim, the Company and the
DOE were also negotiating an agreement which would have enabled the Company
to continue placing new consultants with the DOE, which included, among
other things, a monitoring agreement. The Company and the DOE have not been
able to finalize the terms of this agreement. The Company does not expect
the failure to reach this agreement to affect the agreement in principle to
settle the DOE claim. As a result, the DOE has advised the Company that the
11 remaining consultants will be terminated in the near future.
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PART I. FINANCIAL INFORMATION
ITEM 2.
TSR, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the
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Condensed Consolidated Financial Statements and the notes to such financial
statements.

Forward-Looking Statements

Certain statements contained in Management's Discussion and Analysis of
Financial Condition and Results of Operations, including statements concerning
the Company's future prospects and the Company's future cash flow requirements
are forward looking statements, as defined in the Private Securities Litigation
Reform Act of 1995. Actual results may differ materially from those projections
in the forward looking statements which statements involve risks and
uncertainties, including but not limited to the following: risks relating to the
competitive nature of the markets for contract computer programming services;
the extent to which market conditions for the Company's contract computer
consulting services will continue to adversely affect the Company's business;
the concentration of the Company's business with certain customers; uncertainty
as to the Company's ability to maintain its relations with existing customers
and expand its contract computer consulting services business; the settlement
with the NYC Department of Education (DOE) and the Company's ability to continue
to provide consultants to the DOE; the impact on the Company's business due to
the merger of AT&T and SBC Communications, Inc.; the impact of changes in the
industry, such as the use of vendor management companies in connection with the
consulting procurement process, the increase in customers moving IT operations
offshore and other risks and uncertainties set forth in the Company's filings
with the Securities and Exchange Commission.

Results of Operations

The following table sets forth for the periods indicated certain financial
information derived from the Company's condensed consolidated statements of
earnings. There can be no assurance that trends in operating results will
continue in the future:

Three months ended February 28, 2007 compared with three months ended February

28, 2006
(Dollar amounts in Thousands)
Three Months Ended
February 28,
2007 2006
% of % of
Amount Revenues Amount Revenues
REVENUES &ttt vt e e e eeneeeeeeeenennnnns $11,774 100.0 $11,595 100.0
Cost 0f sa@ales ittt ittt tie e 9,722 82.6 9,487 81.8
Gross profit ...... ...ttt 2,052 17.4 2,108 18.2
Selling, general, and administrative
EXPENSES + vttt ettt 1,778 15.1 1,684 14.5
Income from operations .............. 274 2.3 424 3.7
Other income .........iiiiieeeennnnn 111 1.0 80 0.6

10
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Income before income taxes .......... 385 3.3 504 4.3

Provision for income taxes .......... 184 1.6 214 1.8

Net income ........ciiiiiiieeennnnnnn. S 201 1.7 S 290 2.5
Page 10

TSR, INC. AND SUBSIDIARIES
REVENUES

Revenues consist primarily of revenues from computer programming consulting
services. Revenues for the quarter ended February 28, 2007 increased $179,000 or
1.5% from the comparable period in fiscal 2006. Due to the contract suspension
with the NYC Department of Education (DOE), the consultants on billing with DOE
decreased from 41 at May 31, 2006 to 11 at the end of the current quarter.
Despite this reduction in the number of consultants on billing at DOE, the
overall average number of consultants on billing only decreased from 342 in the
prior year quarter to 326 for the current quarter. Additional placements at
other accounts, many at higher billing rates, have offset much of the reduction
at DOE and, therefore, revenues have increased. After the end of the quarter, as
described in Footnote 9 to the Condensed Consolidated Financial Statements, the
DOE has advised the Company that the 11 remaining consultants will be terminated
in the near future.

As a result of the merger of AT&T with SBC Communications, Inc., Procurestaff,
which had been the vendor management company for AT&T is currently one of many
vendors to the new AT&T and no longer serves as the primary vendor manager. Due
to these changes, the Company experienced a decrease in new placements with AT&T
beginning in the second fiscal quarter. This has reduced the number of
consultants on billing with AT&T from 90 at November 30, 2006 to 79 at February
28, 2007. The Company is unable to predict whether this change of relationship
will continue to impact the Company's business relationship with AT&T.

COST OF SALES

Cost of sales for the quarter ended February 28, 2007, increased $235,000 or
2.5% to $9,722,000 from $9,487,000 in the prior year period. Cost of sales as a
percentage of revenues increased from 81.8% in the quarter ended February 28,
2006 to 82.6% in the quarter ended February 28, 2007. The increase in cost of
sales as a percentage of revenues was primarily attributable to discount
programs instituted or expanded by customers. These discount programs decrease
revenues without allowing offsetting cost reductions.

Cost of sales as a percentage of revenues increased, in part, because of a
decline in revenues at AT&T, the Company's largest customer, due to Procurestaff
offering further discounts to AT&T to maintain its relationship. This required
the Company to reduce what it received from Procurestaff, which further reduced
the Company's margins on its AT&T business.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative expenses consist primarily of expenses
relating to account executives, technical recruiters, facilities costs,
management and corporate overhead. These expenses increased $94,000 or 5.6% from
$1,684,000 in the quarter ended February 28, 2006 to $1,778,000 in the quarter
ended February 28, 2007. This increase was primarily attributable to an increase
in the number of technical recruiters and sales executives. Additional personnel
have been hired to address increasing competition. The Company expects to

11
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continue to hire additional experienced sales executives and technical
recruiters.

INCOME FROM OPERATIONS

In spite of the increase in revenues, income from operations decreased $150,000
or 35.4% from $424,000 in the quarter ended February 28, 2006 to $274,000 in the
quarter ended February 28, 2007. The discount programs which have caused an
increase in cost of sales as a percentage of revenues, along with the expenses
related to the hiring of additional sales and recruiting personnel, have reduced
income from operations.

Page 11

TSR, INC. AND SUBSIDIARIES
OTHER INCOME

Other income resulted primarily from interest and dividend income, which
increased by $25,000 to $119,000 due to higher interest rates in the quarter
ended February 28, 2007. Additionally, the Company had an unrealized loss of
$1,000 in the quarter ended February 28, 2007 versus a net unrealized loss of
$5,000 in the quarter ended February 28, 2006 from marketable securities due to
market adjustments of its trading securities equity portfolio.

INCOME TAXES

The effective income tax rate of 47.8% for the quarter ended February 28, 2007
increased from a rate of 42.5% in the quarter ended February 28, 2007 due to an
adjustment to the reversal of prior years' income tax over accruals taken in the
first two quarters of fiscal 2007.

Nine months ended February 28, 2007 compared with nine months ended February 28,

2006
(Dollar amounts in Thousands)
Nine Months Ended
February 28,
2007 2006
% of % of
Amount Revenues Amount Revenues
REVENUES &ttt vt e e eeeneeeeseeennnnnnns $36,775 100.0 $35,889 100.0
Cost O0f Ssales .t iieenennnnns 29,978 81.5 28,886 80.5
Gross profit ...... ...ttt 6,797 18.5 7,003 19.5
Selling, general, and administrative
expenses 5,331 14.5 5,026 14.0
Income from operations .............. 1,466 4.0 1,977 5.5
Other income .........iiiiieeeennnnn 311 0.8 193 0.5
Income before income taxes .......... 1,777 4.8 2,170 6.0
Provision for income taxes .......... 720 1.9 923 2.5

12
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Net 1nCOmMe . ivi ittt ettt e et $ 1,057 2.9 S 1,247 3.5

REVENUES

Revenues consist primarily of revenues from computer programming consulting
services. Revenues for the nine months ended February 28, 2007 increased
$886,000 or 2.5% from the comparable period in fiscal 2006. Due to the contract
suspension with the NYC Department of Education (DOE), the consultants on
billing with DOE decreased from 41 at May 31, 2006 to 11 at the end of the
current period. Despite this reduction in the number of consultants on billing
at DOE, the overall average number of consultants on billing only decreased from
345 in the prior year period to 339 for the current period. Additional
placements at other accounts, many at higher billing rates, have offset most of
the reduction at DOE and, therefore, revenues have increased. After the end of
the quarter, as described in Footnote 9 to the Condensed Consolidated Financial
Statements, the DOE has advised the Company that the 11 remaining consultants
will be terminated in the near future.
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COST OF SALES

Cost of sales for the nine months ended February 28, 2007, increased $1,092,000
or 3.8% to $29,978,000 from $28,886,000 in the prior year period. Cost of sales
as a percentage of revenues increased from 80.5% in the nine months ended
February 28, 2006 to 81.5% in the nine months ended February 28, 2007. The
increase in cost of sales as a percentage of revenues was primarily attributable
to discount programs instituted or expanded by customers. These discount
programs decrease revenues without allowing offsetting cost reductions.

Cost of sales as a percentage of revenues increased in part, because of a
decline in revenues at AT&T, the Company's largest customer, due to Procurestaff
offering further discounts to AT&T to maintain its relationship. This required
the Company to reduce what it received from Procurestaff, which further reduced
the Company's margins on its AT&T business.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative expenses consist primarily of expenses
relating to account executives, technical recruiters, facilities costs,
management and corporate overhead. These expenses increased $305,000 or 6.1%
from $5,026,000 in the nine months ended February 28, 2006 to $5,331,000 in the
nine months ended February 28, 2007. This increase was primarily attributable to
an increase in the number of technical recruiters and sales executives.
Additional personnel have been hired to address increasing competition. The
Company expects to continue to hire additional sales executives and technical
recruiters.

INCOME FROM OPERATIONS

In spite of the increase in revenues, income from operations decreased $511,000
or 25.8% from $1,977,000 in the nine months ended February 28, 2006 to
$1,466,000 in the nine months ended February 28, 2007. The discount programs
which have caused an increase in cost of sales as a percentage of revenues,
along with the expenses related to the hiring of additional sales and recruiting
personnel, have reduced income from operations.

OTHER INCOME
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Other income resulted primarily from interest and dividend income, which
increased by $91,000 to $346,000 due to higher interest rates in the nine months
ended February 28, 2007. Additionally, the Company had an unrealized gain of
$1,000 in the nine months ended February 28, 2007 versus a net unrealized loss
of $5,000 in the nine months ended February 28, 2006 from marketable securities
due to market adjustments of its trading securities equity portfolio.

INCOME TAXES

The effective income tax rate of 40.5% for the nine months ended February 28,
2007 decreased from a rate of 42.5% in the nine months ended February 28, 2006
due to lower state and local taxes and reversal of prior years' income tax over
accruals.
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TSR, INC. AND SUBSIDIARIES
LIQUIDITY AND CAPITAL RESOURCES

The Company expects that cash flow generated from operations together with its
cash and marketable securities will be sufficient to provide the Company with
adequate resources to meet its liquidity requirements for the foreseeable
future.

At February 28, 2007, the Company had working capital of $12,784,000 and cash
and cash equivalents of $2,109,000 as compared to working capital of $12,368,000
and cash and cash equivalents of $2,661,000 at May 31, 2006. The Company's
working capital also included $6,391,000 and $5,407,000 of marketable securities
with maturities of less than one year at February 28, 2007 and May 31, 2006,
respectively. The working capital and marketable securities increased primarily
due to the reclassification of a security from long-term to current.

Net cash provided by operating activities of $1,130,000 for the nine months
ended February 28, 2007, compared to $300,000 of cash provided for the nine
months ended February 28, 2006. The cash provided by operating activities in the
nine months ended February 28, 2007 resulted primarily from the Company's net
income. In the nine months ended February 28, 2006 an increase in accounts
receivable and a decrease in accrued expenses significantly reduced the cash
flow provided by the Company's net income.

Net cash used in investing activities of $521,000 for the nine months ended
February 28, 2007 primarily resulted from purchasing US Treasury Securities in
excess of maturities. Net cash provided by investment activities of $996,000 for
the nine months ended February 28, 2006 primarily resulted from maturities of US
Treasury Securities in excess of purchases.

Net cash used in financing activities of $1,160,000 and $1,477,000 for the nine
month periods ended February 28, 2007 and 2006, respectively, resulted primarily
from cash dividends.

The Company's capital resource commitments at February 28, 2007 consisted of
lease obligations on its branch and corporate facilities. The Company intends to
finance these lease commitments from cash flow provided by operations, available
cash and short-term marketable securities.

The Company's cash and marketable securities were sufficient to enable it to
meet its cash requirements during the nine months ended February 28, 2007. The
Company has available a revolving line of credit of $5,000,000 with a major
money center bank through October 6, 2007. As of February 28, 2007, no amounts
were outstanding under this line of credit.
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TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS

PAYMENTS DUE BY PERIOD
LESS THAN

Contractual Obligations TOTAL 1 YEAR 1-3 YEARS 3-5 YEARS
Long-Term Debt ... ...ttt ittt ettt - - - -
Capital Lease Obligations ........c.eeiieeeeennn. - - - -
Operating LeasSes it iinee et eeeeeeeeeeeeannnn 533,000 256,000 219,000 58,000
Purchase Obligations .........iiiiiiieennnnn. - - - -
Consulting Contract ...ttt eennnnn 50,000 50,000 - -
Other Long-Term Liabilities Reflected on
the Registrant's Balance Sheet under GAAP ..... - - - -
Total it e e e e e e e $583,000 $306,000 $219,000 $58,000
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TSR, INC. AND SUBSIDIARIES
RECENT ACCOUNT PRONOUNCEMENTS

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB

Interpretation No. 48 - "Accounting for Uncertainty in Income Taxes" (FIN 48).
This guidance is intended to provide increased consistency in the application of
FASB Statement No. 109 - "Accounting for Income Taxes" by providing guidance

with regard to the recognition and measurement of tax positions, and provide
increased disclosure requirements. In particular, this interpretation requires
uncertain tax positions to be recognized only if they are "more-likely-than-not"
to be upheld based on their technical merits. Additionally, the measurement of
the tax position will be based on the largest amount that is determined to have
greater than a 50% likelihood of realization upon ultimate settlement. Any
resulting cumulative effect of applying the provisions of FIN 48 upon adoption
would be reported as an adjustment to the beginning balance of retained earnings
(deficit) in the period of adoption. Management is in the process of evaluating
the effects of this guidance which is effective for fiscal years beginning after
December 15, 2006.

On September 15, 2006, the FASB issued SFAS No. 157, "Fair Value Measurements".
SFAS No. 157 is effective for fiscal years beginning after November 15, 2007,
and interim periods within those fiscal years. SFAS No. 157 provides guidance
related to estimating fair value and requires expanded disclosures. The standard
applies whenever other standards require (or permit) assets or liabilities to be
measured at fair value. The standard does not expand the use of fair value in
any new circumstances. The Company is evaluating SFAS No. 157 and its impact on
the Company's consolidated financial statements.
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TSR, INC. AND SUBSIDIARIES

CRITICAL ACCOUNTING POLICIES
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The SEC defines "critical accounting policies" as those that require the
application of management's most difficult, subjective or complex judgments,
often as a result of the need to make estimates about the effect of matters that
are inherently uncertain and may change in subsequent periods.

The Company's significant accounting policies are described in Note 1 to the
Company's consolidated financial statements, contained in its May 31, 2006
Annual Report on Form 10-K, as filed with the SEC. The Company believes that
those accounting policies require the application of management's most
difficult, subjective or complex judgments. There have been no changes in the
Company's significant accounting policies as of February 28, 2007.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

The Company's earnings and cash flows are subject to fluctuations due to (i)
changes in interest rates primarily affecting its income from the investment of
available cash balances in money market funds and (ii) changes in market wvalues
of its investments in trading equity securities. Under its current policies, the
Company does not use interest rate derivative instruments to manage exposure to
interest rate changes. The Company's present exposure to changes in the market
value of its investments in equity securities is not significant.

ITEM 4. CONTROLS AND PROCEDURES

DISCLOSURE CONTROLS AND PROCEDURES. The Company conducted an evaluation, under
the supervision and with the participation of the principal executive officer
and principal financial officer, of the Company's disclosure controls and
procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of
1934 (the "Exchange Act")). Based on this evaluation, the principal executive
officer and principal financial officer concluded that, as of the end of the
period covered by this report, the Company's disclosure controls and procedures
are effective.

INTERNAL CONTROL OVER FINANCIAL REPORTING. There was no change in the Company's
internal control over financial reporting (as such term is defined in Rule
13a-15(f) under the Exchange Act) during the Company's most recently reported
completed fiscal quarter that has materially affected, or is reasonably likely
to materially affect, the Company's internal control over financial reporting.
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PART II. OTHER INFORMATION
ITEM 1A. RISK FACTORS

There are no material changes to the risk factors described in the Form
10-K, filed on September 12, 2006, except as follows:

DEPENDENCE ON SIGNIFICANT CUSTOMERS

As described under Part I, Item 2, the Company's relationship with AT&T has
changed due to the merger of AT&T with SBC Communications and the resulting
change in the relationship with AT&T of Procurestaff, through which the
Company contracts with AT&T. This change has had a further impact on the
Company's profit margins on consultants placed with AT&T and recently
created a decrease in new placements with AT&T. The Company cannot predict
the extent to which this change will adversely affect the number of
consultants placed with AT&T.
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As more fully described Footnote 9 to the Company's Condensed Consolidated
Financial Statements, the Company has agreed in principle to settle a claim
by the New York City Department of Education (DOE). This settlement has not
been finalized. At the end of the quarter ended February 28, 2007, there
were 11 consultants remaining on billing at DOE. In addition to the
settlement of the claim, the Company and the DOE were also negotiating an
agreement which would have enabled the Company to continue placing new
consultants with the DOE. The Company and the DOE have not been able to
finalize the terms of this agreement. The Company does not expect the
failure to reach this agreement to affect the agreement in principle to
settle the DOE claim. However, as a result, the DOE has advised the Company
that the 11 remaining consultants will be terminated in the near future.

6. EXHIBITS

(a) . Exhibit 10.1 - Employment Agreement between Christopher Hughes and TSR
Inc. dated March 1, 2007 incorporated by reference to the Form 8-K
filed March 6, 2007.

Exhibit 31.1 - Certification by J.F. Hughes pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

Exhibit 31.2 - Certification by John G. Sharkey pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

Exhibit 32.1 - Certification by J.F. Hughes pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

Exhibit 32.2 - Certification by John G. Sharkey pursuant to 18 U.S.C.

Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date:

Date:

(Registrant)

April 2, 2007 /s/ J.F. Hughes

J.F. Hughes, Chairman and President

April 2, 2007 /s/ John G. Sharkey

John G. Sharkey, Vice President Finance
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