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PART | FI NANCI AL | NFORNMATI ON

[tem 1. Fi nanci al Statenents
SCOTT' S LI QUID GOLD-I NC. & SUBSI DI ARI ES
Consol i dated Statements of Operations (Unaudited)
Three Mnt hs Ended
March 31,
2007 2006
Net sal es $ 4,175,800 $ 4,155,800
Operating costs and expenses:
Cost of Sal es 2, 346, 500 2,243,500
Adverti sing 112, 300 593, 700
Sel l'ing 1, 255, 400 1, 425, 500
General and adm nistrative 814, 100 912,100
4,528, 300 5,174, 800
Loss from operations (352, 500) (1, 019, 000)
I nterest income 24,200 12, 600
I nt erest expense (103, 900) (41, 300)
(432, 200) (1,047,700)
I ncone tax expense (benefit) - -
Net | oss $ (432,200) $(1,047,700)
Net | oss per common share (Note 2):
Basic and Dil uted $ (0.04) $ (0.10)
Wei ght ed aver age shares outstandi ng:
Basi ¢ and Dil uted 10, 533, 000 10, 503, 000



SCOTT'S LI QUID GOLD-I NC. & SUBSI DI ARl ES
Consol i dat ed Bal ance Sheets

March 31, Decenber 31,
2007 2006

(Unaudi t ed)
ASSETS
Current assets:
Cash and cash equival ents $ 2,028, 200 $ 2,804,100
| nvest nent securities 50, 900 51, 100
Trade recei vables, net of allowance
for doubtful accounts of $61, 700 and

$62, 000, respectively 1, 407, 300 743, 700
O her receivabl es 42, 000 55, 500
I nventories, net 3,459, 800 3,291, 400
Prepai d expenses 129, 800 161, 600
Total current assets 7,118, 000 7,107, 400
Property, plant and equi pnment, 13, 000, 700 13,159, 700
Ot her assets 58, 600 59, 700
TOTAL ASSETS $20, 177, 300 $20, 326, 800

LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY

Current Tiabilities:

Account s payabl e $ 2,267,800 $ 1,893, 600
Accrued payroll and benefits 863, 400 866, 400
Ot her accrued expenses 372,700 417, 100
Current maturities of |ong-term debt 194, 400 191, 600
Total current liabilities 3,698, 300 3,368, 700
Long-term debt, net of current maturities 4,824, 800 4,875, 500
8,523, 100 8, 244, 200

Conmmi t nents and conti ngenci es
Shar ehol ders’ equity:
Conmon stock; $.10 par value, authorized
50, 000, 000 shares; issued and
out st andi ng 10, 533, 000 shares 1, 053, 300 1, 053, 300
Capital in excess of par 5, 019, 800 5, 015, 800
Accunul at ed conpr ehensi ve i ncone 900 1,100
Ret ai ned ear ni ngs 5, 580, 200 6,012, 400

Shar ehol ders’ equity

TOTAL LI ABILITIES AND
SHAREHOLDERS' EQUI TY



SCOTT' S LI QUID GOLD-I NC. & SUBSI DI ARI ES

Consol i dated Statenments of Cash Fl ows (Unaudited)

Cash flows from operating activities:
Net | oss

Adj ustnents to reconcile net lIoss to net cash

provi ded (used) by operating activities:
Depreci ation and anortization
St ock issued to ESOP
St ock options granted
Changes in assets and liabilities:
Trade and ot her receivabl es, net
I nventories
Prepai d expenses and
ot her assets
Account s payabl e and
accrued expenses

Total adjustnents to net |oss

Net Cash Used by
Operating Activities

Cash flows frominvesting activities:
Purchase of property, plant & equi pnent

Net Cash Used by
I nvesting Activities

Cash flows fromfinancing activities:
Short-term borrow ngs (paynents), net
Purchase of stock for contribution

to ESOP
Princi pal paynents on
| ong-term borrow ngs

Net Cash Provi ded (Used)
by Fi nancing Activities

Net Decrease in Cash and Cash Equival ents
Cash and Cash Equival ents,

Cash and Cash Equi val ents, end of period

Suppl ement al di scl osures:
Cash Paid during period for
I nterest

I ncone taxes

begi nni ng of period

Thr ee Mont hs Ended

March 31,

2007 2006
$ (432,200) $(1,047,700)
161, 600 175, 800
- 48, 700

4,000 -
(650, 100) 633, 300
(168, 400) (628, 200)
31, 800 (144, 400)
326, 800 645, 400
(294, 300) 730, 600
(726, 500) (317, 100)
(1, 500) (28, 700)
(1, 500) (28, 700)
- 300, 000
- (48, 700)
(47, 900) (233, 200)
(47, 900) 18, 100
(775, 900) (327, 700)
2,804, 100 2,260, 700
$ 2,028, 200 $ 1,933, 000
104, 000 $ 41, 300
900 $ 1,100



SCOTT'S LI QUID GOLD-I NC. & SUBSI DI ARI ES
Not es to Consolidated Financial Statements (Unaudited)
Note 1. Summary of Significant Accounting Policies

(a) Conmpany Backgr ound
Scott's Liquid Gold-Inc. (a Colorado corporation) was incorporated on

February 15, 1954, Scott’'s Liquid Gold-Inc. and its wholly owned
subsidiaries (collectively, “we” or “our”) manufacture and market quality
household and skin care products, and we fill, package and market our Mbld
Control 500 product. Since the first quarter of 2001, we have acted as a

distributor in the United States of beauty care products contained in
i ndi vi dual sachets and manufactured by Montagne Jeunesse. Qur business is
conprised of two segnents, household products and skin care products.

(b) Princi pl es of Consolidation

Qur consolidated financial statenents include our accounts and those of
our subsidiaries. All interconpany accounts and transactions have been
el i m nat ed.

(c) Use of Estimates

The preparation of financial statenents in conformity wth accounting
principles generally accepted in the United States of Anerica requires
managenent to nmeke estimates and assunptions that affect the reported anmounts
of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statenents and the reported amounts
of revenues and expenses during the reporting period. Actual results could
differ from those estimtes. Significant estimates include, but are not
limted to, realizability of deferred tax assets, reserves for slow noving
and obsolete inventory, custonmer returns, coupon redenptions and all owances,
and bad debts.

(d) Cash Equi val ents
We consider all highly liquid investnents with an original maturity of
three nonths or less at the date of acquisition to be cash equival ents.

(e) I nvestnents in Marketabl e Securities

We account for investnments in marketable securities in accordance with
St atenent of Financial Accounting Standards ("SFAS') No. 115 "Accounting for
Certain Investnments in Debt and Equity Securities", which requires that we
classify investnents in nmarketable securities according to nanagenent's
i ntended use of such investnents. We invest our excess cash and have
established guidelines relative to diversification and nmaturities in an
effort to maintain safety and liquidity. These guidelines are periodically
reviewed and nodified to take advantage of trends in yields and interest
rates. We consider all investnments as available for wuse in our current
operations and, therefore, classify them as short-term available-for-sale
i nvest ment s. Avail abl e-for-sale investnments are stated at fair value, wth
unrealized gains and |losses, if any, reported net of tax, as a separate
conponent of sharehol ders' equity and conprehensive incone (loss). The cost
of the securities sold is based on the specific identification nethod.
I nvestments in corporate and governnent securities as of Decenber 31, 2006,
are scheduled to mature within one year.



(f) I nventories

Inventories consist of raw materials and finished goods and are stated
at the lower of cost (first-in, first-out nethod) or market. W record a
reserve for slow noving and obsol ete products and raw materials. W estinmate
reserves for slow moving and obsol ete products and raw materials based upon
hi storical and anticipated sal es.

I nventories were conprised of the follow ng at:

March 31, 2007 Decenber 31, 2006
Fi ni shed goods $ 2,546, 100 $ 2,435, 400
Raw material s 1, 360, 900 1, 337, 200
I nventory reserve
for obsol escence (447, 200) (481, 200)

$ 3,459, 800 $ 3,291, 400

(9) Property, Plant and Equi pnent
Property, plant and equipnent are recorded at historical cost .
Depreciation is provided using the straight-line nethod over estimted useful

lives of the assets ranging from three to forty-five years. Bui | di ng
structures and building inprovenents are estinmated to have useful lives of 35
to 45 years and 3 to 20 years, respectively. Producti on equi pment and
producti on support equipnent are estimted to have useful lives of 15 to 20
years and 3 to 10 years, respectively. Office furniture and office machines
are estimated to have useful lives 10 to 20 and 3 to 5 years, respectively.

Carpeting, drapes and conpany vehicles are estimated to have useful lives of
5 to 10 years. Mai ntenance and repairs are expensed as incurred

| mprovenents that extend the useful lives of the assets or provide inproved

efficiency are capitalized.

(h) Fi nanci al | nstrunents

Fi nanci al i nstruments whi ch potentially subj ect us to
concentrations of credit risk include cash and cash equival ents, investnents
in marketable securities, and trade receivables. We maintain our cash
bal ances in the form of bank demand deposits with financial institutions that
managenment believes are creditworthy. As of the balance sheet date and
periodically throughout the year, the Conpany has maintained balances in
various operating accounts in excess of federally insured Ilinmts. We
establish an allowance for doubtful accounts based yon factors surroundi ng
the credit risk of specific custoners, hi stori cal trends and other
i nformati on. We have no significant financial instruments with off-balance

sheet risk of accounting loss, such as foreign exchange contracts, option
contracts or other foreign currency hedgi ng arrangenents.

The recorded amounts for cash and cash equival ents, receivables, other
current assets, and accounts payable and accrued expenses approximte fair
value due to the short-term nature of these financial instrunents. The fair
value of investnments in narketable securities is based upon quoted narket
val ue. Qur long-term debt bears interest at a fixed rate that adjusts
annual ly on the anniversary date to a then prine rate. The carrying val ue of
| ong-term debt approximates fair value as of March 31, 2007 and Decenber 31,
2006.



(i) Long-Li ved Assets

We account for long-lived assets in accordance with the provisions of
SFAS No. 144, "Accounting for the Inpairnent or Disposal of Long-Lived
Assets.” This Statenment requires that long-lived assets and certain
identifiable intangibles be reviewed for inpairnment whenever events or
changes in circunstances indicate that the carrying amunt of an asset my
not be recoverable. Recoverability of assets to be held and used is neasured
by a conparison of the carrying amunt of an asset to future net cash flows
expected to be generated by the asset. If such assets are considered to be
i mpaired, the inpairnment to be recognized is measured by the amunt by which
the carrying anount of the assets exceeds the fair value of the assets.
Assets to be disposed of are reported at the | ower of the carrying anmount or
fair value |less costs to sell

(i) I ncone Taxes
We account for incone taxes in accordance with the provisions of SFAS
No. 109, "Accounting for Income Taxes", which requires the recognition of

deferred tax assets and liabilities for the expected future tax consequences
attributable to differences between the financial statenent carrying anmounts
of assets and liabilities and their respective inconme tax bases. A valuation
al | owance is provided when it is nmore likely than not that sonme portion or
all of a deferred tax asset will not be realized. The ultimate realization
of deferred tax assets is dependent upon the generation of future taxable
income during the period in which related tenporary differences becone
deducti bl e. Deferred tax assets and liabilities are neasured using enacted
tax rates expected to apply to taxable incone in the years in which those
temporary differences are expected to be recovered or settl ed.

(k) Revenue Recognition

Revenue is generally recognized upon delivery of products to custoners,
which is when title passes. Reserves for estimated market devel opnment
support, pricing allowances and returns are provided in the period of sale as
a reduction of revenue. Reserves for returns and allowances are recorded as
a reduction of revenue, and are nmaintained at a level that nmanagenent
believes is appropriate to account for anmounts applicable to existing sales.
Reserves for coupons and certain other pronptional activities are recorded as
a reduction of revenue at the later of the date at which the related revenue
is recognized or the date at which the sales incentive is offered. At
March 31, 2007 and Decenber 3L, 2006 approximtely $705,000 and $649, 000,
respectively, had been reserved as a reduction of accounts receivable, and
approxi mately $55,000 and $50, 000, respectively, had been reserved as current
liabilities. Co-op advertising, marketing funds, slotting fees and coupons
are deducted from gross sales and total ed $659, 100, and $630, 100 at March 31,
2007 and 2006, respectively.

(1) Adverti sing Costs
We expense advertising costs as incurred.

(m St ock- based Conpensati on

At March 31, 2007, we had four stock-based enpl oyee conpensati on pl ans.
During the first quarter of fiscal 2007, we adopted the provisions of, and
account for stock-based conpensation in accordance wth, the Financia
Accounting Standards Board's ("FASB") Statenment of Financial Accounting
Standards No. 123—+revised 2004 ("SFAS 123R'), "Share-Based Paynment" which
replaced Statenent of Financial Accounting Standards No. 123 ("SFAS 123"),
"Accounting for Stock-Based Conpensation" and supersedes APB Opinion No. 25
("APB 25"), "Accounting for Stock Issued to Enployees."” Under the fair val ue
recognition provisions of this statenment, stock-based conpensation cost is
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neasured at the grant date based on the fair value of the award and is
recogni zed as expense on a straight-line basis over the requisite service
period, which is the vesting period. W elected the nodified-prospective
met hod, under which prior periods are not revised for conparative purposes.
The val uation provisions of SFAS 123R apply to new grants and to grants that
were outstanding as of the effective date and are subsequently nodified. No
grants occurred in 2006 subsequent to the adoption of SFAS 123R and all
out standi ng options granted prior to Decenber 31, 2006 were fully vested as
of Decenber 31, 2006.

Prior to January 1, 2006, we accounted for the plans described above
under the recognition and neasurement principles of APB Opinion No. 25,
Accounting for Stock Issued to Enployees, and related Interpretations. No
st ock-based enpl oyee conpensation cost is reflected in net incone prior to
January 1, 2006, as all options granted under those plans had an exercise
price not less than the market value of the underlying comon stock on the
date of grant.

We granted 448,550 options for shares of our commn stock (268,550 to
enpl oyees and 180,000 to non-enpl oyee directors) during the first quarter of
2007. The options which vest ratably over forty-eight nonths, or upon a
change in control, and which epire after five years, were granted at or
above the market value of $0.82 as of the date of grant.

The wei ghted average fair narket value of the options granted of $0.42
was estimated on the date of grant using a Bl ack-Schol es option pricing nodel
with the foll ow ng assunpti ons.

Thr ee Mont hs Ended
March 31, 2007

Expected |ife of options 4.5 years
Ri sk-free interest rate 4. 46%
Expected volatility of stock 58%
Expected dividend rate None

Conpensation cost related to stock options recognized in operating
results (included in general and adm nistrative expenses) under SFAS 123R was
$3,900 in the three nonths ended March 31, 2007. Approxi mately $186, 200 of
total unrecogni zed conpensation costs related to non-vested stock options is
expected to be recognized over the next forty-seven nonths. I n accordance
with SFAS 123R, there was no tax benefit from recording the non-cash expense
as relates to the options granted to enployees as these were qualified stock
options which are not normally tax deductible. Wth respect to the non-cash
expense associated with the options granted to the non-enployee directors, no
tax benefit was recognized due to the existence of as yet wunutilized net
operating |losses. At such time as these operating |osses have been utilized
and a tax benefit is realized from the issuance of non-qualified stock
options, a corresponding tax benefit nmay be recogni zed.

(n) Conpr ehensi ve | ncone

W follow SFAS No. 130, “Reporting Conprehensive Income” which
establishes standards for reporting and displaying conprehensive income and
its conponents. Conprehensive incone includes all changes in equity during a
period from non-owner sources.



The following table is a reconciliation of our net loss to our tota
conprehensive loss for the quarters ended March 31, 2007 and 2006:

2007 2006
Net | oss $ (432, 200) $(1,047, 700)
Unrealized gain (loss) on
i nvestment securities (200) (500)
Conpr ehensi ve | oss $ (432, 400) $( 1, 048, 200)

(0) Operating Costs and Expenses Cl assification

Cost of sales includes <costs associated wth manufacturing and

di stribution i ncl udi ng | abor, mat eri al s, freight-in, pur chasi ng and
receiving, quality control, internal transfer costs, repairs, maintenance and
other indirect costs, as well as warehousing and distribution costs. We

classify shipping and handling costs conprised primarily of freight-out and
nom nal outside warehousing costs as a conponent of selling expense on the
acconpanyi ng Consolidated Statenment of Operations. Shi ppi ng and handl i ng
costs total ed $345,000 and $387,700 for the quarters ended March 31, 2007 and
2006, respectively.

Selling expenses consist primarily of shipping and handling costs,
wages and benefits for sales and sales support personnel, travel brokerage
commi ssi ons, pronotional costs, as well as other indirect costs.

General and administrative expenses consist primarily of wages and
benefits associated with managenent and admi nistrative support departnents,
busi ness insurance costs, professional fees, office facility related expenses
and ot her general support costs.

(p) Recently Issued Accounting Pronouncenents

In Septenmber 2006, the FASB issued Statenent of Financial Accounting
St andards No. 157, "Fair Value Measurenents" ("SFAS No. 157"). This Statenent
defines fair value as used in numerous accounting pronouncenents, establishes
a framework for neasuring fair value in generally accepted accounting
principles ("GAAP') and expands disclosure related to the use of fair value
nmeasures in financial statenents. SFAS No. 157 does not expand the use of
fair value measures in financial statenents, but standardizes its definition
and guidance in GAAP. The Standard enphasizes that fair value is a market-
based neasurenment and not an entity-specific neasurenment based on an exchange
transaction in which the entity sells an asset or transfers a liability (exit
price). SFAS No. 157 establishes a fair value hierarchy from observable
mar ket data as the highest level to fair value based on an entity’'s own fair
val ue assunmptions as the | owest |evel. SFAS No. 157 is effective in fisca
years beginning after Novenber 15, 2007. Adoption of this statement is not
expected to materially impact our results of operations or financia
posi tion.

In July 2006, the FASB issued FASB Interpretation No. 48 (FIN 48,)
"Accounting for Uncertainty in Incone Taxes, an interpretation of FASB
Statenent No. 109, Accounting for |Incone Taxes”. FIN 48 clarifies the
accounting for income taxes by prescribing the mnimm recognition threshold
a tax position is required to neet before being recognized in the financial
statements. FIN 48 also provides guidance on derecognition, neasurenent,
classification, interest and penalties, accounting in interim periods,
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di sclosure and transition. The interpretation applies to all tax positions
related to i ncone taxes subject to FASB Statenment No. 109.

FIN 48 is effective for fiscal years beginning after Decenber 15, 2006.
Di fferences between anmounts recognized in the statenents of financia
position prior to the adoption of FIN 48 and the anounts reported after
adoption should be accounted for as cunulative-effect adjustment recorded to
the begi nning balance of retained earnings. The adoption of FIN 48 did not
have a material inpact on our financial position.

Not e 2. Basi s of Preparation of Financial Statenents

We have prepared these wunaudited interim consolidated financia
statements in accordance with the rules and regul ations of the Securities and
Exchange Commi ssi on. Such rules and regulations allow the omnission of
certain information and footnote disclosures nornmally included in financial
statenments prepared in accordance wth generally accepted accounting
principles as long as the statenents are not nmisleading. In the opinion of
managenment, all adjustnents necessary for a fair presentation of these
interim statements have been included and are of a normal recurring nature
These interim financial statenments should be read in conjunction with our
financial statenents included in our 2006 Annual Report on Form 10- KSB

Note 3. Ear ni ngs per Share

Per share data was determ ned by using the weighted average nunber of
common shares out standing. Potentially dilutive securities, including stock
options, are <considered only for diluted wearnings per share, unless
considered anti-dilutive. The potentially dilutive securities, which are
conprised of outstanding stock options of 1,944,650 and 1,680,600 at
March 31, 2007 and 2006, were excluded from the conputation of weighted
average shares outstanding due to their anti-dilutive effect.

A reconciliation of the weighted average nunber of comopn shares
outstanding for the three nonths ended March 31 fol |l ows:

Conmon shares out st andi ng,
begi nni ng of the year 10, 533, 000 10, 503, 000
St ock options exercised - -
Wei ght ed average nunber of
comon shares outstandi ng 10, 533, 000 10, 503, 000

Dilutive effect of conmon share

equi val ents - -

Di |l uted wei ghted average nunber

of conmon shares outstandi ng 10, 533, 000 10, 503, 000

At March 31, 2007, there were authorized 50,000,000 shares of our $.10
par val ue commn stock and 20,000,000 shares of preferred stock issuable in

one or nore series. None of the preferred stock was issued or outstanding at
March 31, 2007.
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Note 4. Segnent | nformation
We operate in two different
products. Qur products are sold
Canada), directly and through
drug stores, supermarkets
Managenent has chosen to organi ze our
differences in the products sold.
“Scott’s Liquid Gold” for wood,
Mol d Control 500, a nold renediation prod
air freshener. The skin care segnent
acid cleansers and lotions; a retino
healing cream and noisturizer devel oped
di abetics;

segnent s
nat i onal

The follow ng provides information on our

ended March 31:

i ndependent
whol esal e distributors and other
busi ness around these segnents based on
The househol d products segment

whi ch preserves as it
“Touch of

a wood cl eaner

i ncl udes
product ;

ly and
br okers,

and
“Al pha

uct,

to

to mass

“Di abetic
addr ess

retail

Scent,” a
Hydr ox, ”
Ski n
skin

househol d products and skin care
internationally (primarily
nmer chandi sers,
outlets.

i ncl udes
cl eans,
room
al pha hydr oxy
Care”,
condi tions
and beauty care sachets of Montagne Jeunesse distributed by us.

a
of

segnents for the three nonths

2007 2006
Househol d Skin Care Househol d Skin Care
Product s Product s Product s Product s
Net sales to
external customers $ 2,305,500 $ 1,870,300 $ 2,065,000 $ 2,090,800
Incone (loss) before
profit sharing,
bonuses and
i ncome taxes $ 60,300 $ (492,500) $ (327,100) $ (720, 600)
Identifiable assets $ 3,599,000 $ 5,978,600 $ 3,660,700 $ 6,401, 800
The following is a reconciliation of segnent information to
consolidated information for the three nmonths ended March 31
2007 2006
Net sales to external customers $ 4,175, 800 $ 4,155, 800
Loss before profit sharing,
bonuses and i ncone taxes $ (432,200) $(1,047,700)
Identifiable assets $ 9,577,600 $10, 062, 500
Cor porate assets 10, 599, 700 10, 851, 000
Consol idated total assets $20, 177, 300 $20, 913, 500
Corporate assets noted above are conprised primarily of our cash and
i nvestnents, and property and equipnent not directly associated with the

manuf act uri ng, war ehousi ng,

12
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Item 2. Managenment’ s Di scussion and Anal ysis or Plan of Operation

Results of Operations

During the first quarter of 2007, we experienced an increase in sales
of our Scott’s Liquid Gold household products and our Neoteric line of skin
care products, while experiencing a decrease in sales of our Montagne
Jeunesse line of skin care products and a decrease in sales of our Touch of
Scent air freshener line of products. Qur net loss for the first quarter of
2007 was $432,200 versus a loss of $1,047,700 in the first quarter of 2006
The loss for 2007 was primarily due to |lower sales of the Mntagne Jeunesse
product line and our Al pha Hydrox skin care line. The decrease in our |oss
for the first quarter of 2007 conpared to the first quarter of 2006 results
froma reduction in our operating costs and expenses, including the reduction
of adverti sing.

Summary of Results as a Percentage of Net Sal es

Year Ended Three Mont hs Ended
Decenber 31, March 31
2006 2007 2006
Net sal es
Scott’'s Liquid Gold
househol d products 53. 1% 55. 2% 49. 7%
Neot eri c Cosnetics 46. 9% 44. 8% 50. 3%
Total Net Sal es 100. 0% 100. 0% 100. 0%
Cost of Sales 57. 4% 56. 2% 54. 0%
Gross profit 42. 6% 43. 8% 46. 0%
O her revenue 1. 0% 0. 6% 0.3%
43. 6% 44. 4% 46. 3%
Operati ng expenses 63. 8% 52. 2% 70. 5%
I nterest expense 2. 0% 2.5 1. 0%
65. 8% 54. 7% 71.5%
Loss before incone taxes (22.2% (10. 3% (25.2%

Qur gross margins my not be conparable to those of other entities,
because some entities include all of the costs related to their distribution
network in cost of sales and others, |ike us, exclude a portion of them
(freight out to custoners and nominal outside warehouse costs) from gross
margin, including them instead in the selling expense line item See Note
1(o), Operating Costs and Expenses Cassification, to the unaudited
Consol i dated Fi nancial Statenents in this Report.
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Comparative Net Sales

Per cent age

I ncrease
2007 2006 (Decr ease)

Scott’s Liquid Gold and ot her
househol d products $ 1, 960, 100 $ 1,681, 200 16. 6%
Touch of Scent 345, 400 383, 800 (10. 0%

Total househol d

chem cal products 2, 305, 500 2, 065, 000 11. 6%
Al pha Hydrox and other skin care 1,174, 400 1,028, 700 14. 2%
Mont agne Jeunesse skin care 695, 900 1,062, 100 (34.5%
Total skin care products 1,870, 300 2,090, 800 (10.5%
Total Net Sal es $ 4,175, 800 $ 4, 155, 800 0.5%

Three Months Ended March 31, 2006
Conmpared to Three Months Ended March 31, 2005

Consolidated net sales for the first quarter of the current year were
$4, 175, 800 versus $4, 155,800 for the first three nonths of 2006, an increase
of $20,000. Average selling prices were up by $41, 300. Co- op adverti sing,
mar keting funds, slotting fees, and coupons paid to retailers ae deducted
from gross sales, and totaled $659,100 in the first quarter of 2007 versus
$630, 100 in the sane quarter in 2006, an increase of $29,000 or 4.6% Thi s
i ncrease consisted of a decrease in coupon expense of $49,700, an increase in
co-op marketing funds of $159,000, and a decrease in slotting fee expenses of
$80, 300.

During the first quarter of 2007, net sales of skin care products
accounted for 44.8% of consolidated net sales compared to 50.3% for the sane
quarter of 2006. Net sales of these products for that period were $1,870, 300
in 2007 conpared to $2,090,800 in 2006, a decrease of $220,500 or 10.5% Qur
increase in sales of Al pha Hydrox and other skin care was due to the first
quarter 2007 introduction of a line of Neoteric Massage QO ls, including the
initial “pipeline” orders so that the mmssage oils are on the shelves of
retailers. Wth only the introduction underway, it is too early to tell
about consuner acceptance of the Neoteric Massage QO s. This increase was
somewhat offset by a decrease in sales of our Alpha Hydrox products
i ntroduced in 2005. We have continued to experience a drop in unit sales of
our nore recently introduced 2005 Al pha Hydrox products and our earlier-
established al pha hydroxy acid-based products due primarily to maturing in

the market for alpha hydroxy acid-based skin <care products, intense
conpetition from producers of similar or alternative products, nmany of which
are considerably larger than Neoteric Cosnetics, I nc. and reduced

distribution of these products at retail stores in current and prior periods.
For the first quarter of 2007, the sales of our Alpha Hydrox products
accounted for 33.0% of net sales of skin care products and 14.8% of total net
sal es, conpared to 32.9% of net sales of skin care products and 16.6% of
total net sales in 2006.
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For 2007, net sales of Mntagne Jeunesse products were $695,900 in the
first quarter versus $1,062,100 for the conparable quarter of 2006, a
decrease of $366,200 or 34.5% The decrease reflects changes in product
positioning at several key retailers in 2006 as they had revised the amount
of shelf and floor space allocated to these types of products, including the
elimnation in the first quarter of 2006 at approxinately 1,500 Wal-Mart
Stores of the departnent where Montagne Jeunesse products were previously
di spl ayed. However, late in the first quarter of 2007 Wal-Mart began the
ordering Montagne Jeunesse sachets for placenent in significantly nore stores
including the stores we lost in 2006.

Sales of household products for the first quarter of this year
accounted for 55.2% of consolidated net sales conpared to 49.7% for the sane
period in 2006. These products are conprised primarily of Scott's Liquid
Gold wood care products (Scott's Liquid Gold for wood, a wood wash and wood
wi pes), nold renediation products and Touch of Scent. During the quarter
ended March 31, 2007 sal es of household products were $2, 305,500 as conpared
to $2,065,000 for the same quarter in 2006, an increase of $240,500, or
11. 6% Sales of Scott's Liquid Gold wood care and other household products
increased from $1,681,200 in 2006 to $1,960,100 in 2007 an increase of
$278,900, or 16.6% This increase is primarily due to sales of our nold
remedi ation product Mdld Control 500 in 2007 which are included in the sales
shown for Scott’s Liquid Gold and other household products. Mld Control 500
sales were $213,100 for the first quarter of 2007, with Mld Control 500

continuing to be carried in sone stores of national retail chains. In the
second quarter of 2006 we began introducing Mld Control 500 under the
Scott’s Liquid Gold product |ine. It is too early to determine if this
i ntroduction will be successful. Sal es of “Touch of Scent” were down by

$38,400, or 10.0% primarily due to a decrease in distribution in past
quarters.

As sales of a consunmer product decline, there is the risk that

retailers will stop carrying the product. The loss of any significant
customer for any skin care products, “Scott’s Liquid Gold” wood care or nold
remedi ati on products or “Touch of Scent”, could have a significant adverse
i mpact on our revenues and operating results. We believe that our future

success is highly dependent on favorable acceptance in the marketplace of
Mont agne Jeunesse products, of our new Al pha Hydrox products and of our
“Scott’s Liquid Gold” wood care and nold remedi ati on products.

W also believe that the introduction of successful new products,
i ncluding line extensions of existing products, such as the wood wash and our
new nold renediation product, using the nane “Scott’'s Liquid Gold”, are
inmportant in our efforts to nmaintain or grow our revenue. Late in the fourth
quarter of 2006, we introduced two new itenms within our Al pha Hydrox cosnetic
line of products. We currently plan to introduce four new itens to the Al pha
Hydrox cosnetic line plus a line of health and beauty care products under the

Neoteric cosnetic |abel. Wthin the household product line we plan to
i ntroduce three to four new products or items including sone additions to our
Touch of Scent air fragrance product line. To the extent that we manufacture
a new product rather than purchase it from external parties, we are also
benefited by the use of existing capacity in our facilities. We are using
our facilities to fill and package the mold control products. The actual
i ntroduction of addi ti onal product s, the timng of any additional

i ntroductions and any revenues realized from new products is uncertain.
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On a consolidated basis, cost of goods sold was $2,346,500 during the
first three nmonths of 2007 conpared to ®,243,500 for the same period of
2006, an increase of $103,000 or 4.6% on a sales increase of 0.5% As a
percent age of consolidated net sales, cost of goods sold was 56.2% in 2007
versus 54.0% in 2006, an increase of about 4.1% This was essentially due to
our decrease in plant wutilization, and the increase in sales pronotion
expenses which [|owered our revenues and thus affected our mar gi ns
particularly in the skin care |line of products.

Operating Expenses, Interest Expense and Ot her |ncone

Per cent age

I ncrease
2007 2006 (Decr ease)
Operati ng Expenses
Adverti sing $ 112,300 $ 593,700 (81.8%
Sel I'i ng 1, 255, 400 1, 425, 500 (11.9%
General & Adm nistrative 814, 100 912, 100 (10. 7%
Total operating
expenses $ 2,181,800 $ 2,931, 300 (25.6%
I nterest |ncone $ 24,200 % 12, 600 92. 1%
I nterest Expense $ 103,900 % 41, 300 151. 6%

Operating expenses, conprised of advertising, selling and general and
adm ni strative expenses, decreased by $749,500 in the first quarter of 2007
when conpared to first quarter of 2006. The various conmponents of operating
expenses are di scussed bel ow.

Advertising expenses for the first three nonths of 2007 were $112, 300
conpared to $593,700 for the conparable quarter of 2006, a decrease of
$481, 400 or 81.8% A majority of that decrease was due to a decrease in
advertising expenses applicable to our Al pha Hydrox skin care products.

Sel ling expenses for the first quarter of 2007 were $1, 255,400 conpared
to $1,425,500 for the conmparable three nonths of 2006, a decrease of $170, 100
or 11.9% That decrease was conprised of a decrease in salaries and fringe
benefits and related travel expense of $76,300 prinmarily because of a
decrease in personnel in 2007 versus 2006, a decrease in freight and
br oker age expenses of $69,400, a decrease in pronotional selling expenses of
$23,300 and a net decrease in other selling expenses of $1, 100.

General and adm nistrative expenses for the first three nmonths of 2007
were $814, 100 conpared to $912,100 for the sane period of 2006, a decrease of
$98,000 or 10.7% That decrease was primarily attributable to a decrease in
salaries and fringe benefits of $91,300 resulting from a reduction in
salaries and personnel, and a net decrease in other general and
admi ni strative expenses of $6, 700.

Interest expense for the first quarter of 2007 was $103,900 versus
$41,300 for the conparable quarter of 2006. I nterest expense increased
because of higher interest rates and increased borrowi ng |evels. I nt er est
income for the three nonths ended March 31, 2007 was $24,200 conpared to
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$12,600 for the sanme period of 2006, which consists of interest earned on our
cash reserves in 2007 and 2006.

During the first quarter of 2007 and of 2006, expenditures for research
and devel opnment were not material (under 2% of revenues).

Liquidity and Capital Resources

On June 28, 2006, we entered into a new loan with a fifteen year
anortization with Ctyw de Banks for $5,156,600 secured by the land, building
and fixtures at our Denver, Colorado facilities. This |loan replaces the bank
loan with Citywi de Banks, secured by the facilities, in the principal anount
of approxi mately $1, 582, 900. Interest on the bank |oan (8.0% at Decenber 31,
2006) is at the prine rate as published in The Wall Street Journal, adjusted
annual ly each June. Part of the proceeds of the new | oan was used to pay off
the prior loan, and the renmaining proceeds have been or wll be used in
busi ness operations, including the developnent and introduction of new
products. This loan requires 180 nonthly paynents of approxi mately $49, 500
whi ch commenced on July 28, 2006. As did the prior bank loan, the |oan
agreement contains a nunber of covenants, including the requirenent for
mai ntaining a current ratio of at least 1:1 and a ratio of consolidated |ong-
term debt to consolidated net worth of not nore than 1:1. W nay not declare
any dividends that would result in a violation of either of these covenants.
The foregoing requirenents were net at the end of the first three nmonths of
2007.

During the first quarter of 2007 our working capital decreased by
$319, 000, and concomtantly, our current ratio (current assets divided by
current liabilities) decreased from 2.1:1 at Decenber 31, 2006 to 1.9:1 at
March 31, 2007. This decrease in working capital is attributable to a net
loss in the first three nmonths of 2007 of $432,200, and a reduction in |ong-
term debt of $47,900, offset by depreciation in excess of capital additions
of $159, 000.

At March 31, 2007, trade accounts receivable were $1,407,300 versus
$743,700 at the end of 2006, |argely because sales in the last two nonths of
the quarter ended March 31, 2007 were nore than those of the last two nonths
of the quarter ended December 31, 2006. Accounts payable increased fromthe
end of 2006 through March of 2007 by $374,200 corresponding primarily with
the increase and timng of purchases of inventory over that period. At
March 31, 2007 inventories were $168,400 nore than at Decenber 31, 2006, due
to the increase in cosnetic product inventory, resulting partially from | ower
than anticipated sales in the first quarter, anticipated increases in sales
of the Montagne Jeunesse sachets and our proposed new product introductions
in the upconing nonths. Prepai d expenses decreased from the end of 2006 by
$31,800 primarily due to a decrease in prepaid insurance expenses.

We have no significant capital expenditures planned for 2007 and have
no current plans for any external financing, other than our existing bank
| oan. We expect that our available cash and cash flows from operating
activities will fund the next twelve nonths’ cash requirenents.

Qur dependence on operating cash flow nmeans that risks involved in our
busi ness can significantly affect our liquidity. Any loss of a significant
custoner, any further decreases in distribution of our skin care or household
products, any new conpetitive products affecting sales levels of our
products, or any significant expense not included in our internal budget
could result in the need to raise cash, such as through a bank financing. W
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have no arrangenents for any additional external financing of debt or equity,
and we are not certain whether any such financing would be available on
acceptabl e terns. In order to inprove our operating cash flow, we need to
achieve profitability.

Forwar d- Looki ng St atenents

This report may contain "forward-I|ooking statenments"” within the neaning
of U S. federal securities laws. These statements are made pursuant to the
safe harbor provisions of the Private Securities Litigation Reform Act of
1995. Forward-| ooking statements and our performance inherently involve
risks and uncertainties that could cause actual results to differ materially
from the forward-1ooking statenents. Factors that would cause or contribute
to such differences include, but are not linmted to, continued acceptance of
each of our significant products in the nmarketplace; the degree of success of
any new product or product line introduction by us; the wuncertainty of
consuner acceptance of the new Al pha Hydrox introduced in 2005, nold contro
and wood wash products; conpetitive factors; any decrease in distribution of
(i.e., retail stores carrying) our significant products; continuation of our
distributorship agreement with Montagne Jeunesse; the need for effective
advertising of our products; limted resources available for such
adverti sing; new conpetitive products and/ or t echnol ogi cal changes;
dependence wupon third party vendors and upon sales to nmjor customers;
changes in the regulation of our products, including applicable environnmental

regul ations; continuing |osses which could affect our liquidity;, the |oss of
any executive officer; and other matters discussed in our 2006 Annual Report
on Form 10- KSB. We undertake no obligation to revise any forward-|ooking

statenments in order to reflect events or circunmstances that mmy arise after
the date of this report.

Item 3A(T). Controls and Procedures

As of March 31, 2007, we conducted an eval uation, under the supervision
and with the participation of the Chief Executive Oficer and Chief Financial
O ficer, of the effectiveness of the design and operation of our disclosure
controls and procedures. Based on that evaluation, the Chief Executive
Oficer and Chief Financial Oficer concluded that our disclosure controls
and procedures are effective to ensure that information required to be
di sclosed by us in reports that we file or submit under the Securities
Exchange Act of 1934 is recorded, processed, summarized, and reported within
the time periods specified in Securities and Exchange Commi ssion rules and
fornms as of March 31, 2007. There was no change in our internal control over
financial reporting during the quarter ended March 31, 2007 that has
materially affected, or 1is reasonably likely to mterially affect, our
i nternal control over financial reporting.

PART 11 OTHER | NFORMATI ON
Item 1. Not Applicable
Item 2. Not Appli cabl e.
[tem 3. Not Applicable
Item 4. Not Applicable
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ltem 5. O her I nformation

As reported in our proxy statement for the 2007 Annual Meeting of
Shar ehol ders, o February 27, 2007, we granted stock options to executive
of ficers, enployees and non-enpl oyee directors for a total of 448,550 shares
of common stock at an exercise price of $0.82 per share (the closing price on
February 27, 2007) except that the exercise price was $0.902 for Mk E
Gol dst ei n. These options were issued under revised option agreenents which
provide for vesting at 1/48th per month from the date of grant or upon a
change of control. Previously, options were 100% vested at the date of
grant. Concurrently, we refined one provision of our 2005 Stock Incentive
Pl an regarding acceleration of vesting. Attached as exhibits to this Form
10- Q@SB Report are the forns of stock option agreenments and the revised 2005
Pl an.

The nunber of shares subject to the options granted on February 27,
2007 were: 16,200 for each of Mark E. Goldstein, Jeffrey R Hinkle and Jeffry
B. Johnson; 25,200 shares for Dennis P. Passantino; 50,000 for Carl A
Bellini (replacing an expired option); 100,000 shares for Dennis H Field
(replacing an expired option); and 30,000 for Cerald J. Laber

Item 6. Exhi bits

10.1 2005 Stock I ncentive Plan, as anended.

10.2 Form of 1997 Stock Option Plan Incentive Stock Option
Agr eenment

10. 3 Form of 1998 Stock Option Plan Incentive Stock Option
Agr eenment

10.4 Form of 2005 Stock Option Plan Incentive Stock Option
Agr eenment

10.5 Form of 1998 Stock Option Plan Nonqualified Stock
Opti on Agreenent

10.6 Form of 2005 Stock Incentive Plan Nonqualified Stock

Opti on Agreenent

31.1 Rul e 13a-14(a) Certification of the Chief Executive Oficer
31.2 Rul e 13a-14(a) Certification of the Chief Financial Oficer
32.1 Section 1350 Certification

SI GNATURES

In accordance with the requirenents of the Exchange Act, the Registrant
has duly caused this Report to be signed on its behalf by the undersigned
thereunto duly authorized.

SCOTT' S LI QUI D GOLD- I NC.

May 4, 2007 BY: [/s/ Mark E. CGoldstein
Date e e e e e e e e e e e
Mark E. CGol dstein
Presi dent and Chi ef Executive O ficer

May 4, 2007 BY: [/s/ Jeffry B. Johnson
Date = = =000 e e e e e e a e d e e e
Jeffry B. Johnson
Treasurer and Chief Financial Oficer
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Exhi bi t
No.
10.
10.
10.
10.
10.
10.
31.
31.
32.
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EXHI BI T | NDEX

Docunment

2005 Stock Incentive Plan, as anended.

Form of 1997 Stock Option Plan Incentive Stock Option Agreenent
Form of 1998 Stock Option Plan Incentive Stock Option Agreenent
Form of 2005 Stock Option Plan Incentive Stock Option Agreenent
Form of 1998 Stock Option Plan Nonqualified Stock Option Agreenent
Form of 2005 Stock Incentive Plan Nonqualified Stock Option Agreenent
Rul e 13a-14(a) Certification of the Chief Executive Oficer

Rul e 13a-14(a) Certification of the Chief Financial Oficer

Section 1350 Certification

20



