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[tem 4. 02 NON- RELI ANCE ON PREVI OUSLY | SSUED FI NANCI AL STATEMENTS OR A RELATED
AUDI T REPORT OR COMPLETED | NTERI M REVI EW

On Cctober 22, 2007, the Audit Comrmittee of the Board of Directors of
Scott’s Liquid Gold-Inc. concluded that our financial statements for the quarter
ended March 31, 2007 and for the quarter and six nmonths ended June 30, 2007
i ncluded in our quarterly reports on Form 10-QSB for those quarters, should be
revised to reflect adjustments to our reserve for pronotional activities which
were deducted from gross sales for the quarter ended March 31, 2007
Accordingly, these financial statenents and press releases on the results for
t hese periods should not be relied upon

The adjustnents concern a retailer specific consuner rebate program for
purchases of our Al pha Hydrox products sold during a one-week period in March
2007 at a retail drug store chain. The rebate provided for a paynent (through
the retailer) to the consuner in the amobunt of the entire consuner purchase
price and the rei nbursenent by us to the retailer of the full rebate amount plus
a handling fee. These 100% of retail priced rebate (“deep rebate”) prograns are
sometines used by manufacturers; however, we have never used in the past, and
have no intention of wusing in the future, any such deep rebate program to
promote our products. One of our regional sales nmmnagers, exceeding his
authority and wi thout the approval of our managenent, entered into this rebate
program with the retail drug store chain and did not inform managenent of this
arrangenent. We | earned about this rebate programduring the third quarter when
anal yzing invoice deductions by the retailer. Recently, we |earned that the
total obligation under the rebate programis approxi mately $314, 000.

The addition of the approximtely $314,000 to our reserve for pronotional
activities results in decreasing net sales and net accounts receivable by
approxi mately $314,000, increasing loss from operations and net loss by this
anount and decreasing retained earnings by the same anount, all as of Mrch 31,
2007. There will then be correspondi ng changes to these itens as of and for the
si x-nont hs ended June 30, 2007.

We are reviewing the inpact of these events on the effectiveness of our
di scl osure controls and procedures at March 31, 2007. We have also made the
foll owi ng changes to our disclosure controls and procedures:

The addition of a National Sales Director, as an additional |evel of
revi ew and approval over pronotional budgets and program spending.

Enhanced budgeting procedures and additional periodic reviews of our
pronoti onal progranms by our National Sales Director and executive
managemnent .

Enhanced follow up by our National Sales Director and corporate
headquarters to insure that the Conpany has received all pertinent
docunentation for sales pronotional proposals, conmtnents and
contracts.

Required sales call reports, in witten form shortly after sales
appoi nt nents between Conpany personnel and our custoner’s buyer and/or
pur chasi ng personnel. This report woul d, anong other things, sunmarize
any commitments made on behal f of the Conpany or customner.



Quarterly, or nore often if warranted, review by sal es managenment and
executive managenent of pronotional commtments to insure accurate
financial reporting.

As a result of the adjustnents, we will restate our financial statements
menti oned above. We will anend our quarterly reports on Form 10-QSB for the
peri ods ended March 31, 2007 and June 30, 2007 to include the restated financia
statenments as soon as practicable.

Qur Audit Conmittee and managenent discussed the matters described above
wi th Ehrhardt Keefe Steiner & Hottman P.C., our independent accountants.
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