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PART 1.

ltem 1.

Net sal es

Qperating costs
and expenses:
Cost of sales
Adverti sing
Selling
CGeneral and
adm ni strative

Loss from operati ons

I nterest incone
I nterest expense

Loss before
i ncone taxes

I ncone tax expense
(benefit)

Net | oss

Net | oss per

common share (Note 2):

Basic & Dl uted

Wi ght ed aver age
shar es out st andi ng:
Basic & Diluted

See acconpanyi ng notes to consolidated financial

Fi nanci al

FI NANCI AL | NFORVATI ON

St atenment s

SCOIT' S LI QUID GOLD- I NC. & SUBSI DI ARl ES
Consol i dated Statements of Operations (Unaudited)

Three Mont hs Ni ne Mont hs

Ended Sept enber 30, Ended Sept enber 30,

2009 2008 2009 2008
$ 3,423,000 $ 3,976,600 $10, 819,700 $12, 114,100
2, 023, 800 2,247,000 6, 272, 900 6, 957, 600
94, 900 67, 800 245, 500 276, 000
1, 016, 200 1, 207, 000 3, 043, 900 3, 868, 100
615, 200 638, 900 1, 858, 200 2,168, 700
3, 750, 100 4, 160, 700 11, 420, 500 13, 270, 400
(327, 100) (184, 100) (600, 800) (1, 156, 300)
2,200 4,900 7,200 19, 300
(70, 300) (63, 500) (227, 900) (268, 700)
(395, 200) (242, 700) (821, 500) (1, 405, 700)
$ (395,200) $ (242,700) $ (821,500) $(1,405,700)
$ (0.04) 3% (0.02) $ (0.08) $ (0.13)
10, 795, 000 10, 627, 300 10, 774, 100 10, 607, 800

statenents.



SCOIT' S LIQUI D GOLD- 1 NC. & SUBSI DI ARI ES
Consol i dat ed Bal ance Sheets

ASSETS
Current assets:
Cash and cash equival ents
| nvest nent securities
Trade and ot her receivabl es, net of
al | owance of $62,400 and $59, 800,
respectively, for doubtful accounts
Il nventori es, net
Prepai d expenses

Total current assets

Property, plant and equi prent, net

O her assets

TOTAL ASSETS

LI ABI LI TI ES AND SHAREHOLDERS
Current lrabilities:
Account s payabl e
Accrued payroll and benefits
O her accrued expenses
Current maturities of

EQUI TY

| ong-t erm debt

Total current liabilities

Long-term debt, net of current

TOTAL LI ABILITIES

Shar ehol ders’ equity:
Common stock; $.10 par val ue,
50, 000, 000 shares; issued and
out st andi ng 10, 795, 000 shar es,
and 10, 695, 000 shares, respectively
Capital in excess of par
Accumul at ed conpr ehensi ve incone
Ret ai ned ear ni ngs

Shar ehol ders’ equity

TOTAL LI ABI LI TIES AND
SHAREHOLDERS' EQUI TY

See acconpanying notes to consolidated financial

maturities

Sept ember 30,

2009

(Unaudi t ed)

$ 765, 300
4,300

262, 300
2,741, 900
193, 300

3,967, 100
11, 682, 700

$ 1,577,000
692, 300
288, 400
317, 000

2,874,700
4,115, 200

6, 989, 900

aut hori zed

1, 079, 500
5, 244, 800

300
2,383, 100

Decenber 31,
2008

$ 909, 900
4,500

570, 300
2,754,500
120, 700

4, 359, 900
12, 081, 900

$ 1, 348, 800
691, 800
353, 100
273, 600

2,667, 300
4,371, 300

7,038, 600

1, 069, 500
5,179, 700

500
3, 204, 600

statenents.



SCOIT' S LI QUID GOLD- I NC. & SUBSI DI ARl ES
Consol i dated Statements of Cash Fl ows (Unaudited)

Ni ne Mbont hs Ended
Sept ember 30,

2009 2008
Cash flows fromoperating activities:
Net | oss $ (821, 500) $(1, 405, 700)
Adj ustments to reconcile net |oss to net
cash provided (used) by operating activities:
Depreci ation and anortization 401, 600 471, 200
Provi sion for doubtful accounts 2,500 -
Stock issued to ESCP 17, 000 21, 000
St ock- based conpensati on 58, 100 49, 300
Loss on di sposal of assets 900 -

Changes in assets and liabilities:
Proceeds from sal e of accounts receivabl e 3, 838, 600 -

Trade and ot her receivabl es, net (3,533, 100) 53, 500
I nventories, net 12, 600 73,900
Prepai d expenses (72, 600) 124,500
Account s payabl e and accrued expenses 164, 000 18, 100
Total adjustments to net |oss 889, 600 811, 500

Net Cash Provided (Used) by
Qperating Activities 68, 100 (594, 200)

Cash flows frominvesting activities:
Purchase of property, plant & equipnent - (8,800)

Net Cash Used by
I nvesting Activities - (8,800)

Cash flows fromfinancing activities:

Proceeds from exerci se of stock options - 9, 200
Princi pal paynents on |ong-term borrow ngs (212, 700) (165, 200)
Net Cash Used by
Fi nancing Activities (212, 700) (156, 000)
Net Decrease in Cash and
Cash Equi val ents (144, 600) (759, 000)
Cash and Cash Equi val ents,
begi nni ng of period 909, 900 1, 483, 300
Cash and Cash Equival ents, end of period $ 765, 300 $ 724,300
Suppl emrent al di scl osur es:
Cash paid during period for:
| nt er est $ 229,000 $ 270,700
I ncome taxes $ - $ 2, 300

See acconpanying notes to consolidated financial statenents.
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SCOIT' S LI QUID GOLD- I NC. & SUBSI DI ARl ES
Not es to Consolidated Financial Statenments (Unaudited)

Not e 1. Sunmmary 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
househol d and skin care products, and we fill, package and narket our Mold

Control 500 product. Since the first quarter of 2001, we have acted as the
distributor in the United States for beauty care products contained in

i ndi vi dual sachets and manufactured by Montagne Jeunesse. In 2006 and 2007,
we began the distribution of certain other products, sone of which are being
phased out through 2010. In the fourth quarter of 2009, we expect to begin
distribution of an additional product. Qur business is conprised of two

segnents — househol d products and skin care products.

(b) Princi pl es of Consolidation

Qur consolidated financial statements include our accounts and those of
our wholly-owned subsidiaries. Al'l interconpany accounts and transactions
have been el i m nated.

(c) Basi s of Preparation of Financial Statenents

W have prepared these wunaudited interim consolidated financial
statements in accordance with the rules and regul ations of the Securities and
Exchange Commi ssi on. Such rules and regulations allow the omssion of
certain information and footnote disclosures normally included in financial
statenments prepared 1in accordance wth generally accepted accounting
principles as long as the statements are not m sl eading. In the opinion of
managenent, all adjustnents necessary for a fair presentation of these
interim statenents have been included and are of a normal recurring nature
These interim financial statenments should be read in conjunction with our
financial statenments included in our 2008 Annual Report on Form 10-K The
results of operations for the interim period may not be indicative of the
results to be expected for the full fiscal year

(d) Use of Estimates

The preparation of financial statements in conformty with accounting
principles generally accepted in the United States of America requires
managenent to make estimates and assunptions that affect the reported anmounts
of assets and Iliabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported anounts
of revenues and expenses during the reporting period. Actual results could
differ from those estimates. Significant estimates include, but are not
l[limted to, realizability of deferred tax assets, reserves for slow noving
and obsolete inventory, customer returns and all owances, coupon redenptions,
bad debts, and stock based conpensation

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

(f) I nvestments in Marketable Securities

We account for investnments in marketable securities in accordance with
Statement of Financial Accounting Standards ("SFAS') No. 115 "Accounting for
Certain Investments in Debt and Equity Securities", which requires that we
classify investnments in marketable securities according to nanagenent's
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intended use of such investnents. W invest our excess cash and have
established guidelines relative to diversification and maturities 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. W consider all investnents as available for use in our current
operations and, therefore, classify them as short-term available-for-sale
i nvestments. Avai |l abl e-for-sale investnments are stated at fair value, wth
unrealized gains and losses, if any, reported net of tax, as a separate
conmponent of sharehol ders' equity and conprehensive incone (loss). The cost
of the securities sold is based on the specific identification nmethod.
Investnments in corporate and government securities as of Septenber 30, 2009

are scheduled to mature within one year

(9) Sal e of Accounts Receivabl e

We follow FASB authoritative guidance as it relates to distinguishing
between transfers of financial assets that are sales fromtransfers that are
secured borrow ngs. On Novenber 3, 2008, effective as of OCctober 31, 2008
we established a $1,200,000 factoring line with an asset-based |ender
(“Lender”) and secured by accounts receivable, inventory, any |ease in which
we are a lessor, all investnment property and guarantees by our active
subsidiaries. This facility enables us to sell selected accounts receivable
invoices to the Lender with full recourse against us. These transactions
qualify for a sale of assets since (1) we have transferred all of our rights,
title and interest in the selected accounts receivable invoices to the
Lender, (2) the Lender may pledge, sell or transfer the selected accounts
recei vabl e invoices, and (3) we have no effective control over the selected
accounts receivable invoices since we are not entitled to or obligated to
repurchase or redeem the invoices before their maturity and we do not have
the ability to unilaterally cause the Lender to return the invoices. Under
the authoritative guidance, after a transfer of financial assets, an entity
recogni zes the financial and servicing assets it controls and the liabilities
it has incurred, derecognizes financial assets when control has been
surrendered, and derecognizes liabilities when extinguished. During the first
nine nonths of 2009, we sold approximately $5,483,700 of our accounts
receivable invoices to the Lender wunder a financing agreenment for
approxi mately $3, 838, 600. Pursuant to the provisions of SFAS 140, we
reflected the transaction as a sale of assets and established an accounts
receivable from the Lender for the retained ampbunt |ess the costs of the
transaction and | ess any anticipated future loss in the value of the retained
asset. The retained amount is equal to 30% of the total accounts receivable
invoice sold to the Lender less 1.12% of the total invoice as a collateral
managenent fee plus a daily finance fee, based on Wall Street Journal prine
(3.25% at Septenmber 30, 2009) plus 1% inposed on (a) the net of the
out st andi ng accounts receivable invoices |less (b) any retained anounts due to
us. The estimated future loss reserve for each receivable included in the
estimated value of the retained asset is based on the paynent history of the
custonmer. Included in “Trade and other receivables” at Septenber 30, 2009, we
have an outstanding retained receivable of approxi mtely  $224, 600
representing 30.0% of $748,700 of unsettled receivable invoices sold to the
Lender as well as $82,300 due to us resulting from custonmer renittances paid
direct to the Lender on invoices which were not sold to the Lender. Also, at
Sept enber 30, 2009, approximately $758,200 of this credit line was available
for future factoring of accounts receivable invoices.



(h) I nventories

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

Inventories were conprised of the follow ng at:

Sept ember 30, 2009 Decenber 31, 2008

Fi ni shed goods $ 1,675, 600 $ 1,898, 100

Raw material s 1, 518, 200 1, 241, 300

I nventory reserve

for obsol escence (451, 900) (384, 900)
$ 2,741, 900 $ 2,754,500

(1) Property, Plant and Equi prent
Property, plant and -equipnment are recorded at historical cost.
Depreciation is provided using the straight-line nethod over estimted usefu

lives of the assets ranging from three to forty-five years. Bui | di ng
structures and building inprovenents are estimated to have useful lives of 35
to 45 years and 3 to 20 years, respectively. Production equi prent and
producti on support equipnment are estimated to have useful lives of 15 to 20
years and 3 to 10 years, respectively. Ofice furniture and office machines
are estimted to have wuseful lives of 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 nt enance and repairs are expensed as
incurred. Inprovenents that extend the useful lives of the assets or provide

i nproved efficiency are capitalized.

(j) Fi nanci al Instrunents

Fi nanci al instrunents which potentially subject us to concentrations of
credit risk include cash and cash equivalents, investnents in marketable
securities, and trade receivables. W maintain our cash balances in the form
of bank demand deposits with financial institutions that managenent believes
are creditworthy. As of the balance sheet date and periodically throughout
the year, the Company has nuaintai ned balances in various operating accounts
in excess of federally insured limts. We establish an allowance for
doubt ful accounts based upon factors surrounding the credit risk of specific
customers, historical trends and other information. We have no significant
financial instruments with off-bal ance sheet risk of accounting |oss, such as
foreign exchange contracts, option contracts or other foreign currency
hedgi ng arrangenents.

The recorded anounts for cash and cash equival ents, receivables, other
current assets, and accounts payable and accrued expenses approximate fair
val ue due to the short-term nature of these financial instrunments. Qur |ong-
term debt bears interest at a fixed rate that adjusts annually on the
anni versary date to a then prinme rate. The carrying value of |ong-term debt
approxi mates fair value as of Septenber 30, 2009 and Decenber 31, 2008.



Fair Val ue Measurenents at Septenber 30, 2009

Quoted Prices in Si gni fi cant

Active Markets O her Si gni fi cant
Tot al For Identical ohservabl e Unobser vabl e
Fai r Asset s I nput s I nput s
Descri ption Val ue (Level 1) (Level 2) (Level 3)
Avai |l abl e-for-sale
securities $4, 300 $4, 300 $ - $ -
Tot al $4, 300 $4, 300 $ - $ -

(k) Long- Li ved Assets

W following FASB authoritative guidance as it relates to the proper
accounting treatnent for the inpairnent or disposal of l|ong-lived assets.
This guidance requires that long-lived assets and certain identifiable
intangibles be reviewed for inpairnment whenever events or changes in
circunstances indicate that the carrying anount of an asset may not be
recover abl e. Recoverability of assets to be held and used is neasured by a
conparison of the carrying anount of an asset to future net cash flows
expected to be generated by the asset. If such assets are considered to be
i npaired, the inpairnent to be recognized is measured by the anount by which
the carrying anmount of the assets exceeds the fair value of the assets.
Assets to be disposed of are reported at the |lower of the carrying anount or
fair value |less costs to sell

(1) I ncome Taxes

W follow FASB authoritative guidance for the accounting for incone
taxes which requires the recognition of deferred tax assets and liabilities
for the expected future tax consequences attributable to differences between
the financial statenment carrying anounts of assets and liabilities and their
respective incone tax bases. A valuation allowance is provided when it is
nore likely than not that sone portion or all of a deferred tax asset wll
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 temporary differences becone deductible. Deferred tax assets
and liabilities are nmeasured using enacted tax rates expected to apply to
taxable incone in the years in which those tenporary differences are expected
to be recovered or settled.

(m Revenue Recognition
Revenue is recognized when an arrangenent exists to sell our product,
we have delivered such product in accordance with that arrangenment, the sales

price is determinable, and collectibility is probable. Reserves for
estimated nmarket 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
mai ntai ned at a |level that managenment believes is appropriate to account for
anmounts applicable to existing sales. Reserves for coupons and certain other
promotional activities are recorded as a reduction of revenue at the |ater of
the date at which the related revenue is recognized or the date at which the
sales incentive is offered. At  Septenber 30, 2009 and Decenber 31, 2008
approxi mately $428,000 and $600,000, respectively, had been reserved as a
reduction of accounts receivable, and approximately $23,000 and $23, 000,
respectively, had been reserved as current liabilities. Co-op adverti sing,



marketing funds, slotting fees and coupons are deducted from gross sales and
totaled $881,600 and $1,089,300 in the nine nmonths ended Septenber 30, 2009
and 2008, respectively.

(n) Adverti sing Costs
Advertising costs are expensed as incurred.

(o) St ock- based Conpensati on

During the first nine nonths of 2009, we granted 90,000 options for
shares of our comon stock to a certain officer and two non-enpl oyee
directors at $0.17 per share and 3,000 options for shares of our commopn stock
to that certain officer at $0.25 per share. The options which vest ratably
over forty-eight nonths, or upon a change in control, and which expire after
five years, were granted at or above the narket value as of the date of
grant.

The weighted average fair nmarket value of the options granted in the
first nine nonths of 2009 and 2008 were estimated on the date of grant, using
a Bl ack-Schol es option pricing nodel with the foll owi ng assunptions:

Sept ember 30, 2009 Septenber 30, 2008

Expected life of options

(using the “sinplified” method) 4.5 years 4.5 years
Ri sk-free interest rate 2. 7% 3. 0%
Expected volatility of stock 88% 69%
Expect ed dividend rate None None

Conpensation cost related to stock options recognized in operating
results (included in general and adm ni strative expenses) under SFAS 123R was
$58,100 in the nine nonths ended Septenber 30, 2009. Approximtely $144, 300
of total unrecognized conpensation costs related to non-vested stock options
is expected to be recognized over the next forty-four nmonths. |n accordance
with SFAS 123R, there was no tax benefit from recording the non-cash expense
as it 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
unutilized net operating | osses. At such tinme 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 may be recognized.

(p) Conpr ehensi ve | ncone

We follow FASB authoritative guidance which establishes standards for
reporting and displaying conprehensive incone and its components.
Conpr ehensi ve incone includes all changes in equity during a period from non-
owner sources.
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The following table is a reconciliation of our net loss to our total
conprehensive |l oss for the three and nine nonths ended Septenber 30, 2009 and
2008:

Three Mont hs Ended Ni ne Mbnt hs Ended

Sept ember 30, Sept ember 30,

2009 2008 2009 2008
Net | oss $ (395,200) $ (242,700) $ (821,500) $(1,405,700)
Unrealized | oss on
on i nvest nent
securities (100) (100) (200) (500)
Conpr ehensi ve | oss $ (395,300) $ (242,800) $ (821,700) $(1,406,200)

(q) Operating Costs and Expenses O assification
Cost of sales includes <costs associated wth manufacturing and

distribution including |abor, mat eri al s, freight-in, purchasing and
receiving, quality control, internal transfer costs, repairs, maintenance and
other indirect costs, as well as warehousing and distribution costs. e

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 Statement of Operations. Shi ppi ng and handl i ng
costs totaled $983,800 and $1,188,800, for the nine nonths ended
Sept ember 30, 2009 and 2008, respectively.

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

CGeneral and administrative expenses consist primarily of wages and
benefits associated with nanagenent and adm nistrative support departnents,
busi ness insurance costs, pr of essi onal f ees, office facility related
expenses, and ot her general support costs.

(r) Recently |ssued Accounting Pronouncenents

In Decenber 2007, the FASB issued new accounting guidance related to
the accounting for business conbinations and related disclosures. This new
gui dance addresses the recognition and accounting for identifiable assets
acquired, liabilities assunmed, and noncontrolling interests in business
conbi nations. The guidance al so establishes expanded disclosure requirenents
for business conbinations. The gui dance was effective on January 1, 2009, and
the Conpany wll apply this new guidance prospectively to all business
conbi nati ons subsequent to the effective date.

In Decenber 2007, the FASB issued new accounting guidance related
related to the accounting and reporting standards for the noncontrolling
interest in a subsidiary and for the deconsolidation of a subsidiary. The
gui dance was effective January 1, 2009 and did not have a material effect on
t he Conpany’s consolidated financial statenents.

In Septenber 2006, the Financial Accounting Standards Board (FASB)

i ssued new accounting guidance related to fair value neasurenents and rel ated
di scl osures. This new guidance defines fair value, establishes a franework
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for measuring fair value, and expands disclosures about fair value
measurenents. The Conpany adopted this new gui dance on January 1, 2008, as
required for its financial assets and financial liabilities. However, the
FASB deferred the effective date of this new guidance for one year as it
relates to fair value neasurenent requirenents for nonfinancial assets and
nonfinancial liabilities that are not recognized or disclosed at fair value
on a recurring basis. The Company adopted these remaining provisions on
January 1, 2009. The adoption of this accounting guidance did not have a
material inpact on the Conpany’ s consolidated financial statenents.

In My 2009, the FASB issued authoritative guidance which
est abli shes general standards of accounting for, and disclosures of,
events that occur after the balance sheet date but before financial
statenments are issued or are available to be issued. It requires
di sclosure of the date through which an entity has eval uated subsequent
events. In accordance with this guidance, the Conpany’ s managenent has
eval uated events subsequent to Septenber 30, 2009 through Novenber 13,
2009 which is the issuance date of this report. There has been no
material event noted in this period which would either inpact the results
reflected in this report or the Conpany’'s results going forward.

In June 2009, the FASB issued an anendnment to its pre-existing guidance

as relates to accounting for transfers  of fi nanci al assets and
extingui shments of liabilities. This new guidance, which is effective
January 1, 2010, mmy inpact the Conmpany’s current accounting treatnment as
regards the sale of accounts receivable as discussed in Note 1(Q). | f

i npacted by this anmended guidance, the reporting of the sale of accounts
recei vabl e would be treated as a secured borrowi ng rather than as a sale. As
a result, both current assets and current liabilities would be increased in
like amounts and the net proceeds received from the sale of accounts
recei vable would appear as cash provided or used by financing activities
rather than as an adjustnment to cash provided or wused by operating
activities. Early adoption of this amended guidance is not permtted.

In June 2009, the FASB established the FASB Accounting Standards
Codification (ASC or Codification), officially released on July 1, 2009,
as the sole source of authoritative generally accepted accounting
principles wused by nongovernnmental entities in the preparation of
financi al statements. The Codification is meant to sinplify the
aut horitative accounting guidance by reorganizing US GAAP pronouncenents
into roughly 90 accounting topics within a consistent structure. The
Codification supersedes all existing non-SEC accounting and reporting
standards and was effective for the Conmpany beginning July 1, 2009. The
FASB will not issue new standards in the form of Statements, FASB Staff
Positions, or Energing |ssues Task Force Abstracts; instead, it wll issue
Accounting Standards Updates. The FASB wll not consider Accounting
St andards Updates as authoritative in their own right; these updates wll
serve only to update the Codification, provide background information
about the guidance, and provide the bases for conclusions on the change(s)
in the Codification.

O her Accounting Standards Updates not effective until after
Septenber 30, 2009 are not expected to have a significant effect on the
Conmpany’s consol idated financial position or results of operations.

(s) Recl assi ficati ons

Certain anounts in the 2008 financial statenents have been recl assified
to conformto the 2009 presentation.
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Not e 2.

Per share data was determned by using the weighted average nunber
Potentially dilutive securities,
ear ni ngs

common shares out st andi ng.
options, are considered
consi dered anti-dilutive.
conpri sed of
Sept enber 30,

only for
The potentially dilutive

out st andi ng of 1,922,900

Ear ni ngs per Share

st ock

di | ut ed

options

securities,
and 1,927,150
2009 and 2008, were excluded from the conputation of weighted

average shares outstanding due to their anti-dilutive effect.

A reconciliation of

out st andi ng for
respectively, follows:

Common shar es out st andi ng
begi nni ng of period

Stock issued to ESOP (a)
St ock option exercises

Wei ght ed aver age nunber
of common shares
out st andi ng

Dilutive effect of commobn
share equivalents

Di | uted wei ght ed
average nunber of
common shares out st andi ng

Common shares

out st andi ng

begi nni ng of period
Stock issued to ESCP
St ock option exercise

Wei ght ed aver age nunber
of common shares
out st andi ng

Dilutive effect of
common share equival ents

Di | uted wei ght ed
average nunber of
common shares
out st andi ng

the weighted average
the three and nine nonths ended Septenber

nunber

of common

30, 2009 and 2008,

10, 695, 000
79, 100

Tot al
Shar es

10, 695, 000
100, 000

2,300
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10, 575, 000
16, 900
15, 900

Tot al

10, 575, 000
60, 000
20, 000

i ncludi ng stock
per share,
which are



(a) In February 2009, the Board of Directors authorized and the
Conmpany issued 100, 000 shares of common stock to the Enpl oyee Stock Ownership
Plan at a price of $0.17 per share.

At Septenber 30, 2009, there were authorized 50,000,000 shares of our
$.10 par value conmon 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 Septenber 30, 2009.

Not e 3. Segnent | nformation

We operate in two different segments: household products and skin care
products. Qur products are sold nationally and internationally (primarily
Canada), directly and through independent brokers, to mass nerchandisers,
drug stores, supermarkets, wholesale distributors and other retail outlets.
Managenent has chosen to organi ze our business around these segnments based on
differences in the products sold. The household products segnent includes:
“Scott’s Liquid CGold” wood care products including a cleaner that preserves
as it cleans and a wood wash product; MIld Control 500, a nold renediation
product; “Clean Screen,” a surface cleaner for sensitive electronic
televisions and other devices; and “Touch of Scent” room air fresheners. The
skin care segnment includes: “Al pha Hydrox,” al pha hydroxy acid cleansers and
lotions; a retinol product; and “Diabetic Skin Care”, a healing cream and
nmoi sturi zer devel oped to address skin conditions of diabetics. In the skin
care segnent, we also distribute skin care and other sachets of Montagne
Jeunesse and certain other products.
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The follow ng provides information on our segments for the three and
ni ne nont hs ended Septenber 30:

Three Mont hs Ended Sept enber 30,

Househol d Skin Care Househol d Skin Care
Pr oduct s Pr oduct s Pr oduct s Pr oduct s

Net sales to
external custoners $ 1,873,000 $ 1, 550, 000 $ 1,908, 700 $ 2,067, 900

Income (loss) before

profit sharing,

bonuses, and

i ncone taxes $ 15,700 $ (410,900) $ 33,400 $ (276, 100)

Identifiable Assets $ 2,877,700 $ 4,181, 600 $ 3,030, 700 $ 5, 160, 900

Ni ne Mont hs Ended Sept enber 30,

Househol d Skin Care Househol d Skin Care
Pr oduct s Pr oduct s Pr oduct s Pr oduct s

Net sales to
external custoners $ 5,377,300 $ 5, 442, 400 $ 5, 608, 400 $ 6, 505, 700

Income (loss) before

profit sharing,

bonuses and

i ncorme taxes $ (160,200) $ (661,300) $ (397,300) $(1,008,400)

Identifiable Assets $ 2,877,700 $ 4,181, 600 $ 3,030, 700 $ 5, 160, 900

The following is a reconciliation of segment information to
consolidated information for the three and ni ne nonths ended Septenber 30:
Three Mont hs Ended Ni ne Mont hs Ended
Sept ember 30, Sept ember 30,
2009 2008 2009 2008

Net sales to
external custoners $ 3,423, 000 $ 3,976, 600 $10, 819, 700 $12, 114, 100

Loss before profit
sharing, bonuses
and i ncome taxes $ (395,200) $ (242,700) $ (821,500) $(1,405,700)

Identifiable assets $ 7,059, 300 $ 8,191, 600 $ 7,059, 300 $ 8,191, 600
Cor porate assets 8, 638, 300 8,877, 700 8, 638, 300 8,877, 700
Consol i dated tota

assets $15, 697, 600 $17, 069, 300 $15, 697, 600 $17, 069, 300

Corporate assets noted above are conprised primarily of our cash and
i nvestments, and property and equipnment not directly associated with the
manuf act uri ng, warehousi ng, shipping and receiving activities.
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[tem 2. Management's Discussion and Analysis of Financial Condition and
Results of Qperations

Resul ts of Operations

During the first nine nmonths of 2009, we experienced a decrease in
sales across all of our product lines. Qur net loss for the first nine of
2009 was $821,500 versus a loss of $1,405,700 in the first nine nonths of
2008. The decrease in our loss for the first nine nonths of 2009 conpared to
the first nine nonths of 2008 results primarily from a decrease in our
operating expenses.

Summary of Results as a Percentage of Net Sal es

Year Ended Ni ne Mont hs Ended
Decenber 31, Sept ember 30,
2008 2009 2008
Net sal es
Scott’s Liquid Gold
househol d products 45. 8% 49. 7% 46. 3%
Neot eri ¢ Cosnetics 54. 2% 50. 3% 53. 7%
Total Net Sal es 100. 0% 100. 0% 100. 0%
Cost of Sales 56. 9% 58. 0% 57. 4%
G oss profit 43. 1% 42. 0% 42. 6%
O her revenue 0. 2% 0.1% 0.1%
43. 3% 42. 1% 42. 7%
Qper ati ng expenses 50. 6% 47.6% 52. 1%
I nt er est 2.1% 2.1% 2.2%
52. 7% 49. 7% 54. 3%
Loss before income taxes (9.4% (7.6% (11. 6%

Qur gross nmargins may not be conparable to those of other entities,
because sone entities include all of the costs related to their distribution
network in cost of sales and others, like us, exclude a portion of them
(freight out to custoners and nom nal outside warehouse costs) from gross
margin, including them instead in the selling expense line item See Note
1(q), Operating Costs and Expenses Cassification, to the wunaudited
Consol i dated Financial Statenments in this Report.
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Conpar ative Net Sal es

Ni ne Mont hs Ended Per cent age
Sept ember 30, I ncrease
2009 2008 (Decr ease)
Scott's Liquid Gold and
ot her househol d products $ 4,876, 300 $ 4,883, 800 (0.2%
Touch of Scent 501, 000 724, 600 (30.9%
Total househol d
chem cal products 5,377, 300 5, 608, 400 (4.1%
Al pha Hydrox and
ot her skin care 2,922, 300 2,756, 100 6. 0%
Mont agne Jeunesse and ot her
di stributed skin care 2,520, 100 3, 749, 600 (32.8%
Total skin care product 5,442, 400 6, 505, 700 (16. 3%
Total net sales $10, 819, 700 $12, 114, 100 (10. 7%

Ni ne Mont hs Ended Septenber 30, 2009
Conpared to Ni ne Months Ended Septenber 30, 2008

Consolidated net sales for the first nine nonths of the current year
were $10,819,700 versus $12,114,100 for the first nine nmonths of 2008, a
decrease of $1,294,400. Average selling prices for the first nine nonths of
2009 were up by $91,800 over the first nine nonths of 2008. Average selling
prices of household products were up by $133,700 reflecting the inpact of the
new Clean Screen product line, while average selling prices of skin care
products were down by $41,900 reflecting the discounting of distributed
products (other than Montagne Jeunesse) in 2009 tenpered by a decrease in
coupon wusage in 2009 versus 2008. Co-op advertising, marketing funds,
slotting fees, and coupons paid to retailers are deducted from gross sales,
and totaled $881,600 in the first nine nonths of 2009 versus $1,089,300 in
the sanme period in 2008, a decrease of $207,700 or 19.1% Thi s decrease
consisted of a decrease in coupon expense of $91,100, a decrease in co-op
advertising funds of $171,800, and an increase in slotting fee expenses of
$55, 200.

From time to time, our custoners return product to us. For our
househol d products, we permit returns only for a limted time, and generally
only if there is a manufacturing defect. Wth regard to our skin care
products, returns are nmore frequent under an unwitten industry standard that
permits returns for a variety of reasons. 1In the event a skin care custoner
requests a return of product, the Conpany will consider the request, and may

grant such request in order to nmaintain or enhance relationships wth
customers, even in the absence of an enforceable right of the custoner to do
So. Sone retailers have not returned products to us. Return price credit
(used in exchanges typically, or rarely, refunded in cash) when authorized is
based on the original sale price plus a handling charge of the retailer that
ranges from 8-10% The handling charge covers costs associated with the
return and shipping of the product. Additions to our reserves for estimated
returns are subtracted from gross sales.
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From January 1, 2006 through Septenber 30, 2009, our product returns
(as a percentage of gross revenue) have averaged as follows: household
products 0.3% Montagne Jeunesse products 4.3% and our Al pha Hydrox and
other skin care products 4.8% The level of returns as a percentage of gross
revenue for the household products and Mntagne Jeunesse products have
remained fairly constant as a percentage of sales over that period while the
Al pha Hydrox and other skin care products return |levels have fluctuated.
More recently, as our sales of the Al pha Hydrox skin care products have
declined we have seen a decrease in returns of these products as a percentage
of gross revenues. The products returned in the first nine nonths of 2009
(indicated as a percentage of gross revenues) were: household products 0.8%
Mont agne Jeunesse products 9.8% and our Al pha Hydrox and other skin care
products 1.1% The level of Mntagne Jeunesse returns during the first nine
months of 2009 results from the returns by one retailer in the second
quarter; the returns of this product have been at nore normal |evels since
that tinme. W are not aware of any industry trends, conpetitive product
i ntroductions or advertising canpaigns at this tinme which would cause returns
as a percentage of gross sales to be materially different for the current
fiscal year than for the above averages. Furthernore, our managenent is not
currently aware of any changes in customer relationships that we believe
woul d adversely inpact anticipated returns. However, we review our reserve
for returns quarterly and we regularly face the risk that the existing
conditions related to product returns will change.

During the first nine nmonths of 2009, net sales of skin care products
accounted for 50.3% of consolidated net sales conpared to 53.7% for the sane
period of 2008. Net sales of these products for that period were $5, 442,400
in 2009 conpared to $6,505,700 in 2008, a decrease of $1,063,300 or 16.3%
Qur decrease in net sales of skin care was conmprised of a decrease of
$1,229,500 in sales of products for which we act as a distributor and an
i ncrease of $166,200 in our manufactured skin care product |ines.

In the first nine nmonths of 2008 we experienced introduction orders
related to a line of products that were new to our line-up of distributed
products as well as a pronotional event that raised sales |evels of another
line of distributed products. These sales volunes were not achieved in 2009,
and sal es of Mntagne Jeunesse sachets experienced a slight decrease in 2009,
resulting in a conparative decline in sales during the first nine nonths of
2009 in distributed skin care products. Overall, net sales of our |ine-up of
distributed products, including Mntagne Jeunesse, totaled $2,520,100 in the
first nine nonths of 2009 as conpared to net sales of $3,749,600 in the sane
peri od of 2008, a decrease of $1,229,500 or 32.8%

Net sal es of our Al pha Hydrox and other manufactured skin care products
i ncreased $166,200 or 6.0% from $2,756,100 in the first nine nmonths of 2008
to $2,922,300 for the sanme period of 2009. In the recent years preceding
2009, there had been a contraction in distribution of Al pha Hydrox products
at drug stores and grocery chains, where retail support in the form of
product returns, marketing co-op funds, coupon and pronotion prograns, danage
clains and simlar matters were expensive. Wth reduced levels of these
expenses and with sales of Al pha Hydrox products now based in |large part on
our website, we appear to be experiencing stabilization of sales of these
products.

Sal es of household products for the first nine of this year accounted

for 49.7% of consolidated net sales conpared to 46.3% for the sane period in
2008. These products are conprised of Scott's Liquid Gold wood care products,
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Mol d Control 500, Cean Screen, and Touch of Scent. During the nine nonths
ended Septenber 30, 2009 sales of household products were $5,377,300 as
conpared to $5,608,400 for the sane period in 2008, a decrease of $231, 100 or
4.1% Sales of Scott's Liquid Gold products increased by $59,900 or 1.3% in
2009 versus 2008, while Mold Control 500 sal es decreased by $67,400 or 17.9%
and sal es of Touch of Scent products decreased $223,600 or 30.9% in the sane
conparative periods. The increase in sales of Scott’s Liquid Gold products
is attributable to the introduction of “Clean Screen,” a surface cleaner for
sensitive electronics including HDTV screens conmputer nonitors and other such
devices, offset in part by mnor decreases in sales of the wood care
products. The decrease in sales of Touch of Scent products is attributable
primarily to the introduction in July of 2008 of a new line of air fresheners
(Cube Scents) designed for use in small places such as office cubicles. The
Cube Scents line is being discontinued in 2009.

As sales of a consumer product decline, there is the risk that retail
stores will stop carrying the product. The loss of any significant custoner
for any skin care products, “Scott’s Liquid Gold” wod care or nold
renedi ati on products could have a significant adverse inpact on our revenues
and operating results. W believe that our future success is highly
dependent on favorable acceptance in the marketplace of Montagne Jeunesse
products, of our Al pha Hydrox products and of our “Scott’s Liquid Gold” wood
care and nold renedi ati on products.

W also believe that the introduction of successful new products,
including line extensions of existing products, such as the wood wash and our
nmol d renedi ati on product, using the nane “Scott’s Liquid Gold”, are inportant
in our efforts to maintain or grow our revenue. W have introduced, in the
first nine nonths of 2009 and with limted sales to date, “Clean Screen”, a
new househol d product under the Scott’s Liquid CGold brand. In the fourth
quarter of 2009 we expect to commence sales of dry shanpoo products for which
we wll act as a distributor in the United States. Additionally, we
regularly review possible additional products to sell through distribution
agreenments or to manufacture ourselves. 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. The act ual
i ntroduction of addi ti onal products, the timng of any additional
i ntroductions and any revenues realized fromnew products i s uncertain.

On a consolidated basis, cost of goods sold was $6,272,900 during the
first nine nmonths of 2009 conpared to $6,957,600 for the same period of 2008,
a decrease of $684,700 or 9.8% against a sales decrease of 10.7% As a
percentage of consolidated net sales, cost of goods sold was 58.0% in 2009
versus 57.4% in 2008, an increase of about 1.0% Wth respect to our skin
care products, the cost of goods sold deteriorated marginally in the first
ni ne nonths of 2009, rising to 61.5% from 60.5% for the same period in 2008,
because of pricing on sonme distributed products which have been discontinued
from our |ine. Househol d products al so experienced a rise in cost of goods
sold from 53.9% for the first nine nmonths in 2008 conpared to 54.4% for the
same period in 2009. This rise on household products is primarily reflective
of the conbined effects of the higher cost of oil carried over from 2008, the
price increase on steel cans in 2009 and the inpact of the clearance sales in
2009 of a line of aerosol air freshener product introduced in 2007.
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Operati ng Expenses, Interest Expense and Ot her |ncone

Ni ne Mont hs Ended Per cent age

Sept ember 30, I ncrease
2009 2008 (Decr ease)

Qper ati ng Expenses
Adverti sing $ 245,500 $ 276,000 (11. 1%
Sel ling 3, 043, 900 3, 868, 100 (21. 3%
Ceneral & Administrative 1, 858, 200 2,168, 700 (14.3%
Total operating expenses $ 5,147,600 $ 6,312, 800 (18.5%
Interest and O her Incone $ 7,200 $ 19, 300 (62. 7%
I nterest Expense $ 227,900 $ 268, 700 (15.2%

Qperating expenses,
and adm ni strative expenses,
nmont hs of 2009, when conpared to the first

gener al

comprised primarily of
decreased $1, 165, 200
ni ne nonths of 2008.

conponents of operating expenses are discussed bel ow

Advertising expenses for

or 11.1%

cost reduction efforts.

Selling expenses for
conpared to $3, 868,100 for

$824, 200 or

fringe benefits and related travel
a decrease in personne
of $197, 100,
in comm ssions of
$59, 800, and a net

decr ease

Gener a
were $1, 858,200 conpared to $2,168, 700 for
decrease of
decrease in salaries,
a decrease in professiona
a decrease in insurance expense of $32,200,
a decrease in utilities of $13, 600,
expense of $15,400 and a net decrease in various other

suppl i es of $29, 600,

$10, 000.

I nt er est

21. 3%

a decrease in

the first
conpared to $276,000 for the conparable period of 2008,
Thi s decrease
advertising spots purchased

reflects a

the first

and adm ni strative expenses for

$310, 500 or

expense for

i ncl uded $53,300 in collateral

of accounts
expense for
expense

i nterest
out st andi ng

recei vabl e
the first

14. 3%

the first
nanagemnent

i nvoi ces
ni ne nonths of
reflects the conbined

nortgage liability during

This decrease
fringe benefits and related travel
fees and reporting costs of approximtely $57, 700,
a decrease in postage and office
reduced depreciation
expense itens totaling

to Summt
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ni ne nmont hs of

reducti on

nine nonths of
the conparable nine nonths of 2008,
This decrease was conprised of
expense of $361, 800,
in 2009 versus 2008,

pronot i onal
$47, 700,

the first
t he conparabl e period of
resulted primarily
expense of $152, 000,

ni ne nonths of
f ees
Fi nanci al
2008 was $268, 700.
effect of a
the nine nonths ended Septenber

in the amount
in 2009 as conpared to 2008 and

selling expenses
a decrease in
increase in other selling expenses of $5, 800.

adverti si ng,

of

a decrease

selling and
in the first
The various

2009 were $245, 500
a decrease of $30, 500
t el evi si on
is part

of

2009 were $3, 043,900
a decrease of

in salaries,
primarily because of
a decrease in freight

ni ne nont hs of
2008,
from a

2009 was $227,900 and
incurred relative to the sale
Resour ces

The decrease
decr ease

in

expenses
$163, 600,
i nsurance premuns of

I nt er est



2009 versus the sanme period in 2008 and the reduction in the interest rate in
effect on that nortgage from 8.25% in 2008 to 5.0% effective beginning on
June 28, 2008 and further reduced to 3.25% as of June 28, 2009. I nt er est
income for the first nine nonths of 2009 was $7,200 conpared to $19, 300 for
the same period of 2008, which consists of interest earned on our cash
reserves in 2009 and 2008. Pl ease see Note 1(g) to the unaudited Condensed
Consolidated Financial Statements in this Report for information on the
accounting for the sale of selected accounts receivable.

During the first nine nonths of 2009 and of 2008, expenditures for
research and devel opnent were not material (under 2% of revenues).

In Cctober of 2009, we entered into a long-term | ease of the second
floor of our five-story office building to an established subsidiary of an
i nternational company with rental receipts comrencing i n Novenber 2009.

Three Mont hs Ended Septenber 30, 2009
Conmpared to Three Months Ended Septenber 30, 2008

Conpar ative Net Sal es
Three Mont hs Ended Sept enber 30,

Per cent age

I ncrease
2009 2008 (Decr ease)
Scott’s Liquid Gold and
ot her househol d products $ 1,736, 400 $ 1,538, 000 12. 9%
Touch of Scent 136, 600 370, 700 (63.2%
Tot al househol d products 1, 873, 000 1, 908, 700 (1.9%
Al pha Hydrox and
ot her skin care 1, 022, 100 843, 200 21. 2%
Mont agne Jeunesse and ot her
di stributed skin care 527, 900 1, 224,700 (56.9%
Total skin care
products 1, 550, 000 2,067, 900 (25.0%
Total net sales $ 3,423,000 $ 3,976, 600 (13.9%

Consolidated net sales for the third quarter of the current year were
$3, 423,000 versus $3,976,600 for the conparable quarter of 2008, a decrease
of $553,600 or 13.9% Average selling prices for the third quarter of 2009
were down by $220,400 over those of the conparable period of 2008. Average
selling prices of household products were up by $20,600 reflecting while
average selling prices of skin care products were down by $241,000 reflecting
t he discounting of distributed products (other than Mntage Jeunesse) in 2009
tenpered by a decrease in coupon wusage in 2009 versus 2008. Co- op
advertising, marketing funds, slotting fees and coupon expenses paid to
retailers were subtracted from gross sales in accordance wth current
accounting policies totaling $207,500 in the third quarter of 2009 versus
$314,600 in the sane period in 2008, a decrease of $107,100 or 34.0% This
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decrease consisted of a decrease in coupon expenses of $87,100, a decrease in
co-op advertising of $40,700, and an increase in slotting of $20, 700.

During the third quarter of 2009, net sales of skin care products
accounted for 45.3% of consolidated net sales conpared to 52.0%for the third
quarter of 2008. Net sales of these products for those periods were
$1, 550,000 in 2009 conpared to $2,076,300 in 2008, a decrease of $517,900 or
25. 0% Net sales of Montagne Jeunesse and other distributed skin care were
approxi mately $527,900 in the third quarter of 2009 conpared to $1, 224,700 in
the third quarter of 2008. This decrease was primarily a result of a
decrease in sales of distributed products other than Mntagne Jeunesse skin
care in the third quarter of 2009 versus the third quarter of 2008.

Net sal es of our Al pha Hydrox and other manufactured skin care products
rose $178,900 or 21.2% from $843,200 in the third quarter of 2008 to
$1,022,100 for the sanme period of 2009. In the recent years preceding 2009
there had been a contraction in distribution of Al pha Hydrox products at drug
stores and grocery chains, where retail support in the form of product
returns, marketing co-op funds, coupon and pronotion prograns, damage cl ains
and simlar matters were expensive. Wth reduced levels of these expenses
and with sales of Al pha Hydrox products now based in large part on our
website, we appear to be experiencing stabilization of sales of these
products.

Sales of household products for the third quarter of this year
accounted for 54.7% of consolidated net sales conpared to 48.0% for the sane
peri od of 2008. These products are conprised of Scott's Liquid Gold wood
care products, Mdld Control 500, C ean Screen, and Touch of Scent. During the
third quarter of 2009, sales of household products were $1,873,000, as
conpared to sales of $1,908,700 for the same three nonths of 2008. Sales of
Scott's Liquid Gold wood care and other household products were down by
$35, 700, a decrease of 1.9% This decrease was due to a decline in sales of
Touch of Scent of $234,100 offset by an increase in Scott’'s Liquid Gold wood
care products of $192,700 and a $5,700 increase in sales of our Mdld Contro

500. The decline in sales of Touch of Scent is primarily the result of
di scontinuation in 2009 of the Cube Scent line originally introduced in July
of  2008. The increase in sales of Scott’s Liquid Gold products is

attributable to the introduction of Cean Screen, offset in part by mnor
decreases in sales of the wood care products.

On a consolidated basis, cost of goods sold was $2,023,800 during the
third quarter of 2009 conpared to $2,247,000 for the sane period of 2008, a
decrease $223,200 or 9.9% on a sales decrease of 13.9% As a percentage of
consol idated net sales for the third quarter of 2009, cost of goods sold was
59.1% conpared to 56.5% in 2008, an increase of 4.6% This increase in cost
of goods sold as a percentage of sales was due to the pricing on some
di stributed products which have been discontinued fromour |ine.
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Operati ng Expenses, Interest Expense and Ot her |ncone

Per cent age

I ncrease
2009 2008 (Decr ease)

Oper ati ng Expenses
Adverti sing $ 94, 900 $ 67, 800 40. 0%
Sel I'i ng 1, 016, 200 1, 207, 000 (15. 8%
Ceneral & Administrative 615, 200 638, 900 (3.7%
Total operating expenses $ 1,726, 300 $ 1,913, 700 (9.8%
Interest and Ot her Incone $ 2,200 $ 4,900 (55.1%
I nterest Expense $ 70, 300 $ 63, 500 10. 7%

Qperating expenses, conprised primarily of advertising, selling and
general and admi nistrative expenses, decreased $187,400 in the third quarter
of 2009, when conpared to the same period during 2008. The vari ous
conponents of operating expenses are discussed bel ow

Advertising expenses for the third quarter of 2009 were $94,900
conpared to $67,800 for the conparable quarter of 2008, an increase of
$27,100 or 40.0% resulting primarily fromtelevision nedia placenents.

Selling expenses for the three nonths ended Septenber 30, 2009 were
$1, 016, 200 conpared to $1,207,000 for the conparable three nmonths of 2008, a
decrease of $190,800 or 15.8% This decrease was conprised of a decrease in
salaries, fringe benefits and related travel expense of $52,900 primarily
because of a decrease in personnel in 2009 versus 2008, a decrease in freight
expense of $68,800, a decrease in pronotional selling expenses of $40,100, a
decrease in conmssions of $22,900, a decrease in insurance premuns of
$24, 300, and a net increase in other selling expenses of $18, 200.

Ceneral and administrative expenses for the third quarter of 2009 were
$615, 200 conpared to $638,900 for the conparable period of 2008, a decrease
of $23,700 or 3.7% This decrease resulted primarily from reductions in
salaries and benefits of approximately $45,00 as a result of layoffs in
Septenber 2008 and the retirenent of the former Chief Financial Oficer in
January 2009 offset by various factors. The overall reduction in general and
adm ni strative expenses also benefits from decreases in insurance, utilities,
and depreci ati on expenses.

I nterest expense for the third quarter of 2009 was $70,300 and i ncl uded
$24,000 in collateral nanagement fees incurred relative to the sale of
accounts receivable invoices to Sunmt Financial Resources. [Interest expense
for the third quarter of 2008 was $63,500. The increase in interest expense
reflects the conbined effects of the financing costs associated with the sale
of accounts receivable noted above offset in part by a decrease in the
outstanding nortgage liability during the quarter ended Septenber 30, 2009
versus the sane period in 2008 and the reduction in the interest rate in
effect on that nortgage from 5.0% in 2008 to 3.25% in 2009. Interest incone
for the three nonths ended Septenber 30, 2009 was $2,200 conpared to $4, 900
for the sanme period of 2008.

-23-



During the third quarter of 2009 and of 2008, expenditures for research
and devel opment were not material (under 2% of revenues).

Liquidity and Capital Resources

C tyw de Loan

On June 28, 2006, we entered into a loan with a fifteen year
anortization with G tyw de Banks for $5, 156,600 secured by the land, building
and fixtures at our Denver, Colorado facilities. Interest on the bank | oan
(3.25% at Septenber 30, 2009) is at the prime rate as published in The Wall
Street Journal, adjusted annually each June. This loan requires 180 nonthly
paynments of approximately $38,200. Mnthly payments commenced on July 28,
2006. The | oan agreenent contains a nunber of covenants, including the
requi renent for mamintaining a current ratio of at least 1:1 and a ratio of
consol idated long-term debt to consolidated net worth of not nore than 1:1.
W may not declare any dividends that would result in a violation of either
of these covenants. The foregoing requirements were net at the end of the
first nine nonths of 2009.

Fi nanci ng Agr eenent

On Novenber 3, 2008, effective as of COctober 31, 2008, we entered into
a financing agreement with an “asset-based” Ilender for the purpose of
i nproving working capital. An anendnent to this agreenent was executed
March 12, 2009 extending the initial anniversary date to March 12, 2010. The
agreenment provides for up to $1,200,000 and is secured primarily by accounts

recei vabl e, inventory, any lease in which we are a lessor, all investnent
property and guarantees by our active subsidiaries. Under the financing
agreenment, the lender will make loans at our request and in the lender’s

di scretion (a) based on purchases of our Accounts by the lender, wth
recourse against us and an advance rate of 70% (or such other percentage
determned by the lender in its discretion), and (b) based on Acceptable
Inventory not to exceed certain amounts, including an aggregate maxi num of
$250, 000. The term of the agreement is one year, renewable for additional
one-year terms unless either party provides witten notice of non-renewal at
| east 60 days prior to the end of the current financing period. Advances
under the agreement bear interest at a rate of 1% over the prime rate (as
published in the Wall Street Journal) for the accounts receivable portion of
the advances and 3% over the prime rate for the inventory portion of the
borr owi ngs. The prinme rate (3.25% as of Septenmber 30, 2009) adjusts with
changes to the rate. In addition there are collateral nmanagenent fees of
0.28% for each 10-day period that an advance on an accounts receivable
invoice remains outstanding and a 1.35% collateral nmanagenent fee on the
average nmonthly loan outstanding on the inventory portion of any advance.
The agreenent provides that no change in control concerning us or any of our
active subsidiaries shall occur except with the prior witten consent of the
| ender. Events of default include, but are not limted to, the failure to
make a paynent when due or a default occurring on any indebtedness of ours.
See Note 1(g) regarding the accounting treatnment of funds obtained under this
agr eenent .

Liquidity
During the first nine nonths of 2009 our working capital decreased by
$600, 200, and concomtantly, our current ratio (current assets divided by

current liabilities) decreased from 1.6:1 at Decenber 31, 2008 to 1.4:1 at
Sept ember 30, 2009. This decrease in working capital is attributable to a
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net loss in the first nine nonths of 2009 of $821,500 and a reduction in
| ong-term debt of $256, 100, offset by depreciation and anortization in excess
of capital additions of $402,500, stock option grants of $58,100 and shares
i ssued to the ESOP val ued at $17, 000.

At Septenber 30, 2009, trade and other receivables were $262, 300 versus
$570,300 at the end of 2008 largely because a greater share of accounts
recei vabl e invoices had been sold as of Septenber 30, 2009 as conpared to
Decenmber 31, 2008 (see Note 1(Q)). As a result of the accounting treatnment
relative to the sale of accounts receivable as discussed in Note 1(g), we
have, within the Consolidated Statenment of Cash Flows for the nine nonths
ended Septenber 30, 2009, separately reflected the proceeds of $3,838,600
from such sal es and have concurrently excluded said proceeds fromthe "change
in trade and other receivables."” Accounts payable, accrued payroll and ot her
accrued expenses increased by $164, 000. At Septenmber 30, 2009 inventories
were $12,600 | ess than at Decenber 31, 2008. Prepaid expenses increased from
the end of 2008 by $72, 600.

We have no significant capital expenditures planned for 2009.

As a result of the foregoing, we expect that our available cash along
with borrowing available under the Summit Financial Resources agreenent wll
be sufficient to supplenent our projected negative cash flow from operations
such that we will be able to fund the twelve nonths’ cash requirenents endi ng
Sept ember 30, 2010.

The Summt Financial Resources line of credit is expected to provide
wor ki ng capital which may be necessary to neet the needs of the Conpany over
the next 12 nonths. The Conpany, in general, has high quality accounts
recei vabl e which may be sold pursuant to the line of credit. The agreenent
for the line of credit has a term of one year expiring March 12, 2010; it is
automatically renewed for 12 nonths unless either party elects to cancel in
witing at |least 60 days prior to the anniversary date. The Conpany has no
intention to exercise this cancellation right, and the |ender has not given
i ndi cation that they have any such intention.

In order to inprove our liquidity and our operating results, we wll
al so continue to pursue the following steps: the sale or lease of all or a
portion of our real estate which we have listed with a real estate firm
efforts to inprove revenues, a further possible reduction in our fixed
operating expense, if needed, and potentially the addition of external
fi nanci ng. As indicated above, in Cctober 2009 we entered into a long-term
| ease of the second floor of our five-story office building to an established
subsidiary of an international conpany. Qur officers and enployees now
occupy three other floors of the office building.

Qur dependence on operating cash flow which has been negative in recent
peri ods and on outside borrowi ng such as we have through the Sunmt Fi nanci al
Resources agreenent mneans that risks involved in our business can
significantly affect our liquidity. Any loss of a significant customer, any
further decreases in distribution of our skin care or househol d 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. We have no arrangenments for any additional external
financing of debt or equity, and we are not certain whether any such
financing would be available on acceptable termns. In order to inprove our

operating cash flow, we need to achieve profitability.
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For war d- Looki ng St at enent s

This report may contain "forward-I|ooking statenents” within the neaning
of U S. federal securities laws. These statenments are made pursuant to the
safe harbor provisions of the Private Securities Litigation Reform Act of
1995. Forwar d- 1 ooki ng statenents and our performance inherently involve
ri sks 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 limted to, continued acceptance of
each of our significant products in the marketpl ace; the degree of success of
any new product or product line introduction by wus; limted consuner
acceptance of the Al pha Hydrox products introduced in 2005 and 2007;
uncertainty of consuner acceptance of Mld Control 500, wood wash products
and other products recently introduced or being introduced in 2009;
conpetitive factors; any decrease in distribution of (i.e., retail stores
carrying) our significant products; continuation of our distributorship
agreement w th Mntagne Jeunesse; the need for effective advertising of our
products; limted resources available for such advertising; new competitive
products and/or technol ogi cal changes; dependence upon third party vendors
and upon sales to mmjor custoners; changes in the regulation of our products,
i ncludi ng applicable environmental regulations; continuing |osses which could

affect our liquidity; the loss of any executive officer; and other matters
di scussed in our Annual Report on Form 10-K for the year ended Decenber 31,
2008 and this Report. We undertake no obligation to revise any forward-

| ooking statenents in order to reflect events or circunstances that may arise
after the date of this Report.

I[tem 3. Not applicabl e
I tem 4T. Control s and Procedures
Di scl osure Controls and Procedures

As of Septenmber 30, 2009, we conducted an evaluation, under the
supervision and with the participation of the Chief Executive Oficer and
Chief Financial Oficer, of the effectiveness of the design and operation of
our disclosure controls and procedures. Based on that evaluation, the Chief
Executive O ficer and Chief Financial Oficer concluded that our disclosure
controls and procedures are effective as of Septenber 30, 2009.

Changes in Internal Control over Financial Reporting

There was no change in our internal control over financial reporting
during the quarter ended Septenber 30, 2009 that has materially affected, or
is reasonably likely to materially affect, our internal control over
financial reporting.

PART |1 OTHER | NFORNMATI ON
[tem 1. Not Appli cabl e
[tem 2. Not Applicabl e
I[tem 3. Not Applicabl e
I[tem 4. Not Applicabl e
I[tem 5. Not Applicabl e
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ltem 6. Exhi bits

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

Pursuant to the requirenments of the Securities Exchange Act of 1934,
the Registrant has duly caused this Report to be signed on its behalf by the
under si gned thereunto duly authorized.

SCOIT' S LIQUI D GOLD-1 NC.

Novenber 13, 2009 BY: /'s/ Mark E. Goldstein
[ L = e

Mark E. Gol dstein
Presi dent and Chi ef Executive Oficer

Novenber 13, 2009 BY: /'s/ Brian L. Boberick
Date e e e e e oo

Brian L. Boberick
Treasurer and Chief Financial Oficer
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