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Part I. Financial Information
ltem 1. Financial Statements

SMART BALANCE, INC. AND SUBSIDIARY
Consolidated Balance Sheets
(Unaudited)
(I n thousands, except share data)

September 3C December 31

2009 2008
Assets
Current asset:
Cash and cash equivalel $ 8,37C $ 5,492
Accounts receivable, net of allowance of: 2 $363 and 200i- $256 14,48( 14,28:
Accounts receivabl- other 531 692
Inventories 4,071 9,32
Prepaid taxe 554 70¢
Prepaid expenses and other as 9,04: 1,01¢
Deferred tax asset 41¢ 65(
Total current assets 37,46¢ 32,16°
Property and equipment, net 4,43¢ 4,301
Other assets
Goodwill 374,88t 374,88t
Intangible assets, n 152,17: 155,22:
Deferred costs, ni 1,41¢ 1,73
Other assets 827 222
Total other assets 529,30( 532,06¢
Total assets $ 571,20 $ 568,53t
Liabilities and Stockholders' Equity
Current liabilities
Accounts payable and accrued expel $ 22,21 $ 24,93¢
Income taxes payable 253 1,08(
Total current liabilities 22,46¢ 26,01¢
Long term deb 64,50« 69,50«
Derivative liability 3,60( 5,132
Deferred tax liability 42,89 46,26¢
Other liabilities 78€ 162
Total liabilities 134,25. 147,08!
Commitment and contingenci
Stockholders' equit
Preferred stock, $.0001 par value, 50,000,000 stearthorize( = =
Common stock, $.0001 par value, 250,000,000 shargmrized; 62,630,683 (2009) and 62,630,683
(2008) issued and outstandi 6 6
Additional paid in capita 519,47( 507,37
Retained deficit (82,524) (85,93)
Total stockholders' equity 436,95: 421,45
Total liabilities and stockholders' equity $ 571,20: $ 568,53¢

See accompanying notes to the consolidated financial statements




Net sales
Cost of goods sold

Gross profit

Operating expense
Marketing
Selling
General and administrative

Total operating expenses
Operating income

Other income (expense
Interest incomt
Interest expens
Other income (expense), net

Total other (expense)

Income (loss) before income tax
Provision (benefit) for income taxes

Net income (loss)

Income (loss) per shar
Basic

Diluted

Weighted average shares outstand
Basic

Diluted

SMART BALANCE, INC. AND SUBSIDIARY
Consolidated Statements of Operations

(Unaudited)
(In thousands, except per share data)
Three Three
Months Months Nine Months  Nine Months
ended ended ended ended
September 3C September 3C September 3C September 3C
2009 2008 2009 2008
$ 59,80¢ $ 57,53 $ 180,59( $ 156,31:
30,04¢ 32,34¢ 94,30: 88,39"
29,76 25,18 86,28 67,91«
9,95: 8,80¢ 27,57 23,59¢
4,22t 4,30¢ 13,01: 11,85¢
12,12¢ 9,50: 36,51¢ 28,42
26,301 22,61: 77,101 63,87¢
3,45¢ 2,57¢ 9,184 4,03t
1 19 3 284
(1,23%) (4,547 (3,579 (9,76%)
(135) (434) (58€) (1,41%)
(1,377) (4,962) (4,15%) (10,897
2,081 (2,387) 5,02¢ (6,867)
81€ (773) 1,61¢ (2,53%)
$ 1,271 $ (1,619 $ 3,40¢ $ (4,327)
$ 0.0z $ (0.09) $ 0.0t $ (0.07)
$ 0.0z $ (0.09) & 0.0t $ (0.07)
62,630,68 62,630,68 62,630,68 62,487,70
62,691,74 62,630,68 62,741,51 62,487,70

See accompanying notes to the consolidated financial statements




SMART BALANCE, INC. AND SUBSIDIARY
Consolidated Statements of Cash Flows
(Unaudited)
(In thousands)

Cash flows from operating activitir
Net income (loss
Adjustments to reconcile net (loss) to net cash
provided by operating activitie
Depreciation and amortizatic
Deferred income taxe
Stock based compensati
Interest rate swaf
Acceleration of deferred loan amortizati
Changes in assets and liabiliti
Accounts receivabl
Inventories
Prepaid expenses and other current a:
Accounts payable and accrued expenses
Net cash provided by (used in) operating activi
Cash flows (used in) provided by investing actes
Purchase of property and equipm
Capitalization/recovery of legal fees
Net cash (used in) investing activiti
Cash flows from financing activitie
Repayment of det
Proceeds from stock-related legal settlement
Net cash (used in) financing activiti
Net increase (decrease) in cash for the pe
Cash - Beginning of period
Cash - End of period

Supplemental disclosure of cash flow informati
Cash paid during the period fc
Income taxes

Interest

Supplemental disclosure of r-cash activity
Conversion of Series A Convertible Preferred Stock

Nine Mon
ended

ths

Nine Months
ended

September 30, 20C September 30, 20C

$ 3,40¢ $ (4,327)
3,851 3,58¢

(3,141 (3,777

12,09: 10,92t

(1,532 2,58¢

13€ 1,017

(197) (2,365)

5,251 (2,47€)

(7,708 (2,969

(3,532) 2,47¢

8,62 4,66E

(749) (2,482)

- 351

(74 (2,139

(5,000) (35,000

- 2,20¢

(5,000) (32,796

2,87¢ (30,262)

5,49; 37,64¢

$ 8,37 $ 7,38¢
$ 5,20 $ 2,66¢
$ 4,80¢ $ 6,31¢
$ - % 175,65¢

See accompanying notes to the consolidated financial statements




SMART BALANCE, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements
(Unaudited)
(In thousands, except share data)

1. General

On May 21, 2007, Smart Balance, Inc. (formerly knaag Boulder Specialty Brands, Inc. or “Bouldecmpleted a merger
pursuant to an Agreement and Plan of Merger dagépdegber 25, 2006, as extended by a letter agraatatd as of February 15, 2007,
between Boulder and GFA Holdings, Inc. (“GFA Holghi), the sole stockholder of GFA Brands, Inc. (#SBrands”) (on May 21, 2007,
GFA Holdings was merged into GFA Brands, the sung\company is referred to herein as “GFA”). Purgua the merger agreement, a
wholly-owned Delaware subsidiary of Boulder mergéth and into GFA, and GFA became a wholly-ownelssdiary of Boulder.

Immediately following the merger, Boulder changesdname to Smart Balance, Inc. All references tardBalance, Inc. (or the
“Company”) herein should be considered to inclutegredecessor company Boulder.

The accompanying condensed consolidated finanitdraents include all adjustments (consisting ofilyormal recurring accruals)
which are, in the opinion of management, considesskssary for a fair presentation of the resaoltsife periods presented. These financial
statements should be read in conjunction with thesolidated financial statements of Smart Balahu®,included in the Company's 2008
annual report on Form 10-K and Amendment No. letiter Certain amounts have been reclassified ttooonwith the current year
presentation.

The reported results for the three and nine moathlogs ended September 30, 2009 are not necessatitative of the results to be
expected for the full year.

2. Summary of significant accounting policies

Cash andC ashE quivalents

The Company considers all highly liquid investmensith original maturities of three months or legsde cash equivalents.

AccountsR eceivable

Accounts receivable are carried at original invaosount less allowances for cash discounts andtfibubceivables based on a
review of all outstanding amounts. Management datezs the allowance for doubtful accounts by redyikevaluating individual customer
receivables and considering a customer’s finargiatlition, credit history and current economic dtads. Accounts receivable are written
off when deemed uncollectible. Recoveries of reaigies previously written off are recorded when ez The Company does not charge
interest on past due receivables.




Inventories
Inventories are stated at the lower of cost (finsfirst-out) or market and consist primarily afiShed goods.

Property andE quipment

Property and equipment are stated at cost and clefgé using the straight-line method over thenestied useful lives of the assets
ranging from 5 to 10 years. Leasehold improvemargsamortized using the straight-line method olvershorter of the lease term or the
estimated useful life of the improvement. The Campcapitalized software development costs relatéts Enterprise Resource Planning
(ERP) and Trade Promotion Spend (TPS) manageméniase packages. Amortization of these costs conuea in May 2008 and January
2009, respectively, when the programs were fulbdyefor their intended use.

Goodwill

Goodwill is tested annually for impairment or mérequently if events or changes in circumstancdiate that impairment may
have occurred. The impairment analysis for goodwdludes a comparison of the Company’s carryinge/éincluding goodwill) to the
Company’s estimated fair value. If the fair valdéh®e Company does not exceed its carrying vahen aan additional analysis would be
performed to allocate the fair value to all assid liabilities of the Company as if the Compang baen acquired in a business combination
and the fair value was its purchase price. If tkmees of the fair value of the Company over thevfalue of its identifiable assets and
liabilities is less than the carrying value of reted goodwill, an impairment charge is recordedtfierdifference.

IntangibleAssets

Other intangible assets are comprised of both defand indefinite life intangible assets. Indefnlife intangible assets are not
amortized but are tested annually for impairmentnore frequently if events or changes in circumsts indicate that the asset might be
impaired. In assessing the recoverability of inciédi life intangible assets, the Company must nesgmptions about the estimated future
cash flows and other factors to determine theviaine of these assets.

An intangible asset is determined to have an initefuseful life when there are no legal, regulatopntractual, competitive,
economic or any other factors that may limit thaqumkover which the asset is expected to contrilirectly or indirectly to the future cash
flows of the Company. In each reporting period, @mmpany also evaluates the remaining useful fignantangible asset that is not being
amortized to determine whether events and circumstacontinue to support an indefinite useful lifan intangible asset that is not being
amortized is determined to have a finite usefel, lihe asset will be amortized prospectively okierdastimated remaining useful life and
accounted for in the same manner as intangiblésassgbject to amortization.




The Company has determined that its Smart BalSmcel Earth Balancétrademarks have indefinite lives and these assetsat
being amortized. Certain other assets acquiréhapity patent technology, have been determineuatee definite lives ranging from 10 to 20
years and their costs are being amortized over ¢xpiected lives

The Company generally expenses legal and relatetd orcurred in defending or protecting its intefilal property unless it can be
established that such costs have added econonuie t@the business enterprise, in which case timep@oy capitalizes the costs incurred as
part of intangible assets. The primary considenaitiomaking the determination of whether to captathe costs is whether the Company can
prove that it has been successful in defendingf ggminst such intellectual property challeng&be second consideration for capitalization is
whether such costs have, in fact, increased theoseic value of the Compargintellectual property. Legal defense costs doabot meet th
considerations described above are expensed asddcluRecovery of legal expenses as part of lesetht agreement will be recorded as a
reduction of capitalized legal fees with any exaes®rded as income.

DeferredC osts

Deferred loan costs associated with the securetfieimcing are being amortized over the life af than, using the effective inter
method.

Stock Based Compensation Expense

The Company accounts for share based payments fmward of equity instruments based on the estingitent-date fair value over
the requisite service period.

Revenue Recognition

Revenue is recognized when the earnings processriplete and the risks and rewards of ownership transferred to the custon
which is generally considered to have occurred uperreceipt of product by the customer. The egsprocess is complete once the
customer order has been placed and approved amidtect shipped has been received by the custd®neduct is sold to customers on
credit terms established on an individual basi® @itedit factors used include historical perfornggmurrent economic conditions and the
nature and volume of the product.

The Company offers its customers and consumersietyaf sales and incentive programs, includingcdunts, allowances, coupc
slotting fees, and co-op advertising; such amoargsestimated and recorded as a reduction in revému interim reporting, the Company
estimates the total annual sales incentives foit pragrams and records a pro rata share in prapotti forecasted annual revenue. As a
result, the Company has recorded a prepaid asSeipa¢mber 30, 2009 of $6,436 which will be charngeekpense over the remaining
quarter. The Company sells their products to euets without the right of return and is not oblaghto accept any returns.




Net Income (Loss) per Share of Common Stock

Net income (loss) per share is computed by dividiegincome or loss applicable to common stockhslfg the weighted-average
shares of common stock outstanding for the pefildted earnings (loss) per share is computed bigitig net income (loss) by the
weighted-average shares outstanding adjusted joadditional common shares that would have beestanuding if all of the potential
dilutive common shares had been issued. Poteriligivé common shares outstanding would primanilglide stock options and founders’
warrants. At September 30, 2009, 3,687 stock optwere dilutive because their exercise price wss than the weighted average market
price, including the unrecognized compensation rgpeelated to such shares. In addition, the fersiadvarrants were dilutive because the
weighted average market price was in excess af ¢xeircise price, which resulted in 107,143 addalshares being assumed issued during
the first three quarters of 2009.

The following table summarizes stock options netuded in the computation of diluted earnings pers:
Three months  Three months  Nine months  Nine months

ended ended ended ended
Sept. 30, 200 Sept. 30, 200 Sept. 30, 200 Sept. 30, 200

Stock options excluded due to option price beireatgr than market

value 12,005,00 11,510,00 11,885,00 10,957,50
Stock options excluded due to anti-dilution 277,56¢ 32,50( 401,31: 585,00
Founding director warrants excluded due to antitaih - 1,000,00! - 1,000,00!
Segments

The Company evaluates all products, makes operd#ngions and performance assessments basetah eompany approach a
therefore considers itself as having only one segm&he Company has made this assessment undenéimagement” approach, which is
based upon the method that management organizeesegwithin the Company for making operating deois.

Fair Value of Financial Instruments

The Company'’s financial instruments consist of casth cash equivalents, short term trade receivapégsmbles and note
payables. The carrying value of cash and castvelguts and short term receivables and payable®sppate fair value because of their
short maturities. The Company'’s note payable isrdg@ned by quoted market prices that are reseydlieee months and, therefore,
approximates fair value. At September 30, 2009@cember 31, 2008, the Company used the inconmeagpto determine the fair value
of the interest rate swap utilizing the presentigakchniques and had recorded $3,600 and $5d82atively, as noadrrent liabilities. Fai
value measurements are categorized into a tiee&ir value hierarchy that prioritizes inputsrheasure fair value. These tiers include: L
1, defined as inputs, such as unadjusted quotedsit an active market for identical assets dilitees; Level 2, defined as inputs other than
guoted market prices in active markets that areeeiirectly or indirectly observable; or Leveld&fined as unobservable inputs for use when
little or no market value exists therefore requjran entity to develop its own assumptions. The@any used Level 2 inputs to measure fair
value at September 30, 2009 and December 31, 2008.




Research and Development

Research and development expenses are chargedratiops when incurred and amounted to $322 andd#@e three months
ended September 30, 2009 and 2008, respectively$394 and $163 for the nine months ended Septe®ih@009 and 2008, respectively.

Derivative Instruments

The Company uses certain financial instrumentsaoage its commodity price and interest rate riSkse Company maintains
commodity price risk management strategies that seeeduce significant, unanticipated earningstflations that may arise from volatility
commodity prices, principally through the use ofidative instruments, mostly through the purchasiwvard contracts with its suppliers, or
in the case of milk, through the U.S. commodity kets. The Company also uses interest rates swag/ér its exposure to changes in
interest rates.

Except for the purchase of forward contracts witrsuppliers which the Company has designated rsat@ourse of business
purchases, and, as such, recognizes the undedygimgact costs as part of its normal inventory pases, the Company records derivative
financial instruments at fair value in its consabield balance sheets as either current assetsrentliabilities. Cash flows from these hedc
instruments are classified in the same mannereaafthcted hedged item in the consolidated statesyadrcash flows.

The Company considers all derivative instrumentse@conomic hedges but has not designated thiarimsats for hedge accounti
treatment. As a result, the Company recognizassgaid losses directly as a component of Othenieo@xpense), except for its purchase of
forward contracts which are treated as describegeab

Income Taxes
Deferred income taxes are provided for the diffeemnbetween the basis of assets and liabilitieBrfancial reporting and income 1

purposes. A valuation allowance is established wiezressary to reduce deferred tax assets to therdmepected to be realized. As of
September 30, 2009, no valuation allowances weerded.

Advertising

Advertising costs are charged to operations (diasisas marketing expenses) and amounted to $48845,794 for the three
months ended September 30, 2009 and 2008, resplgctind $15,465 and $15,433 for the nine montlie@rSeptember 30, 2009 and 2008,
respectively.




Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfiztttae reported amounts of assets and liatsliied disclosure of contingent assets
liabilities at the date of the financial statemeamsl the reported amounts of revenue and expensieg dhe reporting period. Actual results
could differ from those estimates.

Concentration of Credit Risk

Financial instruments which potentially subject @@mpany to concentrations of credit risk consistgypally of cash, cash
equivalents, short term investments and tradeveabkds. The Company maintains the majority of #shcand cash equivalents in the form of
demand deposits with financial institutions thanagement believes are creditworthy. At SeptembeP309, the cash balances in these
institutions exceeded federally insured amountfid@otrations of credit risk relative to trade reabies are limited due to our diverse client
base. The Company does have one customer thatraedder approximately 18% and 19% of sales dutiiregthree and nine months ended
September 30, 2009, respectively. The aggregatuatsreceivable from this customer amounted tocypmately 18% of the accounts
receivable balance outstanding at September 3®. 20& Company also has one product, “spreads ¢hwiidr the three and nine months
ended September 30, 2009, accounted for approxyméago of total revenue. Approximately 82% of tiempany’s revenues during the
three and nine months ended September 30, 2009 fcam@roducts utilizing a license from Brandeisitérsity.

Recently Issued Accounting Pronouncements

In October 2009, the FASB issued an amendmenttatbounting standards related to the accountingef@nue in arrangements
with multiple deliverables including how the arrangent consideration is allocated among deliveredusmdelivered items of the
arrangement. Among the amendments, this standianthates the use of the residual method for aliogaarrangement consideration and
requires an entity to allocate the overall congitien to each deliverable based on an estimatéidgetice of each individual deliverable in
the arrangement in the absence of having vespecific objective evidence or other third partjdewnce of fair value of the undelivered ite
This standard also provides further guidance on twogletermine a separate unit of accounting in Hipherdeliverable revenue arrangement
and expands the disclosure requirements aboutittigrjents made in applying the estimated sellingepmethod and how those judgments
affect the timing or amount of revenue recognitidhis standard, for which the Company does not etxjtre impact of its adoption to be
material to its consolidated financial statemewii,become effective for the Company on Januargdi1.




Property and equipment

Property and equipment consist of the following:

September 3C December 31

2009 2008
Software development cos $ 3,70 $ 3,19¢
Equipment 50z 394
Furniture and fixture 973 84¢
Leasehold improvements 34z 33z
Gross assel 5,521 4,77:
Less: accumulated depreciation (1,085 (472)
Property and equipment, net $ 4,43€ $ 4,301

Depreciation expense was $215 and $613 for the tmd nine months ended September 30, 2009 comiza$d@3 and $275 for tl

three and nine months ended September 30, 2008.

4.

Accounts payable and accrued expenses

Accounts payable and accrued expenses consist ébitbwing:

September 3C December 31

2009 2008
Accounts payabl $ 10,96¢ $ 16,97:
Trade spend accrue 6,59: 3,547
Other accrued expenses 4,654 4,42(
Total $ 22,21t $ 24,93¢

Intangible assets

The following is a summary of intangible assets gaddwill as of September 30, 2009:

Gross Net Balance,
Carrying Accumulated Accumulated September 3C

Amount Amortization  Adjustments 2009
Patent technolog $ 40,000 $ 9,46¢ $ - % 30,53¢
Supply relationshij 1,00 162 - 837
Trademarks 121,15: - (350 120,80:
Goodwill 374,88t - - 374,88t
$ 537,03 $ 9,62¢ $ (350 $ 527,05¢
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Adjustments to trademarks relate to a legal setttgmeceived of $367 and serve to reduce relatst$ goeviously capitalized. Additional
spending of $17 during the period accounted fordifference. Amortization expense was $1,017 ferttiree months ended September 30,
2009 and 2008 and $3,050 and $3,056 for the ninghm@nded September 30, 2009 and 2008, respegctivel

6. Long term debt

In conjunction with the GFA merger, on May 21, 20@#& Company entered into a loan arrangementBatic of America
Securities LLC and Bank of America, N.A. for $18000n secured debt financing consisting of: (1)L4Gk000 first lien facility comprised of
a $120,000 term loan and a $20,000 revolver and §&cond lien facility comprised of a $40,000 téwam. The first lien facility is secured
a first lien on all of the Company’s assets andstheond lien facility is secured by a second lieralb of the Company’s assets. During the
second quarter of 2009, the Company prepaid $50€te first lien debt. As a result of the prepayti¢he Company wrote off approximat
$135 of deferred financing costs, which is includedther income (expense). Through September @09,2he Company paid a total of
approximately $95,500, consisting of $65,500 imgipal on its first lien term loan and $30,000 tmsecond lien debt. The term loan of the
first lien facility will mature on May 21, 2014 arle revolving loan under the first lien facilityilllmature on May 21, 2013. The term loan
the second lien facility will mature on November, 2814.

In accordance with a pricing grid based on the Canmyfs leverage ratio, the applicable margin is LB@lus 3.00% per annum
beginning March 28, 2008, which resulted in anriggérate of 3.28% at September 30, 2009. Theasteate on the second lien facility is
LIBOR plus an applicable margin of 6.00% per annbeginning July 1, 2007, which resulted in an iestrate at September 30, 2009 of
6.28%.

The Company uses interest rate swaps to effectimelyage interest rate exposure by locking in thmbke interest rate on our debt
into a fixed rate of 5.05%. The Company recognthesmark-to-market movement of the interest ratepsim income as the rate changes. As
of September 30, 2009, the Company had a deriviailgity of $3,600 which represents the presesitie of the future quarterly interest
payments, through the end of the swap agreeme3¢member 30, 2010, based on the difference bettheahree month LIBOR floating
interest at September 30, 2009 and the fixed isteege of the debt of 5.05% on $80,000 notionad@m At the end of each quarter, the
Company makes or receives quarterly cash paymesedon the actual difference between these twes.rat September 30, 2009, the
Company has opted to let the notional amount ofrttezest rate swap exceed the amount of its debpproximately $15,500 assuming that
the current LIBOR interest rate environment wouldréase allowing the Company to pay off the quigrsavap requirements on more
favorable terms.

There is no prepayment penalty for optional prepaytson the first lien facility and the followingmalties for optional prepaymei
on the second lien facility: 1.00% premium if prigpbefore May 21, 2009; and no prepayment penhbyeafter. As a result of prepaying
$30,000 of the second lien facility, the Companig @$600 prepayment penalty, which is includethtarest expense for the year ended
December 31, 2008. Mandatory prepayments unddirgtdien facility include 50% of excess cash fl¢gas defined in the credit agreement)
and 50% of all net cash proceeds from the issuahadditional equity interests by us. After thesfilien facility is re-paid in full, the second
lien facility requires mandatory prepayments, whittlude 50% of excess cash flow (as defined irctieelit agreement) and 50% of all net
cash proceeds from the issuance of additional gintitrests by us. In addition, the term loan &f finst lien facility is subject to quarterly
amortization of principal with 1.00% of the initiagregate advances under such loan to be payabeh of the first six years and the
remainder of the initial aggregate advance to lyalpla in a balloon payment at maturity.
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The first and second lien credit facilities cardgeelerated upon the occurrence of certain evierisding:

nonpayment of debt including interest and fees;
failure to perform or observe covenants;

cross defaults to other indebtedness exceedin@®5,0
bankruptcy and insolvency; and

certain other events.

The first lien credit facility requires the Compataycomply with certain financial covenants, sushratios of Consolidated EBITDA
(as defined in the first lien credit facility) taeh of consolidated cash interest charges, totalatad first lien debt. The second lien credit
facility requires the Company to comply with onesfincial covenant consisting of a leverage ratitotafl debt to Consolidated EBITDA (as
defined in the second lien credit facility). Ther@many was in compliance with all of its debt covasat September 30, 2009.

Under the terms of both credit facilities, the Camyp is precluded from reacquiring its own shares.

On November 4, 2009, the Company, through its wholined subsidiary GFA Brands, Inc., completedréfmancing of its credit
facilities. See Note 12 Subsequent Event for furtheails.
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The following is a summary of long-term debt:

September 30 December 31

2009 2008
First lien term loat $ 54,50¢ $ 59,50«
Second lien term loan 10,00( 10,00(
Total Debt: 64,50¢ 69,50
Less: Current maturities - -
Total long term debt $ 64,50 $ 69,50:
7. Stock-based compensatiol

The Company and its stockholders have authorizedsguance of up to 12,150,000 stock options uitsi&tock and Award’s Plan.
Through September 30, 2009, the Company had grantel of 11,215,000 stock options under the ISt Awards Plan, of which
300,000 were forfeited.

In addition, during the first quarter of 2008, ttmpensation committee and a sub-committee ofdhgensation committee
approved the issuance of up to 1,375,000 inducegrant stock options to new employees outside®dbmpany’s stock plan pursuant to
NASDAQ Marketplace Rule 4350. During the twelve rtienended December 31, 2008, the Company issueéitalk 1,375,000 induceme
grant stock options to new employees.

The Company has two types of stock options, trawiiti service-based options with a four year grd@&@ vest each year) vesting
and market condition-based stock options which wétn the underlying stock price reaches either@8l6r $20.25, respectively, and
remains there for 20 out of 30 consecutive tradiags. Stock options are granted to employees atiseeprices equal to the fair market ve
of the Company's stock at the dates of grant. Stéptions granted to employees have a term of 165ydae Company recognizes stdukse!
compensation expense over the requisite serviéedoef the individual grants, which generally equtie vesting period.

Weighted

Number of Weighted Average
Outstanding ~ Average  Remaining Life

Shares  Exercise Price (Years)
Balance at December 31, 2C 12,045,00 $ 9.47 8.71
Granted during the nine months ended Septemb&(R®, 355,00( 6.6¢ 9.67
Forfeited during the nine months ended Septemdg2@09 (120,000 9.52 8.0¢
Exercised during the nine months ended Septenthe2(®9 - - -
Balance at September 30, 2009 12,290,00 $ 9.3¢ 8.01
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Pre-tax stock-based compensation expense includeghorted net income (loss) is as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Service perio-basec $ 1,911 $ 1,73 $ 567C $ 4,99
Market pricebased $16.7 1,23( 1,14: 3,68¢ 3,40¢
Market price-based $20.25 914 84¢ 2,73¢€ 2,524
Total $ 4,055 $ 3,728 $ 12,090 $ 10,92t

For the traditional service-based stock options,Gloampany estimated the fair value, as of the afageant, using a Black-Scholes
pricing model with the following assumptions: rikee interest rate of 3.53% - 4.67%, expected/ifeears for the service-based options and
10 years for the market price-based options, nmehds and volatility of 35.9% - 37.91%. The cdsthe servicebased stock options is bei
amortized over a four year vesting period. In thsecof the market price-based stock options, thegaay used the Monte Carlo valuation
model. The Company recognizes compensation exgensige market price-based options over the estthaesting period, which has been
determined to be 2.75 — 4.82 years and 3.68 —y&&6s for the $16.75 and $20.25 awards, respegtivel

8. Derivative Instruments

Interest rate cash flow hedges:

In conjunction with the fixedate debt arrangements noted above the Companedritdo notional $80,000 of interest rate swap
August 16, 2007, which is designed to provide astamt interest rate on the variable rate debt. Utigise swaps, the Company receives or
pays the difference between its fixed-rate intgpagiments and floating-rate payments based on LIBIIR effect of this is to convert
floating-rate interest expense based on LIBOR fixed-rate interest expense. The arrangements settleedadt day of each calendar qual
For the quarter ended September 30, 2009, the Gomgaad 5.05% and received 0.60% with the diffeeeimcreasing interest paid by $910.
In addition, the Company recorded the change inviaue of the interest rate swap of $436, whiciméduded as a charge in interest expense.
The Company measures the changes in the fair wdline interest rate swaps using Level 2 inpute (s&e 2 under sub-heading “Fair Value
of Financial Instruments”).

Commodity cash flow hedges:

For its milk commodity hedges the Company considiéhem economic hedges but did not designate tbeimefdge accounting
treatment, the impact to earnings was insignifi¢ar2009. The Company did not enter into any sindlerivative instruments in 2008. The
Company uses Level 1 inputs to measure fair val@&eptember 30, 2009.

As of September 30, 2009, the Company had hedgeddsted commodity transactions, the majority oittvido not exceed the next

6 months. These commodity hedges are considerensheto hedges but are exempt from hedge accounsimpmanal forward purchases.
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9. License

A substantial portion of the Company’s businesieisendent on its exclusive license of certain teldgy from Brandeis University
(“Brandeis”). This license agreement, dated Jur#61Bnposes certain obligations upon the Compamgh &s diligently pursuing the
development of commercial products under the liegmrsducts. The agreement expires at the end bfgatent period of seventeen years
after the agreement execution date for productshmtiid not have patents and contains no minimum dgoments. The amount of royalties
due is based on a formula of the percentage @mailor fat utilized in the licensed products. SdBtandeis believe that the Company has
failed to meet its obligations under the licenseeament, Brandeis could seek to limit or termirtheeCompany’s license rights. Royalties
earned by Brandeis for the three and nine monttis®eB8eptember 30, 2009 were $265 and $730, regplgctRoyalties earned by Brandeis
for the three and nine months ended September0®® &ere $203 and $610, respectively.

10. Income taxes

The Company'’s effective tax rate for the year isad@ent on many factors, including the impact afoted tax laws in jurisdictions
in which it operates and the amount of taxablerimedt earns. The Company'’s effective tax rate fidis estimated to be 34%, which
benefited in the second quarter from the positésoiution of a liability recorded in conjunctionttvian uncertain tax position, which lowered
the effective rate for the year. The deferred tability represents primarily the difference betwehe tax and accounting basis of intangible
assets acquired in the GFA merger.

11. Commitment and contingencies

As of September 30, 2009, the Company had theviollp commitments and contractual obligations:

. Two lease agreements for the lease of a corpoffite acility located in Paramus, NJ. The leasagehan approximate five-
year life with the option to extend one lease ¥oo fidditional fiveyear terms and the other for 18 months. The ameuél
expense is approximately $500 for the first fivange

. Three lease agreements for the lease of a corpaffate facility located in Niwot, Colorado. Thedses have an approxim
five-year life with the option to extend each le&me36 months. The annual rental expense is ajpetely $120 for the
first five years.

. Forward purchase commitments for a portion of toen@any's projected requirements for peanuts anpdion, soy and
canola oil. These commitments may be stated airadiice, or as a discount or premium from a fuosmodity market
price. Based on the most recent prices, these conmenis would total approximately $31,000 as of Segter 30, 2009. Tt
commitments are expected to be liquidated by thersk quarter of 2010 with the majority being licatied by December
20009.
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. Futures purchases and collars (puts and callg) pmrtion of the Company’s projected requirementidk. These
instruments net settle in cash and are classietkavatives. As of September 30, 2009, these domants total
approximately $2,36¢

. The Company uses interest rate swaps to cover esus changes in interest rates on its securetffid@ncing (see note
6).

The Company is party to various legal proceedimigsng in the ordinary course of business. Manag#rhelieves that the resoluti
of these matters will not have a material adveffeztaon the Company’s financial position, reswifperations or cash flow.

12. Subsequent Event

The Company’s management has evaluated eventsggidrgd¢o September 30, 2009 through November 3),280bich is the
issuance date of this report.

On November 4, 2009, the Company, through its wholined subsidiary GFA Brands, Inc., entered in€redit Agreement (the
“Credit Agreement”) with Bank of Montreal, as lem@ad as administrative agent for the lenders stgpdhereto (the “Lenders”) pursuant to
which the Lenders have agreed to make a $55,000ltam (“Term Loan”) and loans on a revolving baxisip to $45,000 (the “Revolver”).
The Revolver includes a $5,000 sublimit for theizsce of letters of credit and a $5,000 sublimitsfeing line loans (the “Swing line
facility”). Subject to certain conditions, the Tetman or Revolver can be increased by $5,000 a€trapany’s option by the Company with
the existing Lenders or to the extent existing legsdiecline to do so by adding additional LendEnés new credit facility (the “Facility”)
replaced the Comparg/prior first lien and second lien credit facilgiwith Banc of America Securities LLC and Bank ahérica, N.A. As 0
September 30, 2009, outstanding debt under thequev¥acilities totaled approximately $65,000. Bipwing for acquisitions, the new
Facility will provide added flexibility to the Conaymy with regards to its strategic plans comparetiegrevious facility.

Both the Term Loan and the loans made pursuanhiet&evolver mature on November 4, 2013. At the Gamgjs option, borrowing
on the Term Loan and Revolver can either be Base [Rens or LIBOR Loans. Base Rate Loans beardsta@t the Base Rate (as defined in
the Credit Agreement) (which may be no less th&f62 plus the pricing margin from 2.25% to 3.25%edahen the Company'’s total funded
debt to EBITDA ratio (the “Leverage Ratio”). LIBORate Loans bear interest at the greater of 1.58eoAdjusted LIBOR (as defined in the
Credit Agreement) plus the pricing margin from 3@ 4.25% based on the Leverage Ratio. Theretheg fees for unused amounts of the
Revolver payable quarterly.

There are no prepayment penalties for optional gmeents of the Facility. However the Company mesnburse the Lenders -
any losses, costs or expenses incurred by the keradea result of any prepayment of certain loangemunder the Facility. Mandat
prepayments that are required under the Facildjude:

. 100% of the net cash proceeds (as defined in tediCAgreement) upon certain dispositions of progper upon certai

damage or seizures of property, subject to limiteckptions
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. 50% of all net cash proceeds from issuance of mthdit equity securities of the Company, subjeclinoted exception:
provided, however, if Company’'Leverage Ratio is less than 2.0 as of the enthefmost recently ended quarter,
prepayment is limited to 25% of such proce

. 100% of the amount of net cash proceeds for ceidairances of additional indebtedness for borrowedey;

. Beginning on December 31, 2010 and each fiscal yeaeafter, an annual prepayment equal to 25%adss cash flow
the Company (as defined in the Credit Agreement)sfech fiscal year, provided such prepayment israquired if th
Company has a Leverage Ratio of 2.0 or less, medss of the end of such fiscal ye

The financial covenants of the Facility include maining a Leverage Ratio of not greater than Ba%ed on the most recently en
four quarters, declining to 2.5 at December 31,128hd thereafter. The Company is also required ant@in a minimum debt servi
coverage ratio of 2.0 for the term of the facilithe Company is also limited to spending not mbemt$6,000 of capital expenditures per
with any unspent funds carried over to the nextuarenonths.

The new Facility, along with cash on hand from agiens, was used to retire the previous debt audstg, pay off the interest r:
swap of approximately $3,800 and pay transaat@ated costs which are expected to be approxi;m&®R00 and will be amortized over
life of the loan using the effective interest ratethod. Outstanding deferred loan costs of $1,40@ wxpensed upon closing the new Fac
As of November 4, 2009, total debt outstanding $66,600 including $5,600 in borrowings under thedeer. The Company maintaine:
cash balance of approximately $5,000 after the Raeility closed.

The other terms and conditions of the Facility amnsistent with credit facilities of this naturedawconsist of customa

representations and warranties, affirmative andatieg) covenants including financial covenants, dms precedent, events of default
indemnification provisions.
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Forward Looking Statements

Certain information included in this “Managemerdiscussion and Analysis of Financial Condition &websults of Operations,”
contains forward-looking statements made in rekamgon the safe harbor provisions of Section 27#hefSecurities Act of 1933, as
amended, and Section 21E of the Securities Exchaogef 1934, as amended. These statements majebéfied by the use of words, such
as “anticipate,” “estimates,” “should,” “expect,§tiidance,” “project,” “intend,” “plan,” “believe”rd other words and terms of similar
meaning, in connection with any discussion of atufe business, results of operations, liquiditgt aperating or financial performance. Such
forward-looking statements involve significant nrateknown and unknown risks, uncertainties andeoflactors which may cause the actual
results, performance or achievements to be mdied#ferent from any future results, performanceachievements expressed or implied by
such forward-looking statements. These risks shbealdonsidered in connection with any written @l dorward-looking statement that we or
any person acting on our behalf may issue in tbhiichent or otherwise, now or in the future. Furticertain information contained in this
document is a reflection of our intention as of dag¢e of this filing and is based upon, among othiegs, the existing regulatory environme
industry conditions, market conditions and pri¢dhe,economy in general and our assumptions ascbfdate. We may change our intentions
based upon any changes in such factors, in oumggns or otherwise.

We undertake no obligation to publicly update atise any forward-looking statement, whether assaltef new information, future
events or otherwise. We cannot assure you thafuaage results, performance or achievements wikhbtieieved. For a discussion of these
risks, uncertainties and other factors, see theK'Ractors” and “Cautionary Note Regarding Forwandking Statements” sections included
in our annual report on Form 10-K for the year ehBecember 31, 2008 and Amendment No. 1 thereto.

GFA Merger

We were incorporated in Delaware on May 31, 200%euthe name Boulder Specialty Brands, Inc. On Rthy2007, we completed

a merger with GFA Brands, Inc. (“GFA”), which owasd markets the Smart Balaritkne of products, among others. GFA is our wholly-
owned subsidiary. After the merger, the corporatee& was changed from Boulder Specialty Brands ttnSmart Balance, Inc. (“Smart
Balance” or the “Company”). Pursuant to the meagreement with GFA, we paid an aggregate of $4%iomin cash (which included post-
closing bonus payments net of tax benefits) as enargnsideration. The cash consideration for thegyerevas funded with cash held in the
trust account established in connection with ottialnpublic offering, the proceeds of a privataggment and a secured debt financing.
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Company Overview

We are a consumer food products company that caspeimarily in the retail branded food producidustry and focuses on
providing value-added, functional food productedmsumers. Functional food is defined as a foaa food ingredient that has been shown to
affect specific functions or systems in the bodg aray play an important role in disease preventida.market buttery spreads, popcorn,

peanut butter, cooking oil, mayonnaise and othedycts primarily under the Smart Balarfaeademark. In the natural food channel, we sell

similar natural and organic spreads products utideEarth Balanc8trademark. Our trademarks are of material impogaonour business
and are protected by registration or other meatisarunited States and a number of internationakets. Our buttery spreads business,

marketed under Smart BalantgEarth Balanc€ , SmartBeaf and Nucod’, is by far the most developed product segment aocdusxted fo
approximately 76% of sales for the three and ninaths ended September 30, 2009.

Our products are sold in all 50 states, with littiernational sales presence. We sell our prodaatsass merchandise, grocery,
natural food and club stores throughout the U.8) wimajority of products sold through supermadtetins and food wholesalers. We utilize
regional sales managers who are full-time emplogeeswork with food brokers to sell our productsSeptember 2007, we entered into an
agreement with Acosta, Inc. to become our natisaklds agency. Additionally, we sell a small portdrour products through independent
food distributors. Our largest customer, Wal-Maur8s, Inc. and its affiliates, accounted for apprately 18% and 19% of net sales for the
three and nine months ended September 30, 20@®&ataely.

Our signature buttery spreads and popcorn prodititize a proprietary licensed, patented technold@y is free of manufactured
trans fats and enhances HDL to LDL cholesterobgatin 1996, Brandeis University licensed to GFAaia technology relating to the use of
a balanced proportion of saturated and polyunsttifatty acids from one or more vegetable oil sesifor incorporation in food products to
increase HDL and HDL/LDL cholesterol ratio. Our egment with Brandeis provides us with an excluboense to a number of U.S. patents
until April 7, 2015, at which time the license tbe U.S. patents will expire. In addition, we haveprietary trade secrets, technology, know-
how processes and other intellectual property sigjiit are not registered.

Our primary growth strategy is to continue to dréamsumer and trade awareness of our brands, secokstribution of our existing
products, and continue to launch additional linezegions and new products. We actively advertiaseiwork and cable TV, radio, coupons,
and in-store promotions. We have also benefiteah fimvorable trends in the food industry regardimg tequired labeling of trans fats levels
in food products and increased consumer awareri¢lse negative health implications of trans fatéaads.

We outsource finished goods through third-party afacturers. We do not own or operate any manufegfdacilities. Outsourcing
is designed to allow us to enhance production ifiéigy and capacity, leverage working capital, dadus our energy and resources on
marketing and sales, while substantially reduciagjtal expenditures and avoiding the complicatibmanaging a production work force. (
buttery spreads are produced by two manufacturghsmultiple locations. Most of our other produet® each supplied by a separate sole
source. In the event of an interruption in supplg,believe we could arrange for additional supplierprovide the affected products. While
we believe our manufacturers have the capacitylfdl bur current production needs and are willitngincrease capacity as we grow, we will
monitor capacity, service and costs and will qyaditernative sources of supply as needed.

19




Our manufacturers supply our products at a pricektp the cost of ingredients and certain paclggins a fixed toll charge. Exce
in unusual circumstances, we provide no raw masetteour manufacturers. However, we work with manufacturers to source high quality
ingredients at attractive pricing. The prices daidraw materials used in our products generalfiece factors such as weather, commodity
market fluctuations, currency fluctuations, taritimd the effects of governmental agricultural paogs. Although the prices of raw materials
can be expected to fluctuate as a result of trexgerts, we believe such raw materials to be in aaegsupply and generally available from
numerous sources. We also negotiate certain contie®dnd packaging costs directly with the supplittanufacturers are required by
contract to announce changes in ingredient priceslvance. Toll charges cannot be unilaterallygased by the manufacturers, however,
some manufacturers are able to increase toll chafjer giving us notice of the increase at lestr®nths in advance. We bear all freight
costs associated with shipping finished products.

We use third party distributors and a network dflppuwarehouses to deliver product from our mantufisers to our customers. We
rely primarily on two third party distributors teliver all of our spreads and other refrigeratemtpcts. All freight costs associated with
shipping finished products are borne by us.

The food industry is highly competitive and numerooultinational, regional and local firms currentlympete, or are capable of
competing, with us. Our products compete with beghproducts as well as generic and private-lalmlymts of food retailers, wholesalers
and cooperatives. We compete primarily on the b&Efgisoduct quality, brand recognition, brand Idyabervice, marketing, advertising,
patent protections and price. Some competitors Imaag different profit or strategic objectives thvem do. Substantial advertising and
promotional expenditures are required to maintaiimprove a brand’s market position or to introdaceew product. Our primary
competitors are Unilever, Kraft Foods, and ConAgoads, each of whom has substantially greater rharksence, longer operating
histories, better distribution, more significanstamer bases and greater financial, marketingtalaid other resources than us.

Results of Operations
The following discussion includes the operatingitssof GFA, the Company’s wholly-owned subsidiafpe following discussion

should be read in conjunction with our unauditedsmiidated financial statements and related nbi®to included elsewhere in this Form
10-Q.
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Results of Operations for the Three and Nine Months Ended September 30, 2009 and 2008

Three Months Ended Nine Months Ended
(in millions except per share) September 30, September 30,

2009 2008 2009 2008
Net sales $ 59,80¢ $ 57,53 $ 180,59( $ 156,31:
Cost of goods sold 30,04 32,34¢ 94,30: 88,39%
Gross profit 29,76 25,187 86,28 67,91«
Operating expenses 26,301 22,61: 77,10¢ 63,87¢
Operating income (los 3,45¢ 2,57¢ 9,18¢ 4,03¢
Other (expenses) income, net (1,377 (4,962) (4,15§) (10,897
Income (loss) before income tax 2,087 (2,387 5,02¢ (6,862
Provision (benefit) for income taxes 81€ (773) 1,61¢ (2,535
Net income (loss $ 1,271 $ (1,619 $ 3,40¢ $ (4,32))
Net income (loss) per common sh $ 0.0z $ (0.09) $ 0.0t $ (0.07)

Results of Operations for the Three Months Ended September 30, 2009 Compared to the Three Months Ended September 30, 2008

Net sales:

Net sales for the three months ended Septemb@080, increased 4.0% to $59.8 million from $57.Siomil for the three months
ended September 30, 2008. The increase was pryntag to a 9% increase in case shipment voluméapioffset by higher trade and
consumer promotion expenses, related to the laohtte new sour cream products. The increase iascsisipped was primarily due to gro
in the Company’s new milk line, due to regional axgion in the Northeast and continued growth inriiil Florida market, gains in the
core category of spreads benefiting in part froonpstions at club stores, and the initial shipmerfithe new sour cream products, partially
offset by declines in cooking oil.

Cost of goods sold:

Cost of goods sold for the three months ended 8dme30, 2009 was $30.0 million, a 7.1% decreasa the same period in 2008.
The decrease was due to lower input costs, partiiset by higher case shipments.

Gross profit;

Gross profit increased 18% or $4.6 million to $2®lion for the three months ended September 809Zrom $25.2 million in
2008 due to the growth in case shipments and thefiv@f lower product input costs, partially offd®/ higher promotion expenses.

Gross profit as a percent of net sales was 49.8%héothree months ended September 30, 2009 cothpads.8% in 2008, due to
lower input costs, partially offset by higher praima expenses.
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Operating expenses:

Total operating expenses for the three months eBeéptember 30, 2009 were $26.3 million compareg2&6 million for the
corresponding period in 2008, an increase of $3lifom Operating expenses include selling, marigand general and administrative
expenses. The increase in operating expensesteefladditions to staff and staff related costs @hith higher marketing investments, both
to support growth. Included in general and admiaive costs in 2009 were approximately $4.1 wiillof stock-based compensation
expense, and $1.2 million in depreciation and aizetion. In 2008 there were $3.7 million of stde&sed compensation expense and $1.2
million of depreciation and amortization.

Operating income (10ss):

Operating income increased 34% to $3.5 milliontiie three months ended September 30, 2009 cochpaite $2.6 million for the
corresponding period in 2008. The $0.9 millionrease reflects the $4.6 million increase in groasgin, partially offset by the $3.7 million
increase in operating expenses. Excluding non-chalges for stock basedmpensation and depreciation and amortizatiorbd@ illion in
2009 and $4.9 million in 2008, operating incomeéased $1.3 million to $8.7 million in 2009 from.&illion in 2008.

Other income (expense):

Other expenses were $1.4 million for the three Im®enhded September 30, 2009 compared to other sapen$5.0 million in the
corresponding period in 2008. The results for 2808 2008 included net interest expense of $1.24r million, respectively. Included i
the 2009 net interest expense is a $0.4 millios tosderivatives related to our interest rate swappared to a $2.6 million loss in
2008. Additionally, in 2008, there was $0.1 milliexpense of accelerated financing amortizationtdulkee early paydown of debt.

Income taxes.

The provision for income taxes for the three morthded September 30, 2009 was $0.8 million compatteda benefit of $0.8
million for the corresponding period in 2008. Téféective tax rate was approximately 39% in thedtjuarter of 2009, compared to 32% in
2008.

Net income (loss):

Net income for the three months ended Septembe2@®Iy was $1.3 million compared with a loss of $tibion for the
corresponding period in 2008, an increase of $2li8om reflecting the improvement in operating ame and lower interest expenses and
related costs. Excluding the after-tax impactef mon-cash charges, of stock based-compensaéipreaation and amortization, change in
fair value of an interest rate swap, and acceldrfsancing amortization, net income for the thijuharter of 2009 increased 40% to $4.2
million versus $3.0 million in 2008.
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Net income (loss) per common share;

Our basic and diluted net income per share inttd tjuarter of 2009 was $0.02 compared to a restdd $(0.03) in the
corresponding period in 2008 based on the basidaunidd weighted average shares outstanding @& Bi@llion and 62.7 million,
respectively, in the third quarter of 2009 and GfiBion basic and diluted shares outstanding antthird quarter of 2008.

Results of Operations for the Nine Months Ended September 30, 2009 Compared to the Nine Months Ended September 30, 2008

Net Sales:

Net sales for the nine months ended September0B®, icreased 15.5% to $180.6 million from $156iion for the nine months
ended September 30, 2008. The increase was pigrdag to higher selling prices from pricing acsaaken in 2008 and increased case
shipment volumes, partially offset by higher proimotcosts.

Cost of goods sold:

Cost of goods sold for the nine months ended Sepe0, 2009 was $94.3 million, a 6.7% increasmftioe same period in
2008. The increase was primarily due to higheunwas.

Gross profit:

Our gross profit increased $18.4 million to $86.8ian for the nine months ended September 30, 200® $67.9 million in 2008
due primarily to higher selling prices and increhsase shipment volumes, partially offset by highremotion costs.

Gross profit as a percent of net sales was 47.8%éonine months ended September 30, 2009 compa’i4% in 2008, as the
benefit of higher selling prices more than offsighler promotion costs.

Operating expenses.

Total operating expenses for the nine months eSggdember 30, 2009 were $77.1 million compared&®Bmillion for the
corresponding period in 2008, an increase of $&8liibn. Operating expenses include selling, méngand general and administrative
expenses. The increase in operating expensesteefladditions to staff and staff related costs @hith higher marketing investments, both
to support growth. Included in general and adriaive costs in 2009 were approximately $12.liomllof stock-based compensation
expense, and $3.7 million in depreciation and aizetion. In 2008 there were $10.9 million of stdzdsed compensation expense and $3.3
million of depreciation and amortization.
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Operating income (10ss):

Operating income was $9.2 million for the ninentie ended September 30, 2009 compared to $4.i@miidr the corresponding
period in 2008. Operating income increased $51Romj as the $18.4 million increase in gross mangas largely offset by a $13.2 million
increase in operating expenses. Excluding non-chatges for stock based-compensation and depoeciaid amortization of $15.8 million
in 2009 and $14.3 million in 2008, operating incoimereased $6.6 million to $24.9 million in 2009 $18.3 million in 2008.

Other income (expense):

Other expenses were $4.2 million for the nine memrihded September 30, 2009 compared to other eepen$10.9 million in the
corresponding period in 2008. The results for 2808 2008 included net interest expense of $3.658r&l million, respectively. Included i
the 2009 net interest expense is a $0.9 millios sderivatives related to our interest rate swappared to a $2.6 million loss in
2008. Additionally, in 2009, there was $0.1 mitliexpense of accelerated financing amortizationtdulee early paydown of debt, compared
with $1.0 million in 2008.

Income taxes.

The provision for income taxes for the nine morghded September 30, 2009 was $1.6 million compaitda benefit of $2.5
million for the corresponding period in 2008. lmdéd in the second quarter of 2009 was a favossiteement of an uncertain tax position in
the amount of $0.4 million which resulted in areetfve tax rate of approximately 32% for the ninenths ended September 30, 2009. This
compares to 37% in the same period last year.

Net income (l0ss):

Our net income for the nine months ended SepteBMme2009 was $3.4 million compared with a loss4B3million for the
corresponding period in 2008, an increase of $1llfom reflecting the improvement in operating ame, lower interest expenses and debt
related costs, and lower taxes. Excluding the-ad#be impact of non-cash charges, including stoagedl-compensation, depreciation and
amortization, change in fair value of an inter@sé rswap, and accelerated financing amortizatienincome for the nine months ended
September 30, 2009 increased $13.6 million versus @illion in 2008.

Net income (loss) per common share;

Our basic and diluted net income per share fonthe months ended September 30, 2009 was $0.05arethfo a net loss of $(0.C
in the corresponding period in 2008 based on tseclaand diluted weighted average shares outstardiig.6 million and 62.7 million,
respectively, in 2009 and 62.5 million basic arldtdd shares outstanding in 2008.

Cash Flows

Cash provided by operating activities was $8.6llionifor the nine months ended September 30, 2@08pared to $4.7 million in
the corresponding period in 2008. For the firsieninonths of 2009, we had a net income of $3.4anijlwhich included $12.1 million of
non-cash stock-based compensation expenses anthifi®8 of depreciation and amortization, offsgtibcreased working capital of $6.2
million and changes in deferred taxes and deriedtability of $4.7 million. For the first nine mths of 2008, we had net losses of $4.3
million, which included $10.9 million of stock-bakeompensation expenses and $3.6 million of degtieci and amortization. Higher
working capital needs in the first half of 2008 mdéan offset the benefit of these non-cash charges
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Cash used in investing activities totaled $0.7llioni for the nine months ended September 30, 200Mpared to $2.1 million
during the nine months ended September 30, 20@8,dfavhich resulted from the purchase of softwdggelopment costs and other fixed
assets.

Cash used in financing activities for the nine nhergnded September 30, 2009 was $5.0 million, coedda $32.8 million used in
financing activities for the corresponding periad?D08, resulting from the repayment of debt irhkm¢riods.

Liquidity and Capital Resources

Liquidity:

Our liquidity and capital resource planning is kElggdependent on the generation of operating dasisf which is highly sensitive to
changes in demand and to a lesser extent, prilwngur major products. While changes in key opegatosts, such as outsourced produc
advertising, promotion and distribution, may adegrsaffect cash flows, we generate significant démlis as demand for our products gro
For interim reporting, the Company estimates thal tnnual sales incentives for most programs andrds a pro rata share in proportion to
forecasted annual revenue. As a result, the Coynipas paid $6.4 million through September 30, 20@8ch will be charged to expense ¢
the remaining quarter. Our principal liquidity tBggments are to finance current operations, payndexisting indebtedness and fund future
expansion. Currently, our primary source of ligtydd meet these needs is cash generated by apesati

We believe that cash flows generated from operafieristing cash and cash equivalents, and borgoeapacity under the revolvir
credit facility should be sufficient to finance warg capital requirements for our business forfireseeable future. As of September 30,
2009, $20 million was available for borrowing under revolving credit facility. Developing and bging to market other new brands and
business opportunities may require additional det&iinding, which may require us to seek out aoidéi borrowing arrangements.

Secured Debt Financing:

In conjunction with the GFA merger, on May 21, 20@#& Company entered into a loan arrangementBatic of America
Securities LLC and Bank of America, N.A. for $180@lion in secured debt financing consisting of:) €1$140 million first lien facility
comprised of a $120 million term loan and a $20iarilrevolver and (2) a second lien facility conged of a $40 million term loan. The first
lien facility is secured by a first lien on all tife Company’s assets and the second lien fadilisecured by a second lien on all of the
Company'’s assets. During the second quarter c8,20@ Company prepaid $5.0 million of the firgtlidebt. As a result of the prepayment,
the Company wrote off approximately $0.1 milliond&ferred financing costs, which is included inestimcome (expense). Through
September 30, 2009, the Company paid a total afoappately $95.5 million, consisting of $65.5 milhi in principal on its first lien term loi
and $30 million on its second lien debt. The téwan of the first lien facility will mature on Ma31, 2014 and the revolving loan under the
first lien facility will mature on May 21, 2013. €hterm loan of the second lien facility will matume November 18, 2014.
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In accordance with a pricing grid based on the Canmyis leverage ratio, the applicable margin is LB@lus 3.00% per annum
beginning March 28, 2008, which resulted in anriggérate of 3.28% at September 30, 2009. Thereistteate on the second lien facility is
LIBOR plus an applicable margin of 6.00% per annbaginning July 1, 2007, which resulted in an iestirate at September 30, 2009 of
6.28%.

The Company uses interest rate swaps to effectimelyage interest rate exposure by locking in thmbke interest rate on our debt
into a fixed rate of 5.05%. The Company recognthesmark-to-market movement of the interest ratgpgsin income as the rate changes. As
of September 30, 2009, the Company had a derivhiliity of $3.6 million which represents the pemnt value of the future quarterly intel
payments, through the end of the swap agreemes¢miember 30, 2010, based on the difference bettheahree month LIBOR floating
interest at September 30, 2009 and the fixed isteate of the debt of 5.05% on $80 million notica@mount. At the end of each quarter, the
Company makes or receives quarterly cash paymesedon the actual difference between these twes.rat September 30, 2009, the
Company has opted to let the notional amount ofrttezest rate swap exceed the amount of its debpproximately $15.5 million assuming
that the current LIBOR interest rate environmentiiddncrease allowing the Company to pay off thartgerly swap requirements on more
favorable terms.

There is no prepayment penalty for optional prepaytson the first lien facility and the followingmalties for optional prepaymei
on the second lien facility: 1.00% premium if prigbbefore May 21, 2009; and no prepayment penbbyeafter. As a result of prepaying
million of the second lien facility, the Companyigha $0.6 million prepayment penalty, which is imt#d in interest expense for the year
ended December 31, 2008. Mandatory prepaymentsy e first lien facility include 50% of excesshdlow (as defined in the credit
agreement) and 50% of all net cash proceeds fremsfiuance of additional equity interests by uierAhe first lien facility is re-paid in full,
the second lien facility requires mandatory prepewts, which include 50% of excess cash flow (agddfin the credit agreement) and 50%
of all net cash proceeds from the issuance of mddit equity interests by us. In addition, thentdoan of the first lien facility is subject to
quarterly amortization of principal with 1.00% bietinitial aggregate advances under such loan fapable in each of the first six years and
the remainder of the initial aggregate advancestpdyable in a balloon payment at maturity.

The first and second lien credit facilities canaioeelerated upon the occurrence of certain evierttsding:

. nonpayment of debt including interest and fees;

. failure to perform or observe covenants;

. cross defaults to other indebtedness exceedingiliémm
. bankruptcy and insolvency; and
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. certain other events.

The first lien credit facility requires the Compataycomply with certain financial covenants, sushratios of Consolidated EBITDA
(as defined in the first lien credit facility) taeh of consolidated cash interest charges, totalated first lien debt. The second lien credit
facility requires the Company to comply with onesfincial covenant consisting of a leverage ratitotafl debt to Consolidated EBITDA (as
defined in the second lien credit facility). Ther@pany was in compliance with all of its debt comets at September 30, 2009.

Under the terms of both credit facilities, the Camyp is precluded from reacquiring its own shares.

On November 4, 2009, the Company, through its wholined subsidiary GFA Brands, Inc., completedréfmancing of its credit
facilities. See Note 12 Subsequent Event for &rrttetails.

The following is a summary of long-term debt:

September 30, December 31,

2009 2008
First lien term loat $ 54t $ 59.F
Second lien term loan 10.C 10.C
Total Debt: 64.t 69.t
Less: Current maturities - -
Total long term debt $ 64.5 $ 69.5

Off Balance Sheet Arrangements

We do not have off-balance sheet arrangementsdings, or other relationships with unconsolidagatities or other persons, also
known as “variable interest entities.”

Item 3. Quantitative and Qualitative Discloares About Market Risk

We purchase significant amounts of soy, palm améleaoil products and peanuts to support the needar brands. The price and
availability of these commodities directly impatie results of operations and can be expectedpadtrthe future results of operations. For
these raw materials, we do not engage in any hgdgitivities because we enter into agreementgytieify as normal purchases and sales in
the normal course of business. Accordingly, threagents do not qualify as derivatives under SFAS183, “Accounting for Derivative
Instruments and Hedging ActivitiesBased on the most recent prices for soy, palm andla oil products and peanuts, we have commitn
of $31.0 million.

During the second and third quarters of 2009, wiered into futures contracts to cover our exposurailk commodity costs. The:
contracts, which have a notional value at Septer@@e2009 of approximately $2.4 million, cover appmately 55% of 2009
requirements. We have recognized a small los¢hierancome and expenses related to the markeat@hmovement in these
positions. We did not elect for cash flow hedgimgounting treatment for these hedges.
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In conjunction with the fixed-rate debt arrangernsediscussed elsewhere in this report, we entetedsBO million of interest rate
swaps on August 16, 2007, which are designed tthéxnterest rate of the variable rate debt. Utidese swaps, we receive or pay the
difference between our fixed-rate interest paymantfloating-rate payments based on LIBOR. Theatfdf this is to convert floating-rate
interest expense based on LIBOR into fixed-raterggt expense. The arrangements settle on thealpsif each calendar quarter. For the
quarter ended September 30, 2009, the Companyéftaidmillion and received $0.1 million with the féifence increasing interest paid by
$0.9 million. In addition, the Company recorded tihange in fair value of the interest rate swap0od million, which is included as a cha
interest expense.

We are exposed to market risk from changes inestaates charged on our debt. The impact onregsis subject to change as a
result of movements in market rates. A hypothétiarease in interest rates of 100 basis pointsleveesult in potential reduction of future
pre-tax earnings, exclusive of the impact of therest rate derivative, of approximately $0.1 roilliper year for every $10.0 million
outstanding under our first lien credit facilitydaapproximately $0.1 million per year under ourcsetlien credit facility. Our ability to meet
our debt service obligations will be dependent uponfuture performance which, in turn, is subgectuture economic conditions and to
financial, business and other factors.

On November 4, 2009, the Company, through its wholined subsidiary GFA Brands, Inc., completedréfmancing of its credit
facilities. See Note 12 Subsequent Event for furtiegails.

ltem 4. Controls and Procedures

Conclusion regarding the effectiveness of disclosure controls and procedures . Our management, with the participation of oureEhi
Executive Officer and Principal Financial and Acoting Officers, evaluated the effectiveness ofdisclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) undeEttehange Act) as of September 30, 2009. Disclosninérols and procedures include,
without limitation, controls and procedures desijt@ensure that information required to be disaliolsy the Company in the reports that we
file or submit under the Exchange Act is accumulated communicated to our management, includindPomcipal Executive Officer and
Principal Financial and Accounting Officers, as rmpiate to allow timely decisions regarding reqdidisclosure. Management recognizes
that any controls and procedures, no matter howdesigned and operated, can provide only reasersgsurance of achieving their
objectives and management necessarily appliesdtgjent in evaluating the cost-benefit relationgipossible controls and procedures.
Based on management’s evaluation of our disclosomérols and procedures as of September 30, 200% luef Executive Officer and
Principal Financial and Accounting Officers conaddhat, as of such date, our disclosure contradspaocedures were effective at the
reasonable assurance level.

Changesin internal control over financial reporting. During the fiscal quarter ended September 30, 20@9e was no change in our

internal control over financial reporting that hmaterially affected, or is reasonably likely to erélly affect, our internal control over
financial reporting.
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Part II. Other Information
Item 1. Legal Proceedings.

There have been no material changes to the litigatie previously reported under Item 3 in our ahneort on Form 10-K/A for
the year ended December 31, 2008 and Amendmeri Nereto.

Item 1A. Risk Factors.

An investment in our securities involves a highréegof risk. There have been no material changtetask factors previously
reported under Item 1A of our annual report on Fa¥K/A for the year ended December 31, 2008 ane&Adment No. 1 thereto.

Item 6. Exhibits.

See the exhibit index located elsewhere in thigtguds report on Form 10-Q.

In reviewing the agreements included as exhibithitoreport, please remember they are includguideide you with information
regarding their terms and are not intended to pieainy other factual or disclosure information atltbe Company, its subsidiaries or other
parties to the agreements. The Agreements corgpiesentations and warranties by each of thegsaxithe applicable agreement. These

representations and warranties have been madg smie¢he benefit of the other parties to the agadlle agreement and:

° should not in all instances be treated as categjastatements of fact, but rather as a way of atlag the risk to one of the
parties if those statements prove to be inaccu

° have been qualified by disclosures that were madeet other party in connection with the negotiatd the applicable
agreement, which disclosures are not necessafigcted in the agreemer

° may apply standards of materiality in a way thatifierent from what may be viewed as material ®o wr other investors;
and
° were made only as of the date of the applicableeagent or such other date or dates as may be isgaaithe agreement

and are subject to more recent developmt

Accordingly, these representations and warrantigg not describe the actual state of affairs ab®ffate they were made or at any
other time. Additional information about the Companay be found elsewhere in this report and the@uoy’s other public files, which are
available without charge through the SEC’s welssithttp://www.sec.gov
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢iport to be signed on its
behalf by the undersigned thereunto duly authorized

November 5, 200 SMART BALANCE, INC.
(Registrant

/sIStephen B. Hugh

Stephen B. Hughes
Chairman and Chief Executive Officer
(Authorized officer of Registran

/s/Alan S. Geve

Alan S. Gever

Executive Vice President and

Chief Financial Officer

(Principal financial officer of Registran
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Exhibit Index:

31.1 Certification of Principal Executive Officer Puent to Exchange Act Rules 13a-14(a) and 15d-146aadopted pursuant to
Section 302 of the Sarbar-Oxley Act of 200z

31.2 Certification of Principal Financial Officer Pui@nt to Exchange Act Rules 13a-14(a) and 15d-14&adopted pursuant to
Section 302 of the Sarbar-Oxley Act of 200z

32.1 Certification of Principal Executive Officer Puent to 18 U.S.C. Section 1350, as adopted pursa&@ction 906 of the
Sarbane-Oxley Act of 200z

32.2 Certification of Principal Financial Officer Puiant to 18 U.S.C. Section 1350, as adopted pursa&Bection 906 of the
Sarbane-Oxley Act of 200z
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Exhibit 31.1
CERTIFICATION BY PRINCIPAL EXECUTIVE OFFICER
I, Stephen B. Hughes, certify that:
1. | have reviewed this Quarterly Remort~orm 10-Q of Smart Balance, Inc.;

2. Based on my knowledge, this reportsduoa contain any untrue statement of a matergldaomit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3. Based on my knowledge, the finandiatiesnents, and other financial information includethis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4, The registrant’s other certifying offrs and | are responsible for establishing andhtaiaing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controlsmndedures, or caused such disclosure controlpentgdures to be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

b) Designed such internal control oveaficial reporting, or caused such internal comtvelr financial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

C) Evaluated the effectiveness of théstegnt’s disclosure controls and procedures ardgnted in this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousydlis report based on such evaluation;
and

d) Disclosed in this report any changthmregistrant’s internal control over financiaporting that occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting.

5. The registrant’s other certifying offrs and | have disclosed, based on our most regahiation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and makweaknesses in the design or operation of ialerantrol over financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summaaizd report financial information; and

b) any fraud, whether or not materiahttimvolves management or other employees who aaignificant role in the
registrant’s internal control over financial repogt

Date: November 5, 2009 By: /s/Stephen B. Hughe
Stephen B. Hughe
Chairman of the Board and Chief Executive Offi
(Principal executive officel




Exhibit 31.2
CERTIFICATION BY PRINCIPAL FINANCIAL OFFICER
I, Alan S. Gever, hereby certify that:
1. | have reviewed this Quarterly Remort~orm 10-Q of Smart Balance, Inc.;

2. Based on my knowledge, this reportsduoa contain any untrue statement of a matergldaomit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3. Based on my knowledge, the finandiatiesnents, and other financial information includethis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4, The registrant’s other certifying offrs and | are responsible for establishing andhtaiaing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controlsmndedures, or caused such disclosure controlpentgdures to be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

b) Designed such internal control oveaficial reporting, or caused such internal comtvelr financial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

C) Evaluated the effectiveness of théstegnt’s disclosure controls and procedures ardgnted in this report our conclusions
about the effectiveness of the disclosure containtsprocedures, as of the end of the period cougydlis report based on such evaluation;
and

d) Disclosed in this report any changthmregistrant’s internal control over financiaporting that occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting.

5. The registrant’s other certifying offrs and | have disclosed, based on our most regahiation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and makweaknesses in the design or operation of ialerantrol over financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summaaizd report financial information; and

b) any fraud, whether or not materiahttimvolves management or other employees who aaignificant role in the
registrant’s internal control over financial repogt

Date: November 5, 2009 By: /s/Alan S. Geve
Alan S. Geve
Executive Vice President and Chief Financial Offi
(Principal financial officer of Registran




Exhibit 32.1
CERTIFICATION

Pursuant to Section 906 of the Sarbanes-Oxley A2002
(Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code)

Pursuant to section 906 of the Sarbanes-Oxley A2002 (subsections (a) and (b) of section 1358ptdr 63 of title 18, United States Code),
the undersigned officer of Smart Balance, Inc. etalyare corporation (the “Company”), does hereltifgeto such officer’'s knowledge,
that:

The Quarterly Report on Form 10-Q for the quartetes! September 30, 2009 (the “Form 10-Q”") of then@any fully complies with the
requirements of section 13(a) or 15(d) of the SéeasrExchange Act of 1934, and information corgdiiin the Form 10-Q fairly presents, in
all material respects, the financial condition aesults of operations of the Company.

Date: November 5, 2009 By: /s/Stephen B. Hughe
Stephen B. Hughe
Chairman of the Board and Chief Executive Offi
(Principal executive officet




Exhibit 32.2
CERTIFICATION

Pursuant to Section 906 of the Sarbanes-Oxley A2002
(Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code)

Pursuant to section 906 of the Sarbanes-Oxley A2002 (subsections (a) and (b) of section 1358ptdr 63 of title 18, United States Code),
the undersigned officer of Smart Balance, Inc. etalyare corporation (the “Company”), does hereltifgeto such officer’'s knowledge,
that:

The Quarterly Report on Form 10-Q for the quartetes! September 30, 2009 (the “Form 10-Q”") of then@any fully complies with the
requirements of section 13(a) or 15(d) of the SéeasrExchange Act of 1934, and information corgdiiin the Form 10-Q fairly presents, in
all material respects, the financial condition aesults of operations of the Company.

Date: November 5, 2009 By: /s/Alan S. Geve
Alan S. Geve
Executive Vice President and Chief Financial Offi
(Principal financial officer of Registran






