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WASHINGTON, D.C. 20549
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PART I: FINANCIAL INFORMATION

Iltem 1. Financial Statements

SPAR Group, Inc.
Consolidated Balance Sheets

(In thousands, except share and per share data)

Assets
Current assett

Cash and cash equivale

Accounts receivable, n

Prepaid expenses and other current a
Total current asse

Property and equipment, r
Goodwill

Other asset

Total asset

Liabilities and equity
Current liabilities:
Accounts payabl

Accrued expenses and other current liabil

Accrued expenses due to affilia
Customer deposi
Lines of credi

Total current liabilities

Long-term liabilities
Total liabilities

Commitments and contingencies (N—9)

Equity:
SPAR Group, Inc. Equit
Preferred stock, $.01 par vali
Authorized share- 3,000,00C
Issued and outstanding shares —
554,402 — June 30 2009
554,40~ December 31, 20C
Common stock, $.01 par valt
Authorized share- 47,000,00(
Issued and outstanding she-
19,139,365 — June 30, 2009
19,139,36—- December 31, 200
Treasury stoc
Additional pai-in capital
Accumulated other comprehensive |
Accumulated deficit
Total SPAR Group, Inc. equi

June 30, December 31
2009
2008
(Unaudited) (Note)

$ 1,46¢€ $ 1,68¢
10,75: 13,11(

1,04¢ 1,44¢

13,26¢ 16,24:

1,641 1,80:

79¢ 79¢

1,90¢ 1,80¢

$ 17,61: $ 20,64¢
$ 4,45 $ 4,491
3,35( 4,911

1,53¢ 1,39¢

53¢ 582

3,82¢ 5,49¢

13,70( 16,87¢

24 10E

13,72« 16,98:

6 6

191 191
(1) (1)

12,91¢ 12,82:
(23€) (361)
(9,436 (9,477

3,44z 3,17¢



Nor-controlling interes 44¢€ 48¢
Total liabilities and equit $ 17,61: $ 20,64¢

Note: The Balance Sheet at December 31, 2008, is ancem the audited financial statements at thas
but does not include certain information and fotésaequired by accounting principles generallyeptec
in the United States for complete financial statets

See accompanying notes.




Net revenue
Cost of revenue

Gross profi

Selling, general and
administrative expenst
Depreciation an
amortization
Operating income (los:

Interest expens

Other (income) expen:
Income (loss) befor
provision for income taxe

Provision for income taxes
(benefit)
Net income (loss

(Income) loss attributable
the noi-controlling interes
Net income (loss) attributak
to SPAR Group, Inc

Basic/diluted net incom
(loss) per common shat

Net income (los«- basic anc
diluted

Weighted average commiu
shares« basic
Weighted average commiu
share- diluted

See accompanying notes.

SPAR Group, Inc.
Consolidated Statements of Operations
(unaudited)
(In thousands, except per share data)

Three Months Ended

Six Months Ended

June 30,
2009 2008

$ 13,47¢ $ 18,91(
9,31C 13,71¢

4. 16¢ 5,191

3,88¢ 4 51(

267 221

13 46C

45 81

(255) 521

22% (142)
73 (18%)

15C 43

(86) 40

$ 23¢ $ 3
$ 001 $ -
19,13¢ 19,13:

19,18: 19,13:

June 30,

2009 2008
28,64¢ $ 36,36¢
20,38:¢ 26,20:

8,26¢ 10,16:
7,85¢ 9,16¢
52¢ 42¢
(119 564
10¢€ 162
(442) 564
217 (162)
222 (21)
(5) (141)

(46) 10¢€

41 $ (247

- $ (0.01
19,13¢ 19,12:
19,18: 19,12:




SPAR Group, Inc.
Consolidated Statements of Cash Flows
(unaudited)(In thousands)

Six Months Ended June 30,

2009 2008

Operating activities

Net cash provided by operating activit $ 1,772 $ 2,27¢
Investing activities

Purchases of property and equipment and capitaiattdiare (367) (225)
Financing activities

Net payments on lines of cre (1,66¢) (990)
Other lon¢-term liabilities (81) (68)
Proceeds from employee stock purchase plan andngptixercise — 34
Net cash used in financing activiti (1,749 (1,029
Translation gain (loss 12¢ (26)
Net change in cash and cash equival (219) 99¢
Cash and cash equivalents at beginning of p¢ 1,68¢ 1,24¢
Cash and cash equivalents at end of pe $ 1,466 $ 2,24t
Supplemental disclosure of cash flows informatiol

Interest paic $ 12¢ $ 147
Taxes paic $ - $ 9

The Company issued preferred stock in the firsttguaf 2008. Upon issuance of the preferred shiweaccrued expenses due to affiliates
was reduced by $100,000.

See accompanying notes.




SPAR Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

1. Basis of Presentation

The accompanying unaudited, consolidated finansiatements of SPAR Group, Inc., a Delaware corfmrat'SGRP”), and its
subsidiaries (together with SGRP, collectively, ti@®mpany” or the “SPAR Group’have been prepared in accordance with accot
principles generally accepted in the United Stédesnterim financial information and with the imgttions to Form 1@ and Article 10 ¢
Regulation SX. Accordingly, they do not include all of the imfoation and footnotes required by accounting ppiles generally accepted
the United States for complete financial statemdntshe opinion of management, all adjustmentssiored necessary for a fair present
have been included in these interim financial statats. However, these interim financial statemshtsuld be read in conjunction with
annual consolidated financial statements and rtbergto for the Company as contained in the CompaApnual Report for 2008 on Fo
10-K for the year ended December 31, 2008, as fidH the Securities and Exchange Commission (tBEC”) on April 15, 2009, (th
“Company’s Annual Report for 2008 on Form 10-K")hel Companys results of operations for the interim periods ao¢ necessari
indicative of its operating results for the entjear.

2. Business and Organization

The Company is a supplier of merchandising androtharketing services throughout the United Stated aternationally. Th
Company also provides in-store event staffing,adidiquency identification (“RFID”) services, teaiagy services and marketing research.

Today the Company operates in 13 countries whogeilgtion represents approximately 48% of the tetalld population. Th
Companys operations are currently divided into two diviso the Domestic Merchandising Services Divisiord dhe Internation:
Merchandising Services Division. The Domestic Mamdising Services Division provides merchandising anarketing services, RF
services, technology services and marketing reBe@arenanufacturers and retailers in the UnitedeStalhe various services are prime
performed in mass merchandisers, drug store claidsconvenience and grocery stores. The Interradtiderchandising Services Divisi
was established in July 2000 and through its sidr#éd, the Company currently provides similar rharalising, marketing services and in-
store event staffing in Japan, Canada, Turkey,ISAfrica, India, Romania, China, Lithuania, Latvigstonia, Australia and New Zealand.
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SPAR Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

3. Earnings Per Share

The following table sets forth the computation$asic and diluted earnings per share (in thousandgpt per share data):

Three Months EndedJune 30, Six Months EndedJune 30,
2009 o 2008 2009 o 2008

Numerator:
Net income (loss $ 23¢ $ 3 $ 41 $ (247)
Denominator:
Shares used in basic r
loss per share calculati 19,13¢ 19,13 19,13¢ 19,12
Effect of diluted
securities
Employee stock optior 44 - 44 _
Shares used in diluted r ) ) ) )
loss per share calculatic 19,18t 19,13 19,18 19,137
Basic and diluted net lo:
per common shat $ 0.01 $ - $ - $ (0.02)

4, Lines of Credit

In January 2003, the Company (other than SGRBreign subsidiaries) and Webster Business Ci@diporation, then known
Whitehall Business Credit Corporation (“Websteghtered into the Third Amended and Restated Rewpl@redit and Security Agreem
(as amended, collectively, the “Credit FacilityThe Credit Facility provides for a $7.0 million wving line of credit. In March 2007, t
credit facility was amended to, among other thindglay the Minimum Fixed Coverage ratio until treurth quarter 2007, establish
EBITDA covenant and increase the interest rate.Bg% beginning March 28, 2007. In May 2007, thalitriacility was amended to provi
for an availability reserve of $500,000. In Aug@807, the credit facility was further amended tduee the availability reserve to $250,
until November 30, 2007. On November 16, 2007, WWebamended the credit facility to extend the alality reserve of $250,0(
indefinitely and to reduce the revolving line oédit from $7.0 to $5.0 million. In February 200BetCredit Facility was amended to estalt
monthly EBITDA covenants until September 30, 20884 to set a Fixed Charge Coverage Ratio covenarthé year ended December
2008. In January 2009, the Credit Facility was amheento extend the agreement until March 15, 200fisathe interest rate to the greate
5%, the Alternative Base Rate plus 1% or the 30ldBYR plus 2.75% and to increase the limit on ¢hpital expenditures to $1.3 million.
March 2009, the Credit Facility was further amentiedxtend the maturity until March 15, 2010, exténe monthly Fixed Charge Cover:
Ratio covenant until March 15, 2010, and resetithi on capital expenditures to $800,000.

Borrowings are based upon a borrowing base forraslaefined in the agreement (principally 85% ofdible” domestic accoun
receivable less certain reserves). The Credit iBadl secured by all of the assets of the Compadgmestic subsidiaries. The Credit Fac
also limits certain expenditures, including, but lmited to, capital expenditures and other inuesstts.

In addition, Mr. Robert G. Brown, a Director, th@d@rman and a major stockholder of SGRP, and Milidfi H. Bartels, a Directc
the Vice Chairman and a major stockholder of SGR®¢ provided personal guarantees of the Credilityaotaling $1.0 million.
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SPAR Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

The basic interest rate under the Credit Facibtyhie greater of i) Webster's “Alternative Base Ragilus 1.0% per annum, whi
automatically changes with each change made by ¥&ebs such Alternative Base Rate, ii) LIBOR plu§%2 per annum, or iii) ti
minimum rate imposed by Webster of 5% per annune ddtual average interest rate under the Creditityagas 5% per annum for the ¢
months ended June 30, 2009. The Credit Facilityeisured by substantially all of the assets of tbengany (other than SGRforeigr
subsidiaries and their assets).

The domestic revolving loan balances outstandirdguthe Credit Facility were approximately $3.0lioil and $4.0 million at June @
2009 and December 31, 2008, respectively. As o By 2009, the Company had unused availabiliteaitte Credit Facility of $48,000 ¢
of the remaining maximum $2.0 million unused reundvline of credit.

Because of the requirement to maintain a lock boangement with Webster and Websteability to invoke a subjective accelera
clause at its discretion, borrowings under the Eifegcility are classified as current at June 3L and December 31, 2008, in accord
with EITF 9522, Balance Sheet Classification of Borrowings @uising Under Revolving Credit Agreements Thatudel Both a Subjecti
Acceleration Clause and a Lock-Box Agreement.

The Webster Credit Facility contains certain resitre covenants. At June 30, 2009, the Companyimesmpliance with the covena
and does not expect to be in violation at futureasneement dates. However, there can be no assartirtethe Company will not be
violation of certain covenants in the future andwgt the Company be in violation; there can be ssugances that Webster will issue wai
for any future violations.

The Japanese subsidiary SPAR FM Japan, Inc. haofiredit agreements totaling 100 million Yenapproximately $1.0 millio
(based upon the exchange rate at June 30, 200&) Were no outstanding balances under the limeealit agreements at June 30, 2009.
outstanding balance at December 31, 2008 was ajppaitedy 100 million Yen, or approximately $1.1 riath (based upon the exchange ra
that date). In addition, the Japanese subsidiadydaah balances totaling 113 million Yen, or appmately $1.2 million (based upon 1
exchange rate at June 30, 2009) and 105 million Wempproximately $1.2 million (based upon thehaxme rate at December 31, 200¢
June 30, 2009 and December 31, 2008, respectiVbg/average interest rate was 2.3% per annum éasithmonths ended June 30, 2009.

In 2008, the Australian subsidiary, SPARFACTS Aalstr Pty. Ltd., entered into a revolving line ofedit arrangement wi
Commonwealth Bank of Australia (CBA) for $2.0 molfi (Australian), or approximately $1.6 million (leg@supon the exchange rate at .
30, 2009). At June 30, 2009, SPARFACTS Australia Btd. had $469,000 (Australian) or $377,000 arsging under the line of credit ¢
at December 31, 2008, SPARFACTS Australia Pty. had $1.4 million (Australian), or approximately.@Imillion, outstanding under t
line of credit (based upon the exchange rate aetlitmtes). The average interest rate was 9.5%nperafor the six months ended June
20009.

On October 20, 2006, SPAR Canada Company, a wbhalhed subsidiary, entered into a secured cred#éeagent with Royal Bank
Canada providing for a Demand Operating Loan faraximum borrowing of $750,000 (Canadian) or apprately $649,000 (based ug
the exchange rate at June 30, 2009). The DemanthdfeLoan provides for borrowing based upon anfade as defined in the agreerr
(principally 75% of eligible accounts receivabledecertain deductions) and a minimum total deliangible net worth covenant. On Ma
28, 2008, Royal Bank of Canada amended the secueei agreement to reduce the maximum borrowings00,000 (Canadian) however
October 2008; Royal Bank of Canada reinstated dha limit to $750,000 (Canadian). The outstandiatatces under the line of cre
agreement were $540,000 (Canadian) or $467,0086@t,000 (Canadian) or $565,000 at June 30, 200®acember 31, 2008, respecti
(based upon the exchange rate at those datespvEhege interest rate was 3.3% per annum for ¥h@asnths ended June 30, 2009.

5. Capital Lease Obligations

In 2007, the Company capitalized certain equipneades. The economic substance of the leaseshigtsaicthe Company is financi
the acquisition of the assets through the leadss €fuipment has a cost of $582,000,
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SPAR Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

accumulated depreciation of $427,000 and a net bable of $155,000 at June 30, 2009. The accunulitdgpreciation and net book value
of December 31, 2008, was $330,000 and $252,080¢ctively.

Annual future minimum lease payments required utldeteases, together with their present valuef daree 30, 2009, are as follows (in
thousands):

Year Endinc
December 31 Amount
2009 $ 119
2010 102
221
Less amount representing inter 34
Present value of net minimum lease paym 187
Less current portion included with other curreabiiities 163
Long-term portion included with other long-termbikties $ 24

6. Related-Party Transactions

Mr. Robert G. Brown, a Director, the Chairman anth@or stockholder of SGRP, and Mr. William H. Bast a Director, the Vic
Chairman and a major stockholder of SGRP, are ¢ixecafficers and the sole stockholders and dinesctd SPAR Marketing Services, |i
(“SMS"), SPAR Management Services, Inc. (“SMSIHdaSPAR InfoTech, Inc. (“SIT").

SMS and SMSI provided 99% of the Companglomestic merchandising specialists field foraebfmh the six months ended June
2009 and 2008, respectively, and they also provigiedh and 84% of the Compasytiomestic field management, at a total cost ti
Company of approximately $6.9 million and $9.9 mill for the six months ended June 30, 2009 and ,2@3ectively. Pursuant to the te
of the Amended and Restated Field Service Agreemhetetd as of January 1, 2004, as amended on Sept@hh2008 (theField Service
Agreement”), SMS provides merchandising services to the Comgaaygh the use of approximately 4,000 of its fifelcte of merchandisir
specialists. Pursuant to the terms of the AmendedRestated Field Management Agreement dated danofary 1, 2004, SMSI provides
full-time national, regional and district managers so@ompany. For those services, the Company has@tpeeimburse SMS and SMSI
all of their costs of providing those services aadbay SMS and SMSI each a premium equal to 4%heaf respective costs (thétus
Compensation”)SMS and the Company agreed to provide a temponacg goncession by lowering the Plus Compensatiaiae by on
percentage point, from 4% to 3%, effective Jandarg009, continuing through December 31, 2009, lathvtime the Plus Compensation |
will be redinstated to 4%. The total Plus Compensation (3%hefcosts of SMS and SMSI for 2009 and 4% for 26&8hed by SMS a
SMSI for services rendered was approximately $1@1&nd $378,000 for the six months ended June B19,2and 2008, respectively. 1
Company has been advised that Messrs. Brown an@l8are not paid any salaries as officers of SMSMSI so there were no sal
reimbursements for them included in such costsrempum. However, since SMS and SMSI are “Subchapterorporations and are owr
by Messrs. Brown and Bartels, they benefit from Brmpme of such companies allocated to them.

SIT provided substantially all of the Internet cartgr programming services purchased by the Compaaytotal cost of $301,000 ¢
$359,000 for the six months ended June 30, 20092808, respectively. SIT provided approximately4DD, and 12,000 hours of Inter
computer programming services to the Company ferstk months ended June 30, 2009 and 2008, regpigctiPursuant to the Amended i
Restated Programming and Support Agreement datesf &eptember 15, 2007, SIT continues to provideg@mming services to t
Company for which the Company has agreed to payc8iiipetitive hourly wage rates for time spent oom@any matters and to reimbu
the related out-opocket expenses of SIT and its personnel. The gednaurly billing rate was $26.26 and $29.92 far dix months end:
June 30, 2009 and 2008, respectively. The Compasyphen




SPAR Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

advised that no hourly charges or business expdosédessrs. Brown and Bartels were charged toGbmpany by SIT for the six moni
ended June 30, 2009 and 2008, respectively. Howsirere SIT is a “Subchapter 88rporation and is owned by Messrs. Brown and Bg
they benefit from any income of such company alieddo them.

In addition, through arrangements with the Comp&iMS, SMSI and SIT participate in various benefiing, insurance policies &
similar group purchases by the Company, for whigh@ompany charges them their allocable shardseafdsts of those group items anc
actual costs of all items paid specifically forriheAll transactions between the Company and thealdfiliates are paid and/or collected
the Company in the normal course of business.

In November 2004 and January 2005 and as amendbthyn2005, the Company entered into separate apgrédase agreemel
between SMS and the Company’s wholly-owned subsédiaSPAR Marketing Force, Inc. (“SMF”) and SPARMada Company $PAFR
Canada”).

By March 31, 2008, all of the operating leases ei@kove had expired. Both SMF and SPAR Canadaeelgotnotify SMS of the
intention to continue to lease the equipment foadditional twelve month period. On September 208 SMS entered into a Bill of Sale i
Lease Termination agreement with SMF and SPAR Ggnaursuant to which the parties terminated theaeds and SMF purchased f
SMS the equipment SMF leased under its existingpagent lease pursuant to its option there underthecquipment SPAR Canada le:
under its existing equipment lease (with SPAR Catsadonsent), for a total purchase price of $500(@@® fair market value of the hand h
computer units so purchased). SGRRudit Committee and Board of Directors each neei@ and approved this affiliated transact
including (without limitation) the terms of the Bdf Sale and the affiliated relationship of thetjzs.

In July 2008, the Company (through SMF) entered amhew Master Lease Agreement with SMS, and in datl September of 20
entered into new separate operating leases with BSuant to Equipment Leasing Schedules underMaater Lease Agreement. E
operating lease has a 36 month term and repressrgatovenants and defaults customary for thérlgaedustry and substantially the se
as those in the SMS leases in 2004 and 2005. Hsedeare for a total of 240 handheld computeretased by field merchandisers in
performance of various merchandising and markeseyices in the United States and have a total nhpmayment of $11,067. The
handheld computers had an original purchase pfid@il,188. The monthly payments are based upeaselfactor of 3.1%.

The following transactions occurred between the Gamy and the above affiliates (in thousands):

Three Months Ended June 3C Six Months Ended June 30
200¢ 200¢ 200¢ 200¢
Services provided b
affiliates:
Merchandising service
(SMS) $ 281¢ $ 4,48( $ 521¢ $ 7,921
Field management servic
(SMSI) $ 76€ $ 934 $ 1,63t $ 1,93(
Handheld computer leas
(SMS) $ 33 % - $ 66 $ 7
Internet and softwar
program consulting
services (SIT $ 14C $ 171 $ 301 $ 35¢
June 30, December
31,
2009 2008

Total accrued expenses due
affiliates $ 1,53: $ 1,398






SPAR Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

In July 1999, SMF, SMS and SIT entered into a safevownership agreement providing that each padgpgendently owned
undivided share of and had the right to unilatgriflense and exploit their “Business Managkrternet job scheduling software (which |
been jointly developed by such parties), and dditeel improvements, revisions, developments andieatation from time to time made
procured by any of them. In addition, SPAR Tradémamnc. (“STM"), SMS and SIT entered into separate trademark lingregreemen
whereby STM has granted non-exclusive roy&lge licenses to SIT and SMS (and through thenhé@r tommonly controlled subsidiar
and affiliates by sublicenses, including SMSI tlgloulSMS) for their continued use of the name “SPARY certain other trademarks
related rights transferred to STM, a wholly ownalisdiary of SGRP.

On March 31, 2008, and September 24, 2008, thageptans of Mr. Brown and Mr. Bartels purchasedggregate of 554,402 she
of SGRP’s Series A Preferred Stock (which are cdible without further consideration into sharesS§sRP’s common stock on a one-for-
one basis at the request of the holders) from S@RiAe market prices for SGRP’s common stock ah sugchase times (see Note 16 -
Preferred Stock).

In addition to the above, through the services ffinity Insurance, Ltd. (“Affinity”), the Company purchases insurance coverage
casualty and property insurance risk. The Compa@hairman and Vice Chairman own, through SMSligonity (less than 1 %) equi
interest in Affinity.

SGRPS Audit Committee periodically reviews and has appd all of the related party relationships andgeztions described abo
As required by its Charter and the Compangode of Ethical Conduct, the Audit Committee eg8 each material related party transau
for its overall fairness, which review includes {fwgut limitation) the costs and benefit to the Camy the other terms of the transactions,
the affiliated relationship of the parties.

7. Stock-Based Compensation

SGRP grants options to purchase shares of comrook istsued by SGRP to its directors, officers, eygés and certain employee:
its affiliates pursuant to its 2008 Stock CompengaPlan, as amended (the “2008 Plargifd has granted stock options under va
predecessor plans that continue to be outstan8@&P has the authority to issue other types okdtased awards under the 2008 Plan
to date has not done so. Under SFAS No. 123(R)Citrapany accounts for its employee and affiliatepleyee stock option expense
compensation expense in the Company’s financitédstants when the stock options are granted. Shased compensation cost is meas
on the grant date, based on the fair value of tharé calculated at that date, and is recognized the requisite service period, wh
generally is the options’ vesting period. Fair walig calculated using the Bla8choles option pricing model. The fair value of tyior
continues to be updated through the vesting ddte.options granted have a ten (10) year life arstl @eer fouryear periods at a rate of 2!
per year, beginning on the first anniversary ofdage of grant.

Based upon the Black-Scholes calculation, shaed compensation expense related to employde @btion grants totaled $73,C
and $85,000 for the six months ended June 30, 20@92008. respectively. Compensation expense detatmonemployee stock optic
grants awarded to the employees of the Compaaffiliates was $22,000 and $48,000 for the sixthe ended June 30, 2009 and 2
respectively. The unamortized expense as of June2@09, was approximately $294,000 and $22,000efoployee and noemploye!
outstanding stock option grants, respectively. thpact of the total shardeased compensation expense on basic/diluted earpggsha
was $0.01 for both the six months ended June 319 26d 2008, respectively.

At the 2009 annual meeting on May 28, 2009, thekstolders of SGRP approved an amendment (the “BiagrAmendment”}o the
2008 Plan that gives the Compensation CommitteB@RP’s Board of Directors (the “Compensation Corteall) the full authority an
complete flexibility from time to time to designaed modify (in its discretion) one or more of théstanding stock options or other awi
(including their exercise prices and other termos)aimong other things) restore their intended \aara incentives to their holders. No fur
consent of SGRR’ stockholders is required for any repricing oreotiodification of any award pursuant to the ReépgcAmendmen
However, no
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SPAR Group, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

modification can adversely affect an awardee’stagh obligations under an award without the awaisleonsent. The Repricing Amendn
permits changes in all outstanding stock optiords@her awards, including those previously issusden predecessor plans.

On August 6, 2009, in order to restore the intend@lde and incentives under SGRRutstanding stock options as permitted by
Repricing Amendment, the Compensation CommitteeBoatd approved a plan to offer to its employedfi;ars, directors, consultants ¢
retirees the opportunity to surrender options gor@ximately 2.1 million shares of the Corporatcommon stock in exchange for repri
replacement options in the same amount as thensléred option shares except for those surrendgreditside directors (who will recei
fewer replacement shares as described below).

The replacement options were granted at that ngeetionditioned on (among other things) the compfetaf the require
documentation, its filing with the SEC, and theioptholders voluntary participation and surrender of sele&eidting option contracts a
the option holdes continuing to be an employee, officer, consultantetiree at the time of such issuance. In acowed with the 2008 Ple
the exercise price for the replacement option®id® which was the closing sale price on Augu2089 (the date of grant in accordance
the 2008 Plan and past practice). SGRP is in thegss of preparing and filing the required docuaitgont with the SEC.

Replacement options for employees, officers, cdasts and retirees will vest over four (4) yearsi@l currently is the case with ¢
new options issued to them), and the participaiitaat receive any credit for past vesting of gwerendered options. If the program rece
100% participation by all eligible option holdeend they do not terminate their relationship whle Company during the vesting pel
(other than through retirement), it is expected tha maximum incremental compensation expenséacCompany will be approximatt
$90,000 (based on current BlaSkholes computation factors), which will be recagdiratably over the vesting period from Augus?@Q9
to August 6, 2013.

Replacement options for current and retired outdidectors, priced and conditioned as described@lvall vest immediately (whic
currently is the case with any new options isswethém). However, the Compensation Committee iedithat the exchange rate for out
directors be less than one replacement option $baesach surrendered option share to endeavordiol @ny resulting incremental expens
the Company. The replacement options will vest imliaiely (which currently is the case with any neptions issued to them). It is expec
that there will be no incremental expense to then@any from the participation in the repricing excpe by any outside director or retir
whether or not all participate.

8. Customer Deposits

Customer deposits at June 30, 2009, were $538HE®,Q00 from domestic operations and $486,000 firckernational operation
compared to $582,000 at December 31, 2008 ($156r660domestic operations and $426,000 from intéonal operations).

9. Commitments and Contingencies
International Commitments

The Company’s international business model is ttnpa with local merchandising companies and comlbire Company proprietar
software and expertise in the merchandising ancketiag services business with their partadthowledge of the local market. Since 2!
the Company has expanded its international presemcd®apan, Canada, Turkey, South Africa, India, Raia China, Lithuania, Latvi
Estonia, Australia, and New Zealand. Today the Caomgmperates in 13 countries whose population seits approximately 48% of the tc
world population.

Certain of these international subsidiaries arditatde, while others are operating at a loss.Ha event certain subsidiaries h
continued losses, the Company may be required k& radditional cash infusions into those subsidsarie
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Legal Matters

Safeway Inc. (“Safeway”) filed a Complaint agaif$A Merchandising Co., Inc. (“PIA Co."a wholly owned subsidiary of SP/
Group, Inc. (“SGRP"), Pivotal Sales Company (“Pait), a wholly-owned subsidiary of PIA Co., and SGRP in Alamedar®p Superic
Court, case no. 2001028498 on October 24, 200&w&gfs claims, as subsequently amended, alleged cafisesan for breach of contre
and breach of implied contract. PIA Co. and Pivditatl crosselaims against Safeway on or about March 21, 280d,amended them on
about October 15, 2002, alleging causes of actioRIA Co. and Pivotal against Safeway for breackaftract, interference with econot
relationship, unfair trade practices and unjustcliment. Trial commenced in March 2006.

On May 26, 2006, the jury in this case returneelict resulting in a net award of $1,307,700 teoRil, a SGRP subsidiary. This
award is to be paid by Safeway and resulted froparsge jury findings that awarded damages to tI8SBP subsidiaries on certain cla
and damages to Safeway on other claims. In paaticthe jury awarded damages to Pivotal of $5,78D8r Safeways interference wi
Pivotal's contractual relationships with third parhanufacturers and also awarded $782,400 to Pimath PIA Co. for Safewayg’ breach ¢
contract with those SGRP subsidiaries. The juryrde@ damages to Safeway of $5,235,579 for breaclomtfact by SGRP and those SC
subsidiaries. Judgment was entered in favor oftBivan August 14, 2006 for $1,307,700. Both sidlesifpost trial motions but all post tr
motions were denied. Notices of Appeal were theéeediled by both Safeway and Pivotal/PIA/SGRP.dal/PIA/SGRP is seeking to he
Safeways award overturned, thereby increasing the awaRivotal by over $5 million. Safeway is seekinghtve overturned the $5,760,¢
award against it for interference with contractugdhtionships. With the appeals pending, the papggticipated in a mediation of the disp
but it was not successful in resolving the ma#ecordingly, the appeals are proceeding.

Briefing on the appeals commenced in the secondteuaf 2008, and the case was fully briefed by ilAp009. An oral argume
hearing date will be assigned by the California €ofiAppeal. The appellate process in the CouAmbeal is expected to last until late 2(
The Company has recorded the net $1.3 million juelggraward in other assets.

In addition to the above, the Company is a partyadous other legal actions and administrativecpealings arising in the norn
course of business. In the opinion of the Compamyanagement, disposition of these other mattersar anticipated to have a mate
adverse effect on the financial position, resultsgerations or cash flows of the Company.
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10. Geographic Data

A summary of the Company’net revenues, operating income (loss) and lomgl lassets by geographic area for the six monttiec
June 30, 2009 and 2008, respectively, and at Jon20®9 and 2008, respectively, are as followshHausands):

Three Months EndedJune 30, Six Months EndedJune 30,
2009 2008 2009 2008
Net revenue:
United State: $ 6,74C $ 8,891 $ 12,40: $ 16,34(
International 6,73¢ 10,01 16,24¢ 20,02«
Total net revenue ¢ 13,47¢ $ 18,91( $ 28,64¢ $ 36,36+
Three Months EndedJune 30, Six Months EndedJune 30,
2009 2008 2009 2008
Operating
income
(loss):
United
States $ 332 % 317 $ 73 % 84
International (319 14: (192) 48C
Total
operating
income
(loss) $ 13 8 46( $ (119 $ 564

December 31

June 30,
2009 2008
Long lived asset:
United State: $ 3,99C $ 4,07(
International 357 337
Total long lived assets $ 4347 $ 4,407

International revenues disclosed above were baged revenues reported by the Companyihe international subsidiaries. The J:
subsidiary contributed 16.3% and 14.7% of the clidated net revenues of the Company for the threeths ended June 30, 2009 and 2
respectively, and 20.2% and 16.9% of the Compamgt revenues for the six months ended June 319 a6d 2008, respectively. 1
Canadian subsidiary contributed 7.1% and 12.0%efconsolidated net revenues of the Company fothitee months ended June 30, Z
and 2008, respectively, and 10.2% and 11.1% ofCmapanys net revenues for the six months ended June 83 &0d 2008, respective
The Australian subsidiary contributed 7.6% and ¥ & the consolidated net revenues of the Companyhe three months ended June
2009 and 2008, respectively, and 8.2% and 11.2%hefCompanys net revenues for the six months ended June 3 20d 200t
respectively. The India subsidiary contributed ¥0.8nd 6.2% of the consolidated net revenues ofCbrapany for the three months en
June 30, 2009 and 2008, respectively, and 9.9%6a88% of the Compang’' net revenues for the six months ended June 3® 206d 200¢
respectively. Each of the remaining five foreigrbsidiaries contributed, in total, 8.2% and 9.3%tlué consolidated net revenue of
Company for the three months ended June 30, 2002@08, and 8.3% and 9.6% for the six months edded 30, 2009 and 2008.

During 2008 and 2009 the Company has been invdlvedrious discussions regarding its ownership timsin the Companyg Japa
subsidiary. At the SPAR Board meetings in March andust 2009 the Board approved, in principal, ange in the ownership of its Ja
subsidiary provided the terms and conditions tadgotiated would be favorable to the Company.
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(unaudited)

Negotiations continue and the Company is currealyessing its options in 2009 under the variowesredtives that are available tc
including those based on the existing joint venageeement. As of this filing on Form I@-no formal decisions related to a purchase &

of the Company’s share in the Japan subsidiary heea finalized.

11. Supplemental Balance Sheet Information

Accounts receivable, net, consists of the followimgthousands)

Trade
Unbilled
Nonr-trade

Less allowance for doubtful accoul
Accounts receivable, net

Property and equipment, net, consists of the fallgwin thousands

Equipment

Furniture and fixture

Leasehold improvemen

Capitalized software development costs

Less accumulated depreciation and amortize
Property and equipment, r

Accrued expenses and other current liabilities isbed the following
(in thousands)

Taxes payabl

Accrued accounting and legal expe
Accrued salaries payak

Other

Accrued expenses and other current liabili

12. Foreign Currency Rate Fluctuations

June 30, December 31
2009 2008
$ 6,687 $ 9,89t
3,47( 2,96¢
90t 542
11,06: 13,40z
(317) (292)
$ 10,75 $ 13,11(
June 30, December 31
2009 2008
7,49¢ $ 7,42:
55€ 55E
24¢ 24t
2,58¢ 2,27¢
10,88¢ 10,50:
9,24 8,69¢
1,641 $ 1,80¢
June 30, December 31
2009 2008
47¢ $ 1,061
26F 277
67k 622
1,931 2,951
3,35 $ 4,911

The Company has foreign currency exposure witlniesrnational subsidiaries. In both 2009 and 2@B8se exposures are prima
concentrated in the Japanese Yen, Australian DalidrCanadian Dollar. International revenues ferdix months ended June 30, 2009
2008 were $16.2 million and $20.0 million, respeely. The international division reported a nesflpincome of approximately $(403,0

and $257,000 for the six months ended June 30, 2062008, respectively.
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In those countries where the Company had riskdogifin currency exposure, the total assets wefiérdlion and total liabilities wel
$3.9 million based on exchange rates at June 3®.20

13. Interest Rate Fluctuations

The Company is exposed to market risk related ¢ovidriable interest rate on its lines of credit. Whe 30, 2009, the Compasy
outstanding lines of credit totaled approximate3y8dmillion, as noted in the table below (in thauds):

Location Variable Interest Rai!) US Dollars®
United State: 5.0% $ 2,980
International 3.3%- 9.5% 845

$ 3,825

(1) Based on interest rate at June 30, 2009.
(2) Based on exchange rate at June 30, 2009.

Based on the 2009 average outstanding borrowingsruvariable-rate debt, a opercentage point increase in interest rates v
negatively impact pre-tax earnings and cash flawgHe six months ended June 30, 2009 by approgigmn&i9,000.

14. Recently Issued Accounting Standards

In June 2008, the FASB ratified FSP No. EITF 03;6*Determining Whether Instruments Granted in SHaased Payme
Transactions are Participating Securities,” whiclirasses whether instruments granted in shased payment awards are participe
securities prior to vesting and, therefore, mustirmuded in the earnings allocation in calculat@Egynings per share under the tolas:
method described in SFAS No. 128, “Earnings pen&hd&SP No. EITF 03-6-1 requires that unvestedeshased payment awards t
contain non-forfeitable rights to dividends or diehdequivalents be treated as participating securitieslculating earnings per share. |
No. EITF 0:-6-1 is effective for financial statements issued fiecal years beginning after December 15, 2008, iatetim periods withi
those fiscal years, and shall be applied retrogpeygtto all prior periods. There was no materiapact from this statement on the Company’
financial condition and results of operations.

In May 2009, the FASB issued SFAS No. 165, “SubsatiEvents” (“SFAS 165")which establishes general standards of accot
for and disclosure of events that occur after thkatice sheet date but before the financial statesraer issued or are available to be iss
The Company adopted SFAS 165 effective April 1,2@60d has evaluated subsequent events after thrdeasheet date of June 30, 2
through August 14, 2009, the date the financidkestents were issued.

In June 2009, the Financial Accounting Standardar8¢FASB”) issued Statement of Financial AccongtiStandards (“SFAS\No.
168, ‘The FASB Accounting Standards Codification and Biiehy of Generally Accepted Accounting Principlasteplacement of FAS
Statement No. 162" (“SFAS 168"). SFAS 168 estallisthe FASB Standards Accounting Codification (“lodtion”) as thesource ¢
authoritative GAAP recognized by the FASB to beligpto nongovernmental entities. The only otheurse of authoritative GAAP is t
rules and interpretive releases of the SEC whidly apply to SEC registrants. The Codification wslipersede all the existing n&&C
accounting and reporting standards upon its effedatiate. Since the issuance of the Codificationoisintended to change or alter exis
GAAP, adoption of this statement will not have ampact on the Comparg/financial position or results of operations, Wilt change the wa
in which GAAP is referenced in the Compasyinancial statements. SFAS 168 is effective faerim and annual reporting periods ens
after September 15, 2009.
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15. Taxes

In July 2006, the FASB issued FASB interpretatiam K8 (“FIN 48"), Accounting for Uncertainty in Income Taxes. FIN gi&scribe
detailed guidance for the financial statement raday, measurement and disclosure of uncertairptasitions recognized in an enterprise’
financial statements in accordance with FASB StatgriNo. 109, Accounting for Income Taxes. Tax posg must meet a more-likely-than-
not recognition threshold at the effective datbdarecognized upon the adoption of FIN 48 and bssqguent periods. FIN 48 is effective
fiscal years beginning after December 15, 2006 tardprovisions of FIN 48 will be applied to all tawsitions upon initial adoption of t
Interpretation. FIN 48 requires that interest andaities that the tax law requires to be paid enuthderpayment of taxes should be accrue
the difference between the amount claimed or exgettt be claimed on the return and the tax bereditignized in the financial stateme
The Company'’s policy is to record this interest gedalties as additional tax expense.

SPAR and its subsidiaries file numerous consolilatmmbined and separate company income tax retarnbe U.S. Feder
jurisdiction and in many U.S. state and foreignsdictions. With few exceptions, SPAR is subjectk&. Federal, state and local income
examinations for the years 2004 through the prestowever, tax authorities have the ability to esviyears prior to the position taken by
Company to the extent that SPAR utilized tax atitels carried forward from those prior years.

The Company adopted the provisions of FASB Integtien No. 48 Accounting for Uncertainty in Incoraxes, on January 1, 20
In management’s view, the Compasiytax reserves at June 30, 2009, totaling $120f60@otential domestic state tax and federal
liabilities were sufficient to meet the requirenmsenf FIN 48.

Balance at January 1, 20 $ 115,00(
Additions to state tax positic 5,00(
Balance at June 30, 20 $ 120,00(

16. Preferred Stock

On March 28, 2008, SGRP filed a “Certificate of [Qestion of Series “A” Preferred Stock of SPAR Gpounc.” (the ‘Preferre
Designation”), creating a series of 3,000,000 shafdPreferred Stock designated as “Series A RefeBtock”with a par value of $0.01 ¢
share (the “Preferred Stock”), which designatiod haen approved by SGRP’s Board of Directors (Beatd”) on March 27, 2008.

The Preferred Designation provides that each stfdPeeferred Stock is to be issued at a value emgutile closing bid price of SGRP’
common stock (the “Common Stockihmediately preceding the day SGRP and the purc{®sentered into a binding commitment to is
and acquire Preferred Stock. The Preferred Stotkaecrue a 10% dividend payable in either cashefwpermitted by law and Nasdaq
authorized by the Board) or common stock when aized by the Board (valued at the current markigtepof a share of common stock at
time paid but not less than the initial purchaseepof a share of such preferred). All accrued angaid dividends and potential divide
must be paid to the holders of the Preferred Stmfkre any dividends can be paid to the holderfhefCommon Stock. The face ve
(purchase price) of the Preferred Stock and alluszt and unpaid dividends and potential dividendstnibe paid to the holders of
Preferred Stock before any liquidating distribuiaran be made to the holders of the Common Stduk.consent of all of the holders of
Preferred Stock is required for SGRP to make amnghs in the Preferred Designation or issue amgr alass of preferred stock senior ti
pari passu with the Preferred Stock.

The Preferred Stock is redeemable, at the discreti SGRP only, for a cash redemption price equatstface value (purchase pri
plus all accrued and unpaid dividends and potediiétiends. Each share of Preferred Stock is cdiflerinto one share of Common Stoc
the rate of one to one at the option of the holdéich option would be exercisable for so longles Preferred Stock is outstanding (eve
SGRP has elected to redeem). Such a conversiomegjs@es that SGRP satisfy all accrued and ungidends and potential dividends
the same time. The Preferred Stock votes with tbmi@on Stock (no class voting) and have voting sgifual to one vote per share
Preferred Stock.
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On March 31, 2008, SGRP, Mr. Brown, Mr. Bartels &AR Management Services, Inc. (“SMSI”), an afii of SGRP wholly-
owned by Mr. Brown and Mr. Bartels (who are offgedirectors and significant shareholders of SGRIRjered into a Subscripti
Agreement to issue and purchase 89,286 shareefdrfed Stock at $1.12 per share (the closing bmepf SGRPS Common Stock for tl
most recent trading day available immediately pdéagsuch agreement date) at a cost of $100,00@tumn for (among other things) casl
the reduction of an equivalent debt owed by the gamy to SMSI. That agreement listed Mr. Brown and Bartels as the purchasers of ¢
Preferred Stock rather than listing SMSI as thempurchaser of such Preferred Stock and Mr. Brameh Mr. Bartels as prospective indil
(i.e., beneficial) owners for the benefit of camtaionCompany benefit plans in which either Mr. BrownMr. Bartels are the trustee ¢
principal beneficiary. On September 30, 2008, SGRPR, Brown, Mr. Bartels and SMSI entered into an énded and Restated Serie
Preferred Stock Subscription Agreement effectivefablarch 31, 2008 (the “Restated Subscription A&grnent”),to more accurately refle
the parties’ intentions that SMSI would pay for audjuire record ownership of those shares. S&RBdit Committee and Board of Direct
each reviewed and approved this affiliated tramsactncluding (without limitation) the terms ofd¢lRestated Subscription Agreement ant
affiliated relationship of the parties. The offerdasale of such Preferred Stock have not beenteegis under the Securities Act or ol
securities laws, as they were a non-public offet sade made in reliance upon (among other things)i@& 4 (2) of the Securities Act.

Effective September 24, 2008, SGRP and the pensars of Mr. Brown and Mr. Bartels, SP/R Inc. DefinBenefit Pension Pl¢
acting through Robert G. Brown, its Trustee, WHBV&®s, Inc. Defined Benefit Trust, acting throughlliam H. Bartels, its Trustee, a
WHB Services, Inc. Investment Savings Trust, actimpugh William H. Bartels, its Trustee, enteretbianother agreement to issue
purchase an additional 465,116 shares of prefetak at $0.86 per share (the closing bid pricE@®RP5 Common Stock for the most rec
trading day available preceding such agreemenj.ddte Brown’s pension plan acquired 284,237 preferred shamssabf $244,444 and N
Bartels’ pension plans acquired 180,879 preferfeates at a cost of $155,556. SGRRudit Committee and Board of Directors €
reviewed and unanimously approved this transactianyding the terms of the Preferred Stock anddfidiated relationship of the parti
The offer and sale of such Preferred Stock havédeen registered under the Securities Act or atheurities laws, as they were a rmrblic
offer and sale made in reliance upon (among otlirgs) Section 4 (2) of the Securities Act.

17. Reclassifications
Certain reclassifications have been made to th& #@@ncial statements to conform with the 200%preation.
18. Subsequent Events

The Company has taken two actions in the Romaninkeh First, in July 2009, the Company purchabed¢maining 49% ownerst
in the Companys Romanian subsidiary, which currently has minig@rations, at a cost of $1.00, and the Compaiyriently assessil
ongoing business opportunities for this subsididityen on August 6, 2009, the Board of Directors @aadAudit Committee approved,
principal, the purchase of 51% ownership in S.CABRity S.R.L., a Romanian marketing services comp&om SPAR InfoTech, Inc., :
affiliated company (“SIT”) (see Note 6, Related#yafransactions), for a cost of $61,876, which weesfair market value of SI¥'interest i
the company as of June 30, 2009. The purchaseeb@dimpany of SIS 51% ownership in such new Romanian subsidiarypbas approve
verbally by the minority shareholder of such sulasid but such change in majority ownership musapproved in writing and document
It is expected that such acquisition will be effeetas of July 1, 2009, for purposes of the codswidon of the new Romanian subsidiary
the Company’s financial statements.
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Item 2. Management’s Discussion and Analysis of Financial @dition, Results of Operations, Liquidity and Captal Resources

Forward-Looking Statements

Statements contained in this Quarterly Report amFt0-Q for the six months ended June 30, 2008 (tQuarterly Report”)pf SPAF
Group, Inc. (“SGRP”, and together with its subsidis, the “SPAR Group” or the “Company”), includerivard-looking statementsW(thin
the meaning of Section 27A of the Securities Ac1883, as amended (the “Securities Actiid Section 21E of the Securities Exchange
of 1934, as amended (the “Exchange Act”, and tagettith the Securities Act, the “Securities Lawsiat are based on the Companies
estimates. In particular and without limitationisttiManagemens Discussion and Analysis of Financial ConditiomsRts of Operation
Liquidity and Capital Resources” contains such famiMooking statements, which are included in (amonigeptplaces) the discussit
respecting net revenues from significant clienignificant chain work and international joint vergs, federal taxes and net operating
carry forwards, commencement of operations andduunding of international joint ventures, cref@itilities and covenant compliance, ¢
savings initiatives, liquidity and sources of castailability. Forwardlooking statements involve known and unknown risks;ertainties ar
other factors that could cause the Company’s actsllts, performance and achievements, whetheessged or implied by such forward-
looking statements, to not occur, to not be redliaeto be less than expected. Such forwaotking statements generally are based upo
Company’s best estimates of future results, perfmee or achievement, current conditions and the reoent results of operations. Forward-

STTH

looking statements may be identified by the ustonfiard-looking terminology such as “may”, “will*Jikely”, “expect”, “intend”, “believe”,
“estimate”, “anticipate”, “continue’dr similar terms, variations of those terms or tlegjative of those terms. You should carefully cder
such risks, uncertainties and other informatiosgldisures and discussions containing cautionatgratnts or identifying important fact

that could cause actual results to differ materifsthm those provided in the forward-looking staans.

You should carefully review this management disimmss&nd analysis together with the risk factors affter cautionary stateme
contained in the Company’s Annual Report on FornK1for the fiscal year ended December 31, 2008, ilad fwvith the Securities al
Exchange Commission (the “SEC”) on April 15, 20€8e(“Company’s Annual Report for 2008 on Form 10Q;Kiicluding the risk facto
described in Item 1A of that annual report under ¢dhption “Certain Risk Factorsthd the changes (if any) in such risk factors desdrir
Item 1A of Part Il of this Quarterly Report (colteely, “Risk Factors” ),as well as the cautionary statements containetdisnQuarterl
Report. All forwardlooking statements attributable to the Companyass@ns acting on its behalf are expressly qualifigdhe Risk Facto
and other cautionary statements in this Quartedpd®t and in the Company’ s Annual Report for 2668orm 10K, which are incorporate
by reference into this Quarterly Report. Althougk Company believes that its plans, intentionsexpctations reflected in or suggeste:
such forwardeoking statements are reasonable, the Companyotassure that such plans, intentions or expeostwill be achieved
whole or in part, that it has identified all poti@htisks or that it can successfully avoid or gtie such risks in whole or in part. The Comy
undertakes no obligation to publicly update or sevany forwardeoking statements, or any Risk Factors or othettionary statement
whether as a result of new information, future ¢ésem otherwise, except as required by law.

Overview

Today the Company operates in 13 countries whogeilgtion represents approximately 48% of the tetalld population. Th
Companys operations are currently divided into two diviso the Domestic Merchandising Services Divisiord dhe Internation:
Merchandising Services Division. The Domestic Marutlising Services Division provides merchandisimgl anarketing services, rac
frequency identification services (“RFIDfgchnology services and marketing research to naatwiers and retailers in the United States.
various services are primarily performed in masscimndisers, drug store chains and conveniencegesmkry stores. The Internatio
Merchandising Services Division was establishedJuty 2000 and through its subsidiaries, the Compeungrently provides simili
merchandising, marketing services andstore event staffing in Japan, Canada, Turkey, [Séditica, India, Romania, China, Lithuar
Latvia, Estonia, Australia and New Zealand.
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Domestic Merchandising Services Division

The Companys Domestic Merchandising Services Division providagonwide merchandising and other marketing ses/primaril’
on behalf of consumer product manufacturers arailees at mass merchandisers, drug store chaingraéry stores. Included in its clie
are home entertainment, general merchandise, readthheauty care, consumer goods and food produgbanies in the United States.

Merchandising and marketing services primarily @sinsf regularly scheduled dedicated routed sesvimed special projects provic
at the store level for a specific retailer or senglr multiple manufacturers or distributors. Seggi@lso include stand-alone largale
implementations. These services may include salkareing activities such as ensuring that clientipcts authorized for distribution are
stock and on the shelf, adding new products thatagproved for distribution but not presently oe 8helf, setting category shelve:
accordance with approved store schematics, enstiatgshelf tags are in place, checking for theralvesalability of client products ai
setting new and promotional items and placing andémoving point of purchase and other related medivertising. Specific istore
services can be initiated by retailers or manufactu or distributors, and include new store opemilamd existing store resets, re-
merchandising, remodels and category implementtioew product launches, special seasonal or promadtmerchandising, focus
product support and product recalls. The Compasy pfovides in-store product demonstrations, imesppoduct sampling and other store
event staffing services, RFID services, technolegrwices and marketing research services.

I nternational Merchandising Services Division

In July 2000, the Company established its Inteamati Merchandising Services Division, operatingtiyh a wholly owned subsidia
SPAR Group International, Inc. (“SGI”), to focus empanding its merchandising, marketing services iarstore event staffing busine
worldwide. Currently, the Company’s internationabsidiaries are as follows:

Headquarte Date
Location Ownership Percentag Establishec
Osaka, Japa 50% May 2001
Toronto, Canad 100% June 200:
Istanbul, Turkey’ 51% July 2003
Durban, South Africi 51% April 2004
New Delhi, India 51% April 2004
Bucharest, Romania* 51% December 200
Hong Kong, Chin 50% February 200!
Siauliai, Lithuanie 51% September 200
Melbourne, Australi 51% April 2006

* The Company’s Turkish subsidiary currently hasiimial operations, and the Company is currently sseg ongoing business opportunities
for this subsidiary.

** In July 2009, the Company acquired the remaird®§o6 ownership in its Romanian subsidiary at a 06$t1.00, and in August 2009
commenced the acquisition as of July 1, 2009,%f% interest in another Romanian merchandisingeeEs\company. See Note 18 —
Subsequent Events, above.

Critical Accounting Policies

There were no material changes during the six nsoattded June 30, 2009, to the Compsuayitical accounting policies as reporte
the Company’s Annual Report for 2008 on Form 10-K.
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Results of Operations

Three months ended June 30, 2009, compared to threnths ended June 30, 2008

The following table sets forth selected financiatadand data as a percentage of net revenuesefqetiiods indicated (in thousar
except percent data).

Three Months Ended June !

2009 2008 Increase

$ % $ % (decrease
Net revenue $ 13,47¢ 100.%$ 18,91( 100.(% (28.71%
Cost of revenue 9,31( 69.1 13,71¢ 72.5 (32.])
Selling, general & administrative exper 3,88¢ 28.¢ 4,51( 23.¢ (13.9)
Depreciation and amortizatic 267 2.C 221 1.2 21.1
Interest expens 45 0.2 81 0.4 (44.0
Other (income) expen: (25E) (1.8 521 2.8 -
Income (loss) before income tax 223 1.€ (142) (0.9 -
Provision for income taxes (benei 73 1.C (18E) (1.0 -
Net income before n-controlling interes 15C 1.1 43 0.2 -
Net (income) loss attributable to r-
controlling interes (86) 0.€ 40 0.2 -
Net income attributable to Spar Grol
Inc. $ 23€ 1.7%$ 3 0.C% -

Net Revenues

Net revenues for the three months ended June 8@, 2&re $13.5 million, compared to $18.9 milliam the three months ended J
30, 2008, a decrease of $5.4 million or 28.7%.

International net revenues totaled $6.7 milliontfoe three months ended June 30, 2009, compa®tdté million for the same peri
in 2008, a decrease of $3.3 million or 32.7%. Therdase in 2009 international net revenues wasapitindue to a reduction in namecurring
project revenue in both; Canada $1.3 million andtfalia $1.0 million, as well as revenue decreasdapan $572,000 and Turkey $433,000.

Domestic net revenues totaled $6.8 million in thee¢ months ended June 30, 2009, compared to $Bi@nfor the same period
2008. Domestic net revenues decreased $2.1 mdliento the reported bankruptcy and eventual lidigda of a major electronics retailer
by a reduction of some non-recurring project wadtially offset by increased project revenue frogav client business.

Approximately 8.3% of the Compars/het revenues for the three months ended Jun2088, resulted from merchandising serv
performed for manufacturers and other clients atu@ti City Stores, Inc. (“Circuit City”)Circuit City filed for protection under the U
Bankruptcy Code in November 2008 and in early 2@085ed its stores and liquidated its assets. €heivables related to Circuit City h:
been appropriately reserved in the allowance foaibtfal accounts.

Cost of Revenues

Cost of revenues consists of in-store labor ard fisanagement wages, related benefits, travel émet direct laborelated expense
Cost of revenues was 69.1% of net revenues fahtlee months ended June 30, 2009 and 72.5% fdhtbe months ended June 30, 2008.

Internationally, the cost of revenues increasetbtd% of net revenues for the three months ended 30, 2009 compared to 73.9%
net revenues for the three months ended June 88, ZBe international cost of revenues percentagease of 1.2% was primarily attribu
to a higher mix of cost margin business in Canada.
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Domestic cost of revenues was 63.1% of net revefurdhe three months ended June 30, 2009 and 7a&f1%t revenues for the th
months ended June 30, 2008. The decrease in costariues as a percentage of net revenues of 8d¥/awue to a favorable mix of busin
and reductions in field costs.

Approximately 84.3% and 86.0% of the Compangomestic cost of revenues in the three montheceddne 30, 2009 and 20
respectively, resulted from in-store merchandipecalist and field management services purchased €ertain of the Comparg/affiliates
SPAR Marketing Services, Inc. (“SMS”), and SPAR Mgement Services, Inc. (“SMSI”), respectively (ddete 6 - RelatedRarty
Transactions).

Selling, General and Administrative Expenses

Selling, general and administrative expenses imcladrporate overhead, project management, infoomatechnology, executi
compensation, human resources, and legal and afguxpenses. As a result of continuing effortseiduce such expenses, selling, gel
and administrative expenses decreased by $6220008.8%, for the three months ended June 30, 20093.9 million compared to $¢
million for the same period in 2008.

International selling, general and administratixpenses totaled $2.0 million for the three monthdeel June 30, 2009, compare
$2.5 million for the same period in 2008. The $4D9, decrease in international selling, general adrinistrative expenses was prime
due to expense reductions in Canada of $237,008r&lia of $151,000 and corporate internationalketigvment spending of $116,000.

Domestic selling, general and administrative expsrietaled $1.9 million for the three months endiede 30, 2009, compared to §
million for the same period in 2008. The decreasddmestic selling, general and administrative agps of $145,000 was primarily due
reduction in salary related expenses.

Depreciation and Amortization

Depreciation and amortization charges for the timeaths ended June 30, 2009, totaled $267,000 221, @00 for the same perioc
2008. The increase was primarily driven by incrdasspitalization of internally developed software.

Interest Expense

Interest expense decreased 44.0% to $45,000 fradhO@8 for the three months ended June 30, 20092808, respectively. Ti
decrease was primarily due to decreases in borgsaimthe domestic division as well as decreaséstamest rates in both the domestic
international divisions.

Other (Income) Expense

Other income totaled $255,000 compared with othgrepse of $521,000 for the three months ended 30ne2009 and 200
respectively. Included in the 2009 second quamsudlts was $285,000 resulting from a credit fooptegal expenses. Included in ot
expense for the three months ended June 30, 2GG8approximately $458,000 for non-recurring legestc

Income Taxes

Income tax provision for the three months endedeJB@, 2009 was $73,000 resulting primarily from f@ovisions related
international profits. Domestic income taxes fag three months ended June 30, 2009, were appradnit5,000 for domestic state tas
There were no tax provisions for federal tax as @mmpany provides a valuation allowance against @deferred benefits arising frc
operating loss carry forwards. Income tax benefitthe three months ended June 30, 2008, was ¥ABBeBulting primarily from a FIN ¢
adjustment from international operations.
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Non-controlling Interest

Non-controlling interest income of approximately $(8®)) and expense of approximately $40,000 resultedh fthe net operatit
profits and losses of the Company’s 51% and 50%eolsubsidiaries for the three months ended Jun208®, and 2008, respectively.

Net Income (Loss)

The Company reported a net income of $236,000Herthree months ended June 30, 2009, or $0.01haee,scompared to a |
income of $3,000, or $0.00 per share, for the spoading period last year.
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Results of Operations

Six months ended June 30, 2009, compared to six niba ended June 30, 2008

The following table sets forth selected financiatadand data as a percentage of net revenuesefqetiiods indicated (in thousar
except percent data).

Six Months Ended June 3

2009 2008 Increase

$ % $ % (decrease
Net revenue $ 28,64¢ 100.%$ 36,36« 100.(% (21.29%
Cost of revenue 20,38 71.2 26,20: 72.1 (22.2)
Selling, general & administrative exper 7,85¢€ 27.4 9,16¢ 25.2 (14.9)
Depreciation and amortizatic 52¢ 1.8 42¢ 1.2 23.t
Interest expens 10€ 0.4 162 0.4 (34.7)
Other (income) expen: (442) (1.5 564 1.€ -
Income (loss) before income tax 217 0.7 (162) (0.5 -
Provision for income taxes (benefit) 222 0.8 (22) (0.2) -
Net loss before nc-controlling interes ) (0.2 (141) (0.9 -
Net (income) loss attributable to r-
controlling interes (46) (0.2) 10€ 0.3 -
Net income (loss) attributable to Sy
Group, Inc. $ 41 0.1%$% (247 (0.1)% -

Net Revenues

Net revenues for the six months ended June 30,,200@ $28.6 million, compared to $36.4 million foe six months ended June
2008, a decrease of $7.7 million or 21.2%.

International net revenues totaled $16.2 milliontfe six months ended June 30, 2009, compare@@d3$nillion for the same peri
in 2008, a decrease of $3.8 million or 18.9%. Therdase in 2009 international net revenues wasapifindue to net revenue decreases it
following countries; Australia $1.7 million, Cana#ia.1 million, Turkey $746,000, Japan $361,000,tB&frica $292,000; and was partic
offset by a net revenue increase in India of $5%3,0

Domestic net revenues totaled $12.4 million in shemonths ended June 30, 2009, compared to $1#lidmfor the same period
2008. Domestic net revenues decreased $4.0 mdliento the reported bankruptcy and eventual lidigda of a major electronics retailer
by a reduction of some non-recurring project waudtially offset by increased project revenue frogav client business.

Approximately 8.8% of the Compars/net revenues for the six months ended June 318, 2@sulted from merchandising serv
performed for manufacturers and other clients acuii City Stores, Inc. (“Circuit City”)Circuit City filed for protection under the U
Bankruptcy Code in November 2008 and in early 2@08sed its stores and liquidated its assets. €heivables related to Circuit City h:
been appropriately reserved in the allowance faibtfal accounts.

Cost of Revenues

Cost of revenues consists of in-store labor ard fisanagement wages, related benefits, travel émet direct laborelated expense
Cost of revenues was 71.1% of net revenues fosithmonths ended June 30, 2009 and 72.1% for theasnths ended June 30, 2008.

Internationally, the cost of revenues increasedat@% of net revenues for the six months ended 30n2009, compared to 74.2%
net revenues for the six months ended June 30,. Z0@8Binternational cost of revenues
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percentage increase of 2.5% was primarily attridbtidea mix of higher cost margin business in CaradhSouth Africa.

Domestic cost of revenues was 63.9% of net revefarethe six months ended June 30, 2009, and 6@##et revenues for the ¢
months ended June 30, 2008. The decrease in costerfues as a percentage of net revenues of 5&tlue to a favorable mix of business.

Approximately 86.5% and 87.0% of the Compangbmestic cost of revenues in the six months edded 30, 2009 and 2008, resu
from in-store merchandiser specialist and field aggment services purchased from certain of the @ayip affiliates, SPAR Marketir
Services, Inc. (“SMS”), and SPAR Management Sesyitec. (“SMSI”), respectively (see Note 6 - Rethfearty Transactions).

Selling, General and Administrative Expenses

Selling, general and administrative expenses imcladrporate overhead, project management, infoomatechnology, executi
compensation, human resources, and legal and afnguxpenses. As a result of continuing effortseiduce such expenses, selling, gel
and administrative expenses decreased by $1.3milir 14.3%, for the six months ended June 3092@0$7.9 million compared to $
million for the same period in 2008.

International selling, general and administratixpenses totaled $4.0 million for the six monthsezhdune 30, 2009, compared to !
million for the same period in 2008. The $700,0@@réase in international selling, general and achtnative expenses was primarily dus
expense reductions to offset lost project revenukustralia of $334,000, Canada $272,000 and catpanternational development spent
of $123,000.

Domestic selling, general and administrative expertstaled $3.9 million for the six months endedel30, 2009, compared to $
million for the same period in 2008. The decreasddmestic selling, general and administrative agps of $608,000 was primarily due
reduction in salary related expenses $417,000 eshated legal expenses $191,000.

Depreciation and Amortization

Depreciation and amortization charges for the sbntins ended June 30, 2009, totaled $529,000 angl eeenparable to $429,000
the same period in 2008. The increase was primariyen by increased capitalization of internalgvedloped software.

Interest Expense

Interest expense decreased 34.7% to $106,000 fiBRA,@00 for the six months ended June 30, 20092808, respectively. TI
decrease was primarily due to decreases in borgsaimthe domestic division as well as decreaséstamest rates in both the domestic
international divisions.

Other (Income) Expense

Other income totaled $442,000 compared with othgrerse of $564,000 for the six months ended June2809 and 200
respectively. Included in other income for the siwnths ended June 30, 2009, was approximately @265,esulting from a favorat
judgment in a legal action and $285,000 for a ¢riedim prior legal expenses. Included in other egeefor the six months ended June
2009, was approximately $458,000 for non-recurlaggl cost.

Income Taxes

Income tax provision for the six months ended JB6e 2009, was $222,000 resulting primarily from facovisions related
international profits. Domestic income taxes foe 8ix months ended June 30, 2009, were approxiyn@8f,000 for domestic state ta
There were no tax provisions for federal tax as @wnpany provides a valuation allowance against @defgrred benefits arising frc
operating loss carry forwards. Income tax
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benefit for the six months ended June 30, 2008apasoximately $21,000 resulting from a FIN 48 atfjusnt from international operations.
Non-controlling Interest

Non-controlling interest income of approximately $(48)) and expense of approximately $106,000 resdtmd the net operatir
losses and profits of the Company’s 51% and 50%eolgubsidiaries for the six months ended June @) 2nd 2008, respectively.

Net Income (Loss)

The Company reported a net income of $41,000 ferstk months ended June 30, 2009, or $0.00 pee sbampared to a net loss
$247,000, or ($0.01) per share, for the correspungeriod last year.

Liquidity and Capital Resources

In the six months ended June 30, 2009, the Compadyet income of $41,000.

Net cash provided by operating activities was $hifion and $2.3 million for the six months endednd 30, 2009 and 20(
respectively.

Net cash used in investing activities for the sianthis ended June 30, 2009, and June 30, 2008, pmexamately $367,000 al
$225,000, respectively. The increase in net castl irsinvesting activities was a result of increhswestment in software development cc

Net cash used in financing activities for the siantihs ended June 30, 2009 and 2008, was approxyn$dté million and $1.0 millior
respectively. The increase in net cash used imfimg activities was primarily a result of addittdqpayments on lines of credit.

The above activity resulted in a decrease in caglcash equivalents for the six months ended JOn2a®9, of $219,000.

At June 30, 2009, the Company had negative workapijtal of $435,000, as compared to a negative $685at December 31, 20!
The Company’s current ratio was 0.97 at June 30928nd 0.96 at December 31, 2008.

In January 2003, the Company (other than SGRBreign subsidiaries) and Webster Business Crediporation, then known
Whitehall Business Credit Corporation (“Websteghtered into the Third Amended and Restated Rewpl@redit and Security Agreem
(as amended, collectively, the “Credit FacilityThe Credit Facility provides for a $7.0 million wving line of credit. In March 2007, t
credit facility was amended to, among other thirdglay the Minimum Fixed Coverage ratio until treurth quarter 2007, establish
EBITDA covenant and increase the interest rate.B$% beginning March 28, 2007. In May 2007, thalitriacility was amended to provi
for an availability reserve of $500,000. In Aug@807, the credit facility was further amended tduee the availability reserve to $250,
until November 30, 2007. On November 16, 2007, Wabamended the credit facility to extend the aldlity reserve of $250,0(
indefinitely and to reduce the revolving line oédit from $7.0 to $5.0 million. In February 200BetCredit Facility was amended to estat
monthly EBITDA covenants until September 30, 20884 to set a Fixed Charge Coverage Ratio covenarthé year ended December
2008. In January 2009, the Credit Facility was amheento extend the agreement until March 15, 200fisathe interest rate to the greate
5%, the Alternative Base Rate plus 1% or the 30LdBYR plus 2.75% and to increase the limit on ¢hpital expenditures to $1.3 million.
March 2009, the Credit Facility was further amenttedxtend the maturity until March 15, 2010, ext¢ine monthly Fixed Charge Cover:
Ratio covenant until March 15, 2010, and resetithi on capital expenditures to $800,000.

Borrowings are based upon a borrowing base forraslaefined in the agreement (principally 85% ofdible” domestic accoun
receivable less certain reserves). The Credit iBaisecured by all of the assets of
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the Companys domestic subsidiaries. The Credit Facility alsaits certain expenditures, including, but not lied to, capital expenditur
and other investments.

In addition, Mr. Robert G. Brown, a Director, thbéd@rman and a major stockholder of SGRP, and Mtliafi H. Bartels, a Directc
the Vice Chairman and a major stockholder of SGR®¢ provided personal guarantees of the Credilitiyaotaling $1.0 million.

The basic interest rate under the Credit Facibtyhie greater of i) Webster's “Alternative Base éRgilus 1.0% per annum, whi
automatically changes with each change made by ¥febs such Alternative Base Rate, ii) LIBOR plug¥526 per annum, or iii) ti
minimum rate imposed by Webster of 5% per annune ddtual average interest rate under the Creditittyagas 5% per annum for the
months ended June 30, 2009. The Credit Facilityeisured by substantially all of the assets of tbengany (other than SGRPforeigr
subsidiaries and their assets).

The domestic revolving loan balances outstandirdguthe Credit Facility were approximately $3.0limil and $4.0 million at June @
2009, and December 31, 2008, respectively. As 0é BD, 2009, the Company had unused availabilibeuthe Credit Facility of $48,000 «
of the remaining maximum $2.0 million unused revdvline of credit.

Because of the requirement to maintain a lock boengement with Webster and Websteability to invoke a subjective accelera
clause at its discretion, borrowings under the Ereacility are classified as current at June 302, and December 31, 2008, in accord
with EITF 9522, Balance Sheet Classification of Borrowings @uising Under Revolving Credit Agreements Thatudel Both a Subjecti
Acceleration Clause and a Lock-Box Agreement.

The Webster credit facility contains certain resive covenants. At June 30, 2009, the Company wasompliance with the:
covenants and does not expect to be in violatidotate measurement dates. However, there can lasswances that the Company will
be in violation of certain covenants in the futared should the Company be in violation; there camd assurances that Webster will i
waivers for any future violations.

The Japanese subsidiary SPAR FM Japan, Inc. haoficredit agreements totaling 100 million Yenapproximately $1.0 millio
(based upon the exchange rate at June 30, 2008 Were no outstanding balances under the lirmeedfit agreements at June 30, 2009.
outstanding balance at December 31, 2008, was sippaitely 100 million Yen, or approximately $1.1 hwh (based upon the exchange
at that date). In addition, the Japanese subsitiadycash balances totaling 113 million Yen, orrapimately $1.2 million (based upon -
exchange rate at June 30, 2009) and 105 million ¥emapproximately $1.2 million (based upon thehaxme rate at December 31, 200¢
June 30, 2009, and December 31, 2008, respectiVbtyaverage interest rate was 2.3% per annunhdosik months ended June 30, 2009.

In 2008, the Australian subsidiary, SPARFACTS Aalsar Pty. Ltd., entered into a revolving line ofedit arrangement wi
Commonwealth Bank of Australia (CBA) for $2.0 molfi (Australian), or approximately $1.6 million (leg@supon the exchange rate at .
30, 2009). At June 30, 2009, SPARFACTS Australia Ptd. had $469,000 (Australian) or $377,000 arding under the line of credit ¢
at December 31, 2008, SPARFACTS Australia Pty. hatl $1.4 million (Australian), or approximately.$Imillion, outstanding under t
line of credit (based upon the exchange rate aetliates). The average interest rate was 9.5%npenafor the six months ended June
2009.

On October 20, 2006, SPAR Canada Company, a wiallyed subsidiary, entered into a secured credéeagent with Royal Bank
Canada providing for a Demand Operating Loan faraximum borrowing of $750,000 (Canadian) or apprately $649,000 (based ug
the exchange rate at June 30, 2009). The DemanchtijgeLoan provides for borrowing based upon arfada as defined in the agreerr
(principally 75% of eligible accounts receivabledecertain deductions) and a minimum total deliangible net worth covenant. On Ma
28, 2008, Royal Bank of Canada amended the secueed agreement to reduce the maximum borrowirs@0,000 (Canadian) however
October 2008; Royal Bank of Canada reinstated daa limit to $750,000 (Canadian). The outstandiafpces under the line of cre
agreement were $540,000 (Canadian) or $467,000$89d,000 (Canadian) or $565,000 at June 30, 2008, ecember 31, 20(
respectively (based upon the exchange rate at thates). The average interest rate was 3.3% pemaior the six months ended June
2009.
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The Company’s international business model is ttnpa with local merchandising companies and comlire Company proprietar
software and expertise in the merchandising andetiag services business with their partedthowledge of the local market. In 2001,
Company established its first subsidiary in Japach lsas continued this strategy. As of this filitlgg Company is currently operating in
countries and has 9 international subsidiariestaeof these international subsidiaries are pabfi, while others are operating at a los
the event of continued losses, the Company magdpained to provide additional cash infusions ittose subsidiaries with losses.

While the Companyg borrowing capacity has been limited in recent thi@nmanagement believes that based upon the oatitin o
the Companys existing credit facilities (or a comparable replaent), projected results of operations, vendgmaat requirements and ot|
financing available to the Company (including amsutue to affiliates), sources of cash availab#ifyuld be manageable and sufficier
support ongoing operations over the next twelve tnrHowever, continued losses, delays in collectibreceivables due from any of
Company’s major clients, or a significant reductinrbusiness from such clients could have a mdtadeaerse effect on the Compasycas!
resources and its ongoing ability to fund operation

The Company’s Credit Facility with Webster is salled for renewal in March 2010.
Certain Contractual Obligations

The following table contains a summary of certafnttee Companys contractual obligations by category as of Junge 2809 (ir
thousands):

Period in which payments are due
Contractual Obligations Less than : More than £
Total year 1-3 years 3-5 years years
Credit Facilities $ 3,82 $ 3,82 $ - $ - $ -
Capital Lease Obligatior 22. 11¢ 10: — —
Operating Lease Obligatiol 2,05! 35! 1,19¢ 50: -
Total $ 6,09° $ 4,29t $1,30: $ 50 $ -

ltem 3. Quantitative and Qualitative Disclosures about Marlet Risk

The Companys accounting policies for financial instruments adidclosures relating to financial instruments ieguhat thi
Companys consolidated balance sheets include the folloviimancial instruments: cash and cash equivaletspunts receivable, accot
payable and lines of credit. The Company carrigseot assets and liabilities at their stated oefamounts in its consolidated finan
statements, as the Company believes those amopmitsxamate the fair value for these items becadshe relatively short period of tin
between origination of the asset or liability aheéit expected realization or payment. The Companwitors the risks associated with a
and liability positions, as well as interest rat#fe Companys investment policy objectives require the predesuwaand safety of tt
principal, and the maximization of the return omdstment based upon its safety and liquidity objest

The Company is exposed to market risk related ¢ovidriable interest rate on its lines of credit. Whe 30, 2009, the Compasy’
outstanding lines of credit totaled approximate3y8million, as noted in the table below (in thauds):

Location Variable Interest Rai!) US Dollars®
United State: 5.0% $ 2,980
International 3.3%- 9.5% 845

$ 3,825

(1) Based on interest rate at June 30, 2009.
(2) Based on exchange rate at June 30, 2009.
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Based on the 2009 average outstanding borrowingsruvariable-rate debt, a opercentage point increase in interest rates v
negatively impact pre-tax earnings and cash flawdHe six months ended June 30, 2009, by appradgigmnd19,000.

The Company has foreign currency exposure witlniesrnational subsidiaries. In both 2009 and 2@B8se exposures are prima
concentrated in the Japanese Yen, Australian Dalldr Canadian Dollar. International revenues ferdix months ended June 30, 2009
2008 were $16.2 million and $20.0 million, respeely. The international division reported a nesépincome of approximately $(403,0
and $257,000 for the six months ended June 30, 2062008, respectively.

In those countries where the Company had riskdogi§in currency exposure, the total assets wererddlion and total liabilities wel
$3.9 million based on exchange rates at June 3®.20

ltem 4. Controls and Procedures

The Company’s Chief Executive Officer and Chiefdfinial Officer evaluated the effectiveness of tlmn@anys disclosure contrc
and procedures (as defined in Exchange Act Rules1%3and 15d4) as of the end of the period covering this repBased on th
evaluation, the Chief Executive Officer and Chiéfidhcial Officer concluded that the Compamylisclosure controls and procedures
effective to provide reasonable assurance thatrirdon required to be disclosed by the Comparhénreports that it files or submits un
the Exchange Act is recorded, processed, summadpedreported within the time periods specified thg Securities and Exchar
Commission’s rules and forms.

The Company has internally documented and tesge¢hiérnal controls over financial reporting asuiegd by Section 404 of tl
Sarbanes-Oxley Act of 2002 and the Company beligvyssn compliance.

There were no significant changes in the Compamgtrnal controls or in other factors that could signifidgrdaffect these contrc
during the three months covered by this reportamfthe end of the reporting period to the datthizf Form 10-Q.
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PART II: OTHER INFORMATION

ltem 1. Legal Proceedings

Safeway Inc. (“Safeway”) filed a Complaint agaif$A Merchandising Co., Inc. (“PIA Co.”a wholly owned subsidiary of SP/
Group, Inc. (“SGRP"), Pivotal Sales Company (“Pait), a wholly-owned subsidiary of PIA Co., and SGRP in Alamedar®p Superic
Court, case no. 2001028498 on October 24, 200Evwssf claims, as subsequently amended, alleged safisetion for breach of contri
and breach of implied contract. PIA Co. and Pivéditatl crosselaims against Safeway on or about March 21, 2668,amended them on
about October 15, 2002, alleging causes of actioRIA Co. and Pivotal against Safeway for breackaftract, interference with econot
relationship, unfair trade practices and unjustcliment. Trial commenced in March 2006.

On May 26, 2006, the jury in this case returneeulict resulting in a net award of $1,307,700 teoRil, a SGRP subsidiary. This
award is to be paid by Safeway and resulted fropatsge jury findings that awarded damages to tI8§3BP subsidiaries on certain cla
and damages to Safeway on other claims. In paaticthe jury awarded damages to Pivotal of $5,78D®r Safeways interference wi
Pivotal's contractual relationships with third parbanufacturers and also awarded $782,400 to Pimath PIA Co. for Safewayg’ breach ¢
contract with those SGRP subsidiaries. The juryrdeé damages to Safeway of $5,235,579 for breaclomfact by SGRP and those SC
subsidiaries. Judgment was entered in favor oftBivan August 14, 2006 for $1,307,700. Both sidlesifpost trial motions but all post tr
motions were denied. Notices of Appeal were theéeediled by both Safeway and Pivotal/PIA/SGRP.d&al/PIA/SGRP is seeking to he
Safeways award overturned, thereby increasing the awaRivotal by over $5 million. Safeway is seekinghtve overturned the $5,760,¢
award against it for interference with contractugtionships. With the appeals pending, the papgrticipated in a mediation of the disp
but it was not successful in resolving the ma#ecordingly, the appeals are proceeding.

Briefing on the appeals commenced in the secondteuaf 2008, and the case was fully briefed by iAp009. An oral argume
hearing date will be assigned by the California €ofiAppeal. The appellate process in the CouAmbeal is expected to last until late 2(
The Company has recorded the net $1.3 million juelgraward in other assets.

In addition to the above, the Company is a partyanous other legal actions and administrativecpealings arising in the norn
course of business. In the opinion of the Compamyanagement, disposition of these other mattersiar anticipated to have a mate
adverse effect on the financial position, resultsgerations or cash flows of the Company.

ltem 1A. Risk Factors
Risks of a Nasdaq Delisting

SGRP&s common stock is currently trading, has recentigléd and could continue to trade for less thaBGper share, which is bel
Nasdal’s minimum trading price for continued listing oretNasdaq stock market. In response to market gonsdjtlate last year Nasc
temporarily suspended the enforcement of its reggsiring a minimum $1.00 closing bid price (anthted minimum required market va
of publicly held shares) for all its listed compasiibut that enforcement suspension expired on ®y12009. There can be no assuranct
SGRP will be in compliance in the future with Nagdacontinued listing requirements. If SGRRtock continues to trade below $1
Nasdaq may give SGRP notice of -compliance, which starts a six month cure periodnduwhich SGRP may endeavor to once a
satisfy Nasdaq'’s continued listing requirementsl fiiSGRP continues to be in na@ompliance after such six month cure period endsda
may commence delisting procedures against SGRihdwhich SGRP will have additional time of up i& months to appeal and correct
non-compliance). If SGRP’s shares were ultimatedlisted by Nasdaq, the market liquidity of SGRRommon stock could be advers
affected and its market price could decrease, ¢wvengh such shares may continue to be traded “thesicounter”,due to (among oth
things) the potential for increased spreads betwédshand asks, lower trading volumes and repodglgys in over-theounter trades and t
negative implications and perceptions that couiskairom such a delisting.
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Existing Risk Factors

The Company’s Annual Report for 2008 on FormKl@escribes various risk factors applicable to @mmpany and its businesse:
Item 1A under the caption “Risk Factorsthich risk factors are incorporated by referende this Quarterly Report. Except for the addi
of the newRisks of a Nasdaq Delisting in this Quarterly Report, above, there have beematerial changes in the Compasiyisk factor
since the Company’s Annual Report for 2008 on FaaK.

Item 2.  Unregistered Sales of Equity Securities and Use Bfoceeds

Item 2(a): Not applicable
Item 2(b): Not applicable
Item 2(c): Not applicable

Item 3.  Defaults upon Senior Securities

Item 3(a): Defaults under Indebtedness: None.
Item 3(b): Defaults under Preferred Stock: None.

ltem 4. Submission of Matters to a Vote of Security Holders
Not applicable.

Item 5.  Other Information
Not applicable.

ltem 6.  Exhibits

31.1 Certification of the CEO pursuant to 18 U.S.C. ®eci350 adopted pursuant to Section 302 o
Sarbanes-Oxley Act of 2002, as filed herewith.

31.2 Certification of the CFO pursuant to 18 U.S.C. ®ecfi350 adopted pursuant to Section 302 o
Sarbanes-Oxley Act of 2002, as filed herewith.

32.1 Certification of the CEO pursuant to 18 U.S.C. 8eci350 adopted pursuant to Section 906 o
Sarbanes-Oxley Act of 2002, as filed herewith.

32.2 Certification of the CFO pursuant to 18 U.S.C. 8er350 adopted pursuant to Section 906 o
Sarbane-Oxley Act of 2002, as filed herewit
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SPAR Group, Inc. and Subsidiaries

SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causeddport to be signed on its betl
by the undersigned thereunto duly authorized.

Date: August 14, 200 SPAR Group, Inc., Registra

By: /s/ James R. Seqre

James R. Segre

Chief Financial Officer, Treasurer, Secretary
and duly authorized signato
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SPAR Group, Inc. and Subsidiaries

EXHIBIT 31.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUA NT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Gary S. Raymond, certify that:

1. | have reviewed this quarterly report on FormQ@br the six-month period ended June 30, 2008 (teport”), of SPAR Group, Int
(the “registrant”);

2. Based on my knowledge, this report does notaiortny untrue statement of a material fact or amgtate a material fact neces:
to make the statements made, in light of the cistances under which such statements were madejisieading with respect to the per
covered by this report;

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrang other certifying officer(s) and | are responsifae establishing and maintaining disclosure cdstend procedur:
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repagtifas defined in Exchange Act Rt
13a-15(f) and 15d-15(f)) for the registrant andénav

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedoifee 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, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financégarting or caused such internal control over fai@reporting to be
designed under our supervision, to provide readerssurance regarding the reliability of financegorting and the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

(c) Evaluated the effectiveness of the registratigslosure controls and procedures and presentthisi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this report based
on such evaluation;

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportitiiat occurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegistrant’s internal control over financial repogdj and

5. The registran$ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitaodmmittee of the registrarst’'board of directors (or persons performing theivaeden!
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal copirer financial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial information;
and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a samtifiole in the
registrant’s internal control over financial repogt

Date: August 14, 200 /s/ Gary S. Raymon
Gary S. Raymond
President and Chief Executive Offic
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SPAR Group, Inc. and Subsidiaries

EXHIBIT 31.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUA NT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, James R. Segreto, certify that:

1. | have reviewed this quarterly report on FormQ@br the six-month period ended June 30, 2008 (teport”), of SPAR Group, In
(the “registrant”);

2. Based on my knowledge, this report does notaiortny untrue statement of a material fact or amgtate a material fact neces:
to make the statements made, in light of the cistances under which such statements were madejisietading with respect to the per
covered by this report;

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrang other certifying officer(s) and | are responsifue establishing and maintaining disclosure cdstend procedur:
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repagtifas defined in Exchange Act Rt
13a-15(f) and 15d-15(f))for the registrant and have

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge 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, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financégarting or caused such internal control over fai@reporting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financegorting and the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentthisi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this report based
on such evaluation;

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegistrant’s internal control over financial repogdj and

5. The registran$ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’'s auditors and theitaadmmittee of the registramst’board of directors (or persons performing theivedent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céopirer financial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial information;
and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a samtifiole in the
registrant’s internal control over financial repogt

Date: August 14, 2009
/s/ James R. Segre
James R. Segreto, Chief Financial Officer,
Treasurer and Secrete
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SPAR Group, Inc. and Subsidiaries

EXHIBIT 32.1

Certification of the Chief Executive Officer Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the quarterly report on FormQG@er the six-month period ended June 30, 200$ (tieiport”), of SPAR Group, In
(the “registrant”), the undersigned hereby cerifieat, to his knowledge:

1. The report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExcleaAgt of 1934, as amended, and

2. The information contained in the report fairhggents, in all material respects, the financialdition and results of operations of
registrant.

/s/ Gary S. Raymon
Gary S. Raymond
President and Chief Executive Officer

August 14, 200!

A signed original of this written statement required by Section 906 has been provided to SPAR Groumd. and will be retained by
SPAR Group, Inc., and furnished to the Securitiesad Exchange Commission or its staff upon request.
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SPAR Group, Inc. and Subsidiaries

EXHIBIT 32.2

Certification of the Chief Financial Officer Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the quarterly report on FormQG@er the six-month period ended June 30, 200$ (tieiport”), of SPAR Group, In
(the “registrant”), the undersigned hereby cerifieat, to his knowledge:

1. The report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExcleaAgt of 1934, as amended, and

2. The information contained in the report fairhggents, in all material respects, the financialdétion and results of operations of
registrant.

/s/ James R. Seqgre

James R. Segreto

Chief Financial Officer, Treasurer and
Secretary

August 14, 200!

A signed original of this written statement required by Section 906 has been provided to SPAR Groumd. and will be retained by
SPAR Group, Inc., and furnished to the Securitiesad Exchange Commission or its staff upon request.
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