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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements.
ProPhase Labs, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(in thousands, except share and per share amounts)
(unaudited)

September 30, 2011 December 31, 2010
ASSETS
Cash and cash equivalents (Note 2) $ 4,616 $ 8,232
Accounts receivable, net of doubtful accounts of zero and
$13, respectively (Note 2) 4,419 4,821
Inventory, net (Note 2) 3,518 1,682
Prepaid expenses and other current assets 1,835 883
Assets held for sale (Note 2) - 138
Total current assets 14,388 15,756
Intangible asset, licensed technology (Note 3) 3,577 3,577
Property, plant and equipment, net of accumulated depreciation
of $3,549 and $3,389, respectively (Note 2) 2,353 2,362
$ 20,318 $ 21,695
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES:
Accounts payable $ 726 $ 489
Accrued royalties (Note 4) 3,524 3,524
Accrued advertising and other allowances 2,919 3,524
Other current liabilities 405 698
Total current liabilities 7,574 8,235
Commitments and contingencies (Note 4) - -
STOCKHOLDERS' EQUITY:
Common Stock, $.0005 par value; authorized 50,000,000;
issued: 19,927,199 and 19,353,672 shares, respectively (Note 5) 10 10
Additional paid-in-capital 41,237 40,627
Accumulated deficit (2,866) (1,989)
Treasury stock, at cost 5,336,053 and 4,646,053
shares, respectively (Note 5) (25,637) (25,188)
Total stockholders' equity 12,744 13,460
$ 20,318 $ 21,695

See accompanying notes to condensed consolidated financial statements



ProPhase Labs, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations
(in thousands, except per share amounts)

(unaudited)

Net sales (Nate 2)
Cost of sales (Nate 2)
Gross profit
Operating expenses.
Sales and marketing
Administration
Research and development
Incorre (loss) fromoperations
Interest and other income
Incone (lcss) before incorre taxes
Incorre tax (kenefit) (Note 6)
Net incame (loss)
Basic and dilutive earnings (loss) per share:

Income (loss) fromoperations
Net income (Icss)

Weighted average common shares outstanding:

Basic and diluted

Three Months Ended Nine Mmths Enced
Septermber 30, 2011 Septamber 30, 2010 September 30, 2011 September 30, 2010
$ 5083 $ 5,204 $ 9,992 $ 8,310
1487 1,54 3,508 3,059
3596 3,610 6,484 5,251
1158 o0 3,376 2,418
1134 1,303 3,417 4,532
198 468 54 712
2490 2,675 7,387 7,662
1,106 935 (903) (2,411)
4 12 26 41
1110 A7 877) (2,370)
S 1110 $ U $____@Bm 3 2,310
$ 007 $ 006 $ 006 $ 0.17)
$ 007 $ 0.06 $ (0.06) $ (0.17)
15113 14,659 14,901 14,152

See accompanying notes to condensed consolidated financial statements



Balance at December 31, 2010
Net loss
Share-based compensation expense

Common stock granted pursuant to
employment agreements

Common stock granted pursuant to a
compensation plan

Treasury stock purchase

Balance at September 30, 2011

Stockholders’ Equity
(in thousands, except share data)
(unaudited)

Additional
Common Stock Par Paid-In Accumulated Treasury

Shares Value Capital Deficit Stock Total
14707619 $ 10 $ 40627 § (1989 $ (25188) $ 13,460
877) 877)
94 - - 94
459,517 - 395 - - 395
114,010 - 21 - - 121
(690,000) (449) (449)
14591146 $ 10 $ 41237 §  (2866) $ (25637) $ 12,744

See accompanying notes to condensed consolidated financial statements



ProPhase Labs, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows

(in thousands)
(unaudited)

Cash Flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Depreciation and amortization
Share-based compensation expense
Gain on sale of asset
Sales discounts and provision for bad debts
Inventory valuation provision
Changes in operating assets and liabilities:
Accounts receivable
Inventory
Accounts payable
Accrued advertising and other allowances
Other operating assets and liabilities, net
Net cash used in operating activities

Cash flows from investing activities:
Capital expenditures
Proceeds from the sale of fixed assets
Acquisition of product license
Net cash flows used in investing activities

Cash flows from financing activities:
Proceeds from the exercise of stock options
Purchase of treasury stock
Net cash provided by (used in) financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:
Income taxes paid

Common stock issued to Phosphagenics Limited
pursuant to a product license agreement

Common stock issued, in lieu of cash, as payment
of accrued compensation

See accompanying notes to condensed consolidated financial statements

Nine Months Ended

September 30, 2011

September 30, 2010

(877) $ (2,370)
297 265
316 97
(28) -
28 (26)
20 (989)
374 (1,166)
(1,856) 26
237 53
(605) 653
(951) 374
(3,045) (3,083)
(288) (146)
166 -
- (1,000)
(122) (1,146)
- 133

(449) -

(449) 133

(3,616) (4,096)
8,232 12,801
4,616 $ 8,705
- $ -

- $ 2,577

294 $ -




ProPhase Labs, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 1 — Organization and Business

ProPhase Labs, Inc. (“we”, “us” or the “Company”), organized under the laws of the State of Nevada, is a
manufacturer, marketer and distributor of a diversified range of homeopathic and health products that are offered
to the general public. We are also engaged in the research and development of potential over-the-counter (“OTC”)
drug, natural base health products along with supplements, personal care and cosmeceutical products.

Our primary business is currently the manufacture, distribution, marketing and sale of OTC cold remedy
products to consumers through national chain, regional, specialty and local retail stores. One of our principal
products is Cold-EEZE®, a line of zinc gluconate glycine products. Cold-EEZE® lozenges are proven in clinical
studies to reduce the duration and severity of the common cold symptoms by nearly half. Cold-EEZE® is an
established product in the health care and cold remedy market. For the three and nine months ended September
30, 2011 and 2010, our revenues from continuing operations have come principally from our OTC cold remedy
products.

On March 22, 2010, the Company, Phosphagenics Limited (“PSI Parent”), an Australian corporation,
Phosphagenics Inc. (“PSI”), a Delaware corporation and subsidiary of PSI Parent, and Phusion Laboratories, LLC
(the “Joint Venture”), a Delaware limited liability company, entered into a Limited Liability Company Agreement
(the “LLC Agreement”) of the Joint Venture and additional related agreements for the purpose of developing and
commercializing, for worldwide distribution and sale, a wide range of non-prescription remedies using PSI
Parent’s proprietary patented TPM™ technology (“TPM”). TPM facilitates the delivery and depth of penetration
of active molecules in pharmaceutical, nutraceutical, and other products. Pursuant to the LLC Agreement, we and
PSI each own a 50% membership interest in the Joint Venture (see Note 3).

We use a December 31 year-end for financial reporting purposes. References herein to the fiscal year
ended December 31, 2011 shall be the term “Fiscal 2011” and references to other “Fiscal” years shall mean the
year, which ended on December 31 of the year indicated. The term “we”, “us” or the “Company” as used herein

also refer, where appropriate, to the Company, together with its subsidiaries unless the context otherwise requires.

Our balance sheet at December 31, 2010 has been reclassified to conform to our current period ended
September 30, 2011 presentation.

Note 2 — Summary of Significant Accounting Policies

Basis of Presentation

The unaudited condensed consolidated financial statements have been prepared in accordance with
generally accepted accounting principles for interim financial statements and within the rules of the Securities and
Exchange Commission (“SEC”) applicable to interim financial statements and therefore do not include all disclosures
that might normally be required for financial statements prepared in accordance with generally accepted accounting
principles. The accompanying unaudited condensed consolidated financial statements have been prepared by
management without audit and should be read in conjunction with our consolidated financial statements, including the
notes thereto, appearing in our Annual Report on Form 10-K for the year ended December 31, 2010. In the opinion of
management, all adjustments necessary for a fair presentation of the consolidated financial position, consolidated
results of operations and consolidated cash flows, for the periods indicated, have been made. The results of
operations for the three and nine months ended September 30, 2011 are not necessarily indicative of operating results
that may be achieved over the course of the full year.



ProPhase Labs, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 2 — Summary of Significant Accounting Policies - continued

Seasonality of the Business

Our net sales are derived principally from our OTC cold remedy products. Currently, our sales are
influenced by and subject to fluctuations in the timing of purchase and the ultimate level of demand for our
products which are a function of the timing, length and severity of each cold season. Generally, a cold season is
defined as the period of September to March when the incidence of the common cold rises as a consequence of the
change in weather and other factors. We generally experience in the fourth quarter higher levels of net sales along
with a corresponding increase in marketing and advertising expenditures designed to promote our products during
the cold season. Revenues and related marketing costs are generally at their lowest levels in the second quarter
when consumer demand generally declines and retail customers balance their inventory positions as cold season
consumer demand subsides. We track health and wellness trends and develop retail promotional strategies to align
our production scheduling, inventory management and marketing programs to optimize consumer purchases.

Use of Estimates

The preparation of financial statements and the accompanying notes thereto, in conformity with generally
accepted accounting principles, requires management to make estimates and assumptions that affect our reported
amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the respective reporting periods. Examples
include the provision for bad debt, sales returns and allowances, inventory obsolescence, useful lives of property
and equipment and intangible assets, impairment of property and equipment and intangible assets, income tax
valuations and assumptions related to accrued advertising. These estimates and assumptions are based on
historical experience, current trends and other factors that management believes to be relevant at the time the
financial statements are prepared. Management reviews the accounting policies, assumptions, estimates and
judgments on a quarterly basis. Actual results could differ from those estimates.

Our primary product, Cold-EEZE® lozenges, utilizes a proprietary zinc formulation which has been
clinically proven to reduce the severity and duration of common cold symptoms. Factors considered in estimating
the appropriate sales returns and allowances for this product include it being (i) a unique product with limited
competitors, (ii) competitively priced, (iii) promoted, (iv) unaffected for remaining shelf-life as there is no product
expiration date and (v) monitored for inventory levels at major customers and third-party consumption data. In
addition to Cold-EEZE® lozenges we market and distribute a new Cold-EEZE® Oral Spray and Kids-EEZE® Chest
Relief, Kids-EEZE® Cough Cold and Kids-EEZE® Allergy children OTC cold remedies (“Kids-EEZE®
Products™. In August 2011, we introduced a new Cold-EEZE® Oral Spray containing our proprietary zinc
formulation in a liquid spray form. We introduced Kids-EEZE® Chest Relief in Fiscal 2008 and expanded the
product line to include Kids-EEZE® Cough Cold and Kids-EEZE® Allergy in Fiscal 2010. We also manufacture,
market and distribute an organic cough drop and a Vitamin C supplement (“Organix”). Each of the Cold-EEZE®
Oral Spray products, Kids-EEZE® Products and Organix® products carry shelf-life expiration dates for which we
aggregate such new product market experience data and update its sales returns and allowances estimates
accordingly. Sales allowances estimates are tracked at the specific customer and product line levels and are tested
on an annual historical basis, and reviewed quarterly. Additionally, we monitor current developments by customer,
market conditions and any other occurrences that could affect the expected provisions relative to net sales for the
period presented.

Cash Equivalents

We consider all highly liquid investments with an initial maturity of three months or less at the time of
purchase to be cash equivalents. Cash equivalents include cash on hand and monies invested in money market
funds. The carrying amount approximates the fair market value due to the short-term maturity of these
investments.



ProPhase Labs, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 2 — Summary of Significant Accounting Policies - continued

Inventory Valuation

Inventory is valued at the lower of cost, determined on a first-in, first-out basis (“FIFO”), or market.
Inventory items are analyzed to determine cost and the market value and, if appropriate, an inventory write-down
to market (adjusted basis) is charged to operations in the applicable period. At September 30, 2011 and December
31, 2010, inventory included raw material, work in progress and packaging amounts of $1.3 million and $742,000,
respectively, and finished goods of $2.2 million and $940,000, respectively.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. We use a combination of straight-line and accelerated
methods in computing depreciation for financial reporting purposes. Depreciation expense is computed in
accordance with the following ranges of estimated asset lives: building and improvements - fifteen to thirty-nine
years; machinery and equipment - three to seven years; computer software - three years; and furniture and fixtures
— five years.

Concentration of Risks

Future revenues, costs, margins, and profits will continue to be influenced by our ability to maintain our
manufacturing availability and capacity together with our marketing and distribution capabilities and the
regulatory requirements associated with the development of OTC drug, personal care or other products in order to
continue to compete on a national level and/or international level.

Our business is subject to federal and state laws and regulations adopted for the health and safety of users
of our products. Our OTC cold remedy products are subject to regulations by various federal, state and local
agencies, including the Food and Drug Administration (“FDA”) and, as applicable, the Homeopathic
Pharmacopoeia of the United States.

Financial instruments that potentially subject us to significant concentrations of credit risk consist
principally of cash investments and trade accounts receivable.

We maintain cash and cash equivalents with certain major financial institutions. As of September 30,
2011, our cash balance was $4.6 million and bank balance was $6.2 million. Of the total bank balance, $1.7
million was covered by federal depository insurance and $4.5 million was uninsured.

Our trade accounts receivable potentially subject us to credit concentrations from time-to-time as a
consequence of the timing, payment pattern and ultimate purchase volumes or shipping schedules with our
customers. We extend credit to our customers based upon an evaluation of the customer’s financial condition and
credit history and generally we do not require collateral. Our broad range of customers includes many large
wholesalers, mass merchandisers and multi-outlet pharmacy and chain drug stores. These credit concentrations
may impact our overall exposure to credit risk, either positively or negatively, in that our customers may be
similarly affected by changes in economic, regulatory or other conditions that may impact the timing and
collectability of amounts due to us. Our largest accounts receivable balances are with three customers representing
approximately 64% and 39% of total trade receivable balances at September 30, 2011 and December 31, 2010,
respectively.



ProPhase Labs, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 2 — Summary of Significant Accounting Policies - continued

Our revenues are principally generated from the sale of OTC cold remedy products which represented
approximately 96% and 97% of total revenues for the nine months ended September 30, 2011 and 2010,
respectively. A significant portion of our business is highly seasonal, which causes major variations in operating
results from quarter to quarter. The third and fourth quarters generally represent the largest sales volume for the
OTC cold remedy products. For the three and nine months ended September 30, 2011 and 2010, effectively all of
our net sales were related to domestic markets.

Long-lived Assets

We review our carrying value of our long-lived assets with definite lives whenever events or changes in
circumstances indicate that the carrying amount of the assets may not be recoverable. When indicators of
impairment exist, we determine whether the estimated undiscounted sum of the future cash flows of such assets is
less than their carrying amounts. If less, an impairment loss is recognized in the amount, if any, by which the
carrying amount of such assets exceeds their respective fair values. The determination of fair value is based on
guoted market prices in active markets, if available, or independent appraisals; sales price negotiations; or
projected future cash flows discounted at a rate determined by management to be commensurate with our business
risk. The estimation of fair value utilizing discounted forecasted cash flows includes significant judgments
regarding assumptions of revenue, operating and marketing costs; selling and administrative expenses; interest
rates; property and equipment additions and retirements; industry competition; and general economic and business
conditions, among other factors.

Fair value is based on the prices that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. In order to increase consistency and
comparability in fair value measurements, a three-tier fair value hierarchy prioritizes the inputs used to measure
fair value. These tiers include: Level 1, defined as observable inputs such as quoted prices in active markets; Level
2, defined as inputs other than quoted prices in active markets that are either directly or indirectly observable; and
Level 3, defined as unobservable inputs for which little or no market data exists, therefore requiring an entity to
develop its own assumptions.

The fair value of the reported Assets Held For Sale at December 31, 2010 of $138,000 was arrived at
through bids generated from interested third party purchasers and guidance from a third party real estate advisor
thereby relating to Level 3 fair value hierarchy. In February 2011, we derived net proceeds from the sale of these
assets of $166,000.

Fair Value of Financial Instruments

We categorize our financial instruments into a three-level fair value hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value into three broad levels. The fair value hierarchy gives the highest
priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest priority to
unobservable inputs (Level 3). If the inputs used to measure fair value fall within different levels of the hierarchy,
the category level is based on the lowest priority level input that is significant to the fair value measurement of the
instrument.

Financial assets recorded at fair value on our consolidated balance sheets are categorized as either (i) Level
1: unadjusted quoted prices for identical assets in an active market, (ii) Level 2: quoted prices in markets that are
not active or inputs that are observable either directly or indirectly for substantially the full-term of the asset or (iii)
Level 3: prices or valuation techniques that require inputs that are both unobservable and significant to the overall
fair value measurement.

10



ProPhase Labs, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 2 — Summary of Significant Accounting Policies - continued

Cash and cash equivalents, accounts receivable and accounts payable are reflected in the Condensed
Consolidated Financial Statements at carrying value which approximates fair value because of the short-term
maturity of these instruments. Determination of fair value of related party payables, if any, is not practicable due
to their related party nature.

Revenue Recognition

Sales are recognized at the time ownership is transferred to the customer. Revenue is reduced for trade
promotions, estimated sales returns, cash discounts and other allowances in the same period as the related sales are
recorded. We make estimates of potential future product returns and other allowances related to current period
revenue. We analyze historical returns, current trends, and changes in customer and consumer demand when
evaluating the adequacy of the sales returns and other allowances.

We do not impose a period of time within which product may be returned. All requests for product returns
must be submitted to us for pre-approval. The main components of our returns policy are: (i) we will accept
returns that are due to damaged product that is un-saleable and such return request activity falls within an
acceptable range, (ii) we will accept returns for products that have reached or exceeded designated expiration dates
and (iii) we will accept returns in the event that we discontinue a product provided that the customer will have the
right to return only such items that it purchased directly from us. We will not accept return requests pertaining to
customer inventory “Overstocking” or “Resets”. We will only accept return requests for product in its intended
package configuration. We reserve the right to terminate shipment of product to customers who have made
unauthorized deductions contrary to our return policy or pursue other methods of reimbursement. We compensate
the customer for authorized returns by means of a credit applied to amounts owed or to be owed and in the case of
discontinued product only, also by way of an exchange. We do not have any significant product exchange history.

As of September 30, 2011 and December 31, 2010, we included a provision for sales allowances of
$147,000 and $106,000, respectively, which are reported as a reduction to account receivables. We also included
an estimate of the uncollectability of our accounts receivable as an allowance for doubtful accounts of zero and
$13,000 as of September 30, 2011 and December 31, 2010, respectively. Additionally, accrued advertising and
other allowances as of September 30, 2011 included $1.8 million for estimated future sales returns, $999,000 for
cooperative incentive promotion costs and $159,000 for certain other advertising and marketing promotions. As of
December 31, 2010 accrued advertising and other allowances included $1.5 million for estimated future sales
returns, $1.2 million for cooperative incentive promotion costs and $828,000 for certain other advertising and
marketing promotions.

Shipping and Handling
Product sales carry shipping and handling charges to the purchaser, included as part of the invoiced price,
which is classified as revenue. In all cases, costs related to this revenue are recorded in cost of sales.

Stock Compensation

We recognize all share-based payments to employees and directors, including grants of stock options, as
compensation expense in the financial statements based on their fair values. Fair values of stock options are
determined through the use of the Black-Scholes option pricing model. The compensation cost is recognized as an
expense over the requisite service period of the award, which usually coincides with the vesting period.

11



ProPhase Labs, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 2 — Summary of Significant Accounting Policies - continued

Stock options for purchase of our common stock, $0.0005 par value (“Common Stock™), have been
granted to both employees and non-employees. Options are exercisable during a period determined by us, but in
no event later than ten years from the date granted. For the three months ended September 30, 2011 and 2010, we
charged to operations an aggregate of $125,000 and $13,000, respectively, for share-based compensation expense
for the grant of stock and stock options pursuant to our stock option plans and certain employment arrangements
(see Note 5). For the nine months ended September 30, 2011 and 2010, we charged to operations an aggregate of
$316,000 and $48,000, respectively, for share-based compensation expense for the grant of stock and stock options
pursuant to our stock option plans and certain employment arrangements

Variable Interest Entity

The Joint Venture, of which we own a 50% membership interest, qualifies as a variable interest entity
(“VIE™) and we have consolidated the Joint Venture beginning with the quarter ended March 31, 2010 (see Note
3).

Advertising and Incentive Promotions

Advertising and incentive promotion costs are expensed within the period in which they are utilized.
Advertising and incentive promotion expense is comprised of media advertising, presented as part of sales and
marketing expense, cooperative incentive promotions and coupon program expenses, which are accounted for as
part of net sales, and free product, which is accounted for as part of cost of sales. Advertising and incentive
promotion costs incurred for the three months ended September 30, 2011 and 2010 were $1.7 million and $1.9
million, respectively. Advertising and incentive promotion costs incurred for the nine months ended September 30,
2011 and 2010 were $3.9 million and $3.2 million, respectively. Included in prepaid expenses and other current
assets was $1.5 million and $189,000 at September 30, 2011 and December 31, 2010, respectively, relating to
prepaid advertising and promotion expense.

Research and Development

Research and development costs are charged to operations in the period incurred. Research and
development costs for the three months ended September 30, 2011 and 2010 were $198,000 and $468,000,
respectively. Research and development costs for the nine months ended September 30, 2011 and 2010 were
$594,000 and $712,000, respectively. Research and development costs are principally related to new product
development initiatives and costs associated with our OTC cold remedy products.

Income Taxes

We utilize the asset and liability approach which requires the recognition of deferred tax assets and
liabilities for the future tax consequences of events that have been recognized in our financial statements or tax
returns. In estimating future tax consequences, we generally consider all expected future events other than
enactments of changes in the tax law or rates. Until sufficient taxable income to offset the temporary timing
differences attributable to operations and the tax deductions attributable to option, warrant and stock activities are
assured, a valuation allowance equaling the total deferred tax asset is being provided (see Note 6).

We utilize a two-step approach to recognizing and measuring uncertain tax positions. The first step is to
evaluate the tax position for recognition by determining if the weight of available evidence indicates that it is more
likely than not that the position will be sustained on audit, including resolution of related appeals or litigation
processes, if any. The second step is to measure the tax benefit as the largest amount which is more than fifty
percent likely of being realized upon ultimate settlement. Any interest or penalties related to uncertain tax
positions will be recorded as interest or administrative expense, respectively.

12



ProPhase Labs, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 2 — Summary of Significant Accounting Policies - continued

As a result of our continuing tax losses, we have recorded a full valuation allowance against a net deferred
tax asset. Additionally, we have not recorded a liability for unrecognized tax benefits. The tax years 2004 through
2010 remain open to examination by the major taxing jurisdictions to which we are subject.

Recently Issued Accounting Standards

In November 2008, the SEC issued for comment a proposed roadmap regarding the potential use by U.S.
issuers of financial statements prepared in accordance with International Financial Reporting Standards (“IFRS”).
IFRS is a comprehensive series of accounting standards published by the International Accounting Standards
Board (“IASB”). The proposed roadmap has since been superseded by an SEC work plan and no date is currently
proposed that we could be required to prepare financial statements in accordance with IFRS. The SEC has targeted
late 2011 to make a determination regarding the mandatory adoption of IFRS. We are currently assessing the
impact that this potential change would have on our consolidated financial statements and we will continue to
monitor the development of the potential implementation of IFRS.

In June 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update
No. 2011-05, “Comprehensive Income (ASC Topic 220): Presentation of Comprehensive Income,” (*“ASU 2011-
05) which amends current comprehensive income guidance. This accounting update eliminates the option to
present the components of other comprehensive income as part of the statement of shareholders’ equity. Instead,
comprehensive income must be presented in either a single continuous statement of comprehensive income which
contains two sections, net income and other comprehensive income, or in two separate but consecutive statements.
ASU 2011-05 will be effective for fiscal periods beginning after December 15, 2011 with early adoption
permitted. The adoption of ASU 2011-05 will not have a material impact on our consolidated financial position,
results of operations or cash flows.

In September 2011, the FASB issued Accounting Standards Update No. 2011-08, “Intangibles — Goodwill
and Other Topics” (“ASU 2011-08") which provides authoritative guidance on testing goodwill for impairment
that will become effective beginning January 1, 2012, with earlier adoption permitted. The revised standard is
intended to reduce the cost and complexity of the annual goodwill impairment test by providing entities an option
to first assess qualitative factors to determine whether it is necessary to perform the two-step quantitative goodwill
impairment test. Under ASU 2011-08, an entity would not be required to calculate the fair value of a reporting unit
unless the entity determines, based on a qualitative assessment, that it is more likely than not that its fair value is
less than its carrying amount. The amendments include a number of events and circumstances for an entity to
consider in conducting the qualitative assessment. We are currently assessing the potential impact on the adoption
of this guidance on our financial statements.

Note 3 — Investment in Phusion Laboratories, LLC.

On March 22, 2010, the Company, PSI Parent, PSI and the Joint Venture entered into the LLC Agreement
of the Joint Venture and additional related agreements for the purpose of developing and commercializing, for
worldwide distribution and sale, a wide range of non-prescription remedies using PSI Parent’s proprietary patented
TPM.

In connection with the LLC Agreement, PSI Parent granted to us, pursuant to the terms of a License
Agreement, dated March 22, 2010 (the “Original License Agreement™), (i) an exclusive, royalty-free, world-wide
(subject to certain limitations), paid-up license to exploit OTC drugs and certain other products that embody
certain of PSI Parent’s TPM-related patents and related know-how (collectively, the “PSI Technology”) and (ii) a
non-exclusive, royalty-free, world-wide (subject to certain limitations), paid-up license to exploit certain
compounds that embody the PSI Technology for use in a product combining one or more of such compounds with
an OTC drug or in a product that is part of a regimen that includes the application of an OTC drug.
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Note 3 — Investment in Phusion Laboratories, LLC. — continued

Pursuant to the Original License Agreement, we issued 1,440,000 shares of our Common Stock having an
aggregate value of approximately $2.6 million to PSI Parent (such shares, the “PSI Shares”), and made a one-time
payment to PSI Parent of $1.0 million. PSI Parent has agreed, pursuant to a Share Transfer Restriction Agreement,
dated March 22, 2010 (the “Share Transfer Restriction Agreement”), between us and PSI Parent, that, with certain
exceptions, it will not sell or otherwise dispose of any of the PSI Shares prior to June 1, 2012. The PSI Shares
were issued pursuant to an exemption from registration under the Securities Act, by virtue of Section 4(2) of the
Securities Act and by virtue of Rule 506 of Regulation D under the Securities Act. Such sale and issuance did not
involve any public offering and was made without general solicitation or advertising. Additionally, PSI Parent
represented to us, among other things, that PSI Parent is not a US Person (as defined in Regulation S under the
Securities Act), that PSI Parent is an accredited investor with access to all relevant information necessary to
evaluate its investment and that the PSI Shares were being acquired for investment purposes only.

In September 2011, Phosphagenics entered into certain Private Resale Agreements (“PSA”) with seven
third party purchasers, under which Phosphagenics sold, with our consent, an aggregate of 750,000 shares of our
Common Stock. Under the PSA’s, the purchasers may not, without the prior written consent of the Company,
prior to the one year anniversary of the PSA’s, directly or indirectly, sell, give, pledge, hypothecate, assign or
otherwise transfer the purchased shares, in whole or in part. Contemporaneously with Phosphagenics
consummating the PSA’s, we consummated an agreement with Phosphagenics to redeem the then remaining
690,000 shares of our Common Stock held by Phosphagenics (see Note 5).

In accordance with a Contribution Agreement, dated March 22, 2010 (the “Contribution Agreement™), by
and among us, PSI Parent, PSI, and the Joint Venture, we transferred, conveyed and assigned to the Joint Venture
all of our rights, title and interest in, to and under the Original License Agreement, and the Joint Venture assumed,
and undertook to pay, discharge and perform when due, all of our liabilities and obligations under and arising
pursuant to the Original License Agreement (such actions, collectively, the “Assignment and Assumption™).

Pursuant to the Contribution Agreement and in order to reflect the Assignment and Assumption, we, PSI
Parent and the Joint Venture entered into an Amended and Restated License Agreement, dated March 22, 2010
(the “Amended License Agreement”), which amends and restates the Original License Agreement to reflect that
the Joint Venture is the licensee thereunder and which otherwise contains substantially the same terms as the
Original License Agreement. The Joint Venture has the right to grant one or more sub-licenses of the rights
granted under the Amended License Agreement to one or more third parties for reasonable consideration in any
part of the applicable territory. The Amended License Agreement provides that PSI Parent shall not, directly or
through third parties, exploit the covered intellectual property during the term thereof, subject to certain
limitations. The Amended License Agreement will remain in effect until the expiration of the last to expire of the
patents included within the PSI Technology or any extensions thereof. Either party may terminate the Amended
License Agreement upon written notice to the other party in the event of certain events involving bankruptcy or
insolvency. The Amended License Agreement also contains, among other things, provisions concerning the
treatment of confidential information, the ownership of intellectual property and indemnification obligations.

Pursuant to the LLC Agreement, we and PSI each own a 50% membership interest in the Joint Venture.
PSI Parent will conduct and oversee much of the product development, formulation, testing and other research and
development needed by the Joint Venture, and we will oversee much of the production, distribution, sales and
marketing. The LLC Agreement provides that each member may be required, from time to time and subject to
certain limitations, to make capital contributions to the Joint Venture to fund its operations, in accordance with
agreed upon budgets for products to be developed. Specifically we contributed in Fiscal 2010 $500,000 in cash as
initial capital and we are committed to fund up to $2.0 million, subject to agreed upon budgets (which have not
been established to date), toward the initial development and marketing costs of new products for the Joint
Venture. The newly formed Joint Venture has not engaged in any financial transactions, other than organizational
expenses and general market and product analysis. At September 30, 2011, cash and equivalents includes
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Note 3 — Investment in Phusion Laboratories, LLC. — continued

$425,000 which is expected to be used by the Joint Venture to fund future product development initiatives
currently under consideration by PSI Parent, PSI and us.

The Joint Venture is managed by a four-person Board of Managers, with two managers appointed by each
member. The LLC Agreement contains other normally found terms in such arrangements, including provisions
relating to governance of the Joint Venture, indemnification obligations of the Joint Venture, allocation of profits
and losses, the distribution of funds to the members and restrictions on transfer of a member’s interest.

Our determination is that the Joint Venture qualifies as a VIE and that we are the primary beneficiary. As
a consequence, we have consolidated the Joint Venture financial statements beginning with the quarter ended
March 31, 2010. Since inception and including the nine months ended September 30, 2011, the newly formed
Joint Venture has not engaged in any financial transactions, other than certain organizational expenses and general
market and product analysis, as formal operations are not expected to commence until later in Fiscal 2011.
Furthermore, the liabilities and other obligations incurred, if any, by the Joint Venture is without recourse to us and
do not create a claim on our general assets. At September 30, 2011, we have recorded the $3.6 million payment
representing the estimated fair value to acquire the product license as an intangible asset. We currently estimate
the expected useful life of the product license to be approximately 11 years which we will begin amortizing the
cost of intangible asset once product commercialization is completed with PSI Parent and the OTC drug products
begin to ship to our retail customers. As of September 30, 2011, we have not established a formal
commercialization program timeline for any specific OTC drug covered under the product license but we do not
project that any OTC drug products will be available for shipment within the next twelve months.

Note 4 — Commitments and Contingencies

We had maintained a separate representation and distribution agreement relating to the development of the
zinc gluconate glycine product formulation. In return for exclusive distribution rights, we agreed to pay the
developer a 3% royalty and a 2% consulting fee based on sales collected, less certain deductions, throughout the
term of this agreement, which expired in May 2007. However, we and the developer are in litigation and as such
no potential offset from such litigation for these fees have been recorded. The amount accrued for this expense at
each of September 30, 2011 and December 31, 2010 is $3.5 million.

We have estimated future obligations over the next five years, including the remainder of Fiscal 2011, as
follows (in thousands):

Employment Purchase
Fiscal Year Contracts Commitments Total

2011 $ 269 $ 1,845 $ 2,114
2012 1,075 2,644 3,719
2013 269 - 269
2014
2015
2016

Total $ 1,613 $ 4,489 $ 6,102
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Note 5 — Transactions Affecting Stockholders’ Equity

Purchase of Treasury Stock

In September 2011, we entered into a redemption agreement with Phosphagenics. Under the terms of the
redemption agreement, we redeemed 690,000 shares of our Common Stock held by Phosphagenics for the
aggregate redemption price of $448,500 in cash. The redemption price is equal to $0.65 per share.

Stockholder Rights Plan

On September 8, 1998, our Board of Directors declared a dividend distribution of Common Stock
Purchase Rights (each individually, a “Right” and collectively, the “Rights”) payable to the stockholders of record
on September 25, 1998, thereby creating a Stockholder Rights Plan (the “Rights Agreement”). The Plan was
amended effective May 23, 2008 (“First Amendment”) and further amended effective August 18, 2009 (“Second
Amendment”). The Rights Agreement, as amended, provides that each Right entitles the stockholder of record to
purchase from the Company that number of common shares having a combined market value equal to two times
the Rights exercise price of $45. The Rights are not exercisable until the distribution date, which will be the
earlier of a public announcement that a person or group of affiliated or associated persons has acquired 15% or
more of the outstanding common shares, or the announcement of an intention by a similarly constituted party to
make a tender or exchange offer resulting in the ownership of 15% or more of the outstanding common shares.
The dividend has the effect of giving the stockholder a 50% discount on the share’s current market value for
exercising such right. In the event of a cashless exercise of the Right, and the acquirer has acquired less than 50%
beneficial ownership of the Company, a stockholder may exchange one Right for one common share of the
Company. The Rights Agreement, as amended, includes a provision pursuant to which our Board of Directors
may exempt from the provisions of the Rights Agreement an offer for all outstanding shares of our Common Stock
that the directors determine to be fair and not inadequate and to otherwise be in the best interests of the Company
and its stockholders, after receiving advice from one or more investment banking firms. The expiration date of the
Rights Agreement, as amended, is September 25, 2018.

Equity Compensation Plans

Our shareholders have approved and we maintain three different equity compensation plans, (i) the 1997
Option Plan, as amended, (the “1997 Plan”), (ii) the 2010 Equity Compensation Plan, as amended, (the “2010
Plan”) and (iii) the 2010 Directors Equity Compensation Plan (the “Directors’ Plan”), together known as our
“Equity Compensation Plans”.

The 1997 Plan, which was amended in 2005, provided for the granting of up to 4.5 million shares of
Common Stock. Under the 1997 Plan, we were permitted to grant options to employees, officers or directors of
the Company at variable percentages of the market value of stock at the date of grant. No incentive stock option
could be exercisable more than ten years after the date of grant or five years after the date of grant where the
individual owns more than ten percent of the total combined voting power of all classes of stock. At December
31, 2009, we are precluded from issuing any additional options or grants in the future under the 1997 Plan pursuant
to the terms of the plan document. Options previously granted continue to be available for exercise at any time
prior to such options’ respective expiration dates, but in no event later than ten years from the date granted. At
September 30, 2011, there are 207,250 options outstanding under the 1997 Plan with various expiration dates
ranging from October 2011 through December 2015, depending upon the date of grant.

The 2010 Plan provides that the total number of shares of Common Stock, as adjusted, that may be issued
is equal to an aggregate of 1.8 million shares. All of our employees, including employees who are officers or
members of the Board are eligible to participate in the 2010 Plan. Consultants and advisors who perform services
for us are also eligible to participate in the 2010 Plan.
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Note 5 — Transactions Affecting Stockholders’ Equity — continued

Stock Options and Stock Grants Pursuant to Equity Compensation Plans

On April 21, 2011, the Compensation Committee of the Board of Directors approved an amendment to
Chief Executive Officer Ted Karkus’ employment agreement, dated August 19, 2009 (the “Amendment”) to
lower his annual salary by $150,000 (or $12,500 per month) in exchange for a grant of restricted stock equal in
value to the salary reduction. Pursuant to the Amendment, Mr. Karkus” annual base salary was decreased from
$750,000 per year to $600,000 per year, effective May 1, 2011 thru July 15, 2012, which is the end of the term of
his employment agreement, as amended. As a consequence of the Amendment, a restricted stock grant under the
2010 Plan equal to $12,500 of shares per month thru the end of the term (14.5 months). The restricted stock grant
was made in an upfront grant of 161,830 shares, subject to certain future vesting conditions, at a value of $181,000
as of the grant date. The grant was made on April 21, 2011, and the amount of the shares issued was calculated
based on the average closing price of our Common Stock for the last five (5) trading days prior to and including
the issuance date of April 21, 2011. For the three months and nine months ended September 30, 2011, we have
charged to operations $37,500 and $62,500, respectively, as share-based compensation expense for the restricted
stock grant and we have unrecognized compensation expense of $118,750 at September 30, 2011 that will be
charged to operations in equal monthly installments of $12,500 over the remaining vesting period ending July 15,
2012.

In addition, on April 21, 2011, the Compensation Committee of the Board of Directors granted Mr. Karkus
133,928 shares of Common Stock under the 2010 Plan as payment for his Fiscal 2010 bonus. Mr. Karkus agreed
to accept his Fiscal 2010 cash bonus of $150,000 in shares of our Common Stock. Furthermore, Mr. Karkus
agreed to convert into shares of our Common Stock $144,000 of deferred cash compensation owed to him thru
April 2011, resulting in an issuance of 128,571 shares under the 2010 Plan. The amount of these shares issued to
Mr. Karkus was calculated based on the average closing price of the Company’s shares for the last five (5) trading
days prior to and including the issuance dates of April 21, 2011. Furthermore in May 2011, we granted to certain
employees 100,000 options to acquire our Common Stock under the 2010 Plan with an exercise price of $1.08 per
share and an aggregate fair value, at the time of grant, of $57,000. Each of the stock options vests over a four year
period and, as a consequence, the fair value of the stock granted is charged to operations over the vesting period.

At September 30, 2011, there are 1,074,000 options outstanding and subject to vesting over a three to six
year period under the 2010 Plan. At September 30, 2011, 43,500 of such options have vested and 1,030,500
options are subject to vesting. At September 30, 2011, there are 301,671 shares available for future grant under the
2010 Plan. For the three months and nine months ended September 30, 2011, we charged to operations $34,000
and $94,000, respectively, for share-based compensation expense relating to stock options. At September 30,
2011, the unrecognized share-based compensation expense related to stock options granted but not vested was
approximately $552,000 which will be recognized over a weighted average period of approximately 4.3 years.

The primary purpose of the 2010 Directors’ Plan is to provide us with the ability to pay all or a portion of
the fees of directors in restricted stock instead of cash. The 2010 Directors’ Plan provides that the total number of
shares of Common Stock that may be issued under the 2010 Directors’ Plan is equal to 250,000. For the three
months and nine months ended September 30, 2011, we issued 49,160 shares and 114,010 shares, respectively, of
our Common Stock valued at $41,000 and $122,000, respectively, for share-based director compensation expense.
For the nine months ended September 30, 2010, we issued 35,835 shares, of our Common Stock valued at $49,000
for share-based director compensation expense. At September 30, 2011, there are 68,365 shares available for
future grant under the 2010 Directors’ Plan.
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Note 5 — Transactions Affecting Stockholders’ Equity — continued

Stock Option Exercise and Other Grants

During the nine months ended September 30, 2011 no options were exercised. For the nine months ended
September 30, 2010, we derived net proceeds of $133,000 as a consequence of the exercise of options to acquire
130,500 shares of our Common Stock.

Pursuant to the terms of Mr. Cuddihy’s, our Chief Operating Officer and Chief Financial Officer,
employment agreement, Mr. Cuddihy receives an annual grant of shares of Common Stock that is equal to
$50,000, payable quarterly, promptly following the close of each quarter. For the three months ended September
30, 2011 and 2010, Mr. Cuddihy earned 15,665 and 9,811 shares, respectively, valued each at $12,500 as share-
based compensation. For the nine months ended September 30, 2011 and 2010, Mr. Cuddihy earned 40,885, and
25,106 shares, respectively, valued each at $37,500 as share-based compensation.

Note 6 — Income Taxes

We utilize the asset and liability approach which requires the recognition of deferred tax assets and
liabilities for the future tax consequences of events that have been recognized in our financial statements or tax
returns. In estimating future tax consequences, we generally consider all expected future events other than
enactments of changes in the tax law or rates. Until sufficient taxable income to offset the temporary timing
differences attributable to operations and the tax deductions attributable to option, warrant and stock activities are
assured, a valuation allowance equaling the total deferred tax asset is being provided.

We utilize a two-step approach to recognizing and measuring uncertain tax positions. The first step is to
evaluate the tax position for recognition by determining if the weight of available evidence indicates that it is more
likely than not that the position will be sustained on audit, including resolution of related appeals or litigation
processes, if any. The second step is to measure the tax benefit as the largest amount which is more than fifty
percent likely of being realized upon ultimate settlement.

Certain exercises of options and warrants, and restricted stock issued for services that became unrestricted
resulted in reductions to taxes currently payable and a corresponding increase to additional-paid-in-capital for prior
years. In addition, certain tax benefits for option and warrant exercises totaling $6.9 million are deferred and will
be credited to additional-paid-in-capital when our net operating loss carry-forward attributable to these exercises
are utilized. Consequently, these net operating loss carryforward will not be available to offset our current income
tax expense. As of December 31, 2010, we had net operating loss carry-forwards of approximately $28.7 million
for federal purposes that will expire beginning in Fiscal 2018 through 2030. Additionally, there are net operating
loss carry-forwards of $19.9 million for state purposes that will expire beginning Fiscal 2018 through 2030. Until
sufficient taxable income to offset the temporary timing differences attributable to operations and the tax
deductions attributable to option, warrant and stock activities are assured, we have recorded a full valuation
allowance equaling the total deferred tax asset at September 30, 2011 and December 31, 2010. As of September
30, 2011 and December 31, 2010, we have no unrecognized tax benefits.

The major jurisdiction for which we file income tax returns is the United States. The Internal Revenue
Service (“IRS™) has examined our tax year ended September 30, 2005 and has made no changes to the filed tax
returns. The tax years 2006 and forward remain open to examination by the IRS. The tax years 2004 and forward
remain open to examination by the various state taxing authorities to which we are subject.
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Note 7 — Earnings (Loss) Per Share

Basic earnings per share is computed by dividing net income or loss to common stockholders by the
weighted-average number of shares of our Common Stock outstanding for the period. Diluted earnings per share
reflects the potential dilution that could occur if securities or other contracts to issue Common Stock were
exercised or converted into Common Stock or resulted in the issuance of Common Stock that shared in the
earnings of the entity. Diluted earnings per share also utilizes the treasury stock method which prescribes a
theoretical buy-back of shares from the theoretical proceeds of all options and warrants outstanding during the
period. Options and warrants outstanding to acquire shares of our Common Stock at September 30, 2011 and 2010
were 1,281,250 and 453,250, respectively.

For the nine months ended September 30, 2011 and 2010 dilutive earnings per share is the same as basic
earnings per share due to (i) the inclusion of Common Stock, in the form of stock options and warrants (“Common
Stock Equivalents™), would have an anti-dilutive effect on the loss per share or (ii) there were no Common Stock
Equivalents for the respective period. For the three months ended September 30, 2011 and 2010, there were zero
and 155 Common Stock Equivalents, respectively, which were in the money, that were excluded from the
earnings per share computation. For the nine months ended September 30, 2011 and 2010, there were 53,517 and
3,633 Common Stock Equivalents, respectively, which were in the money, that were excluded from the earnings
per share computation.

A reconciliation of the applicable numerators and denominators of the income statement periods
presented, as reflected in the results of continuing operations, is as follows (in thousands, except per share
amounts):

Three Months Ended Three Months Ended Nine Months Ended Nine Months Ended
September 30, 2011 September 30, 2010 September 30, 2011 September 30, 2010
Income Shares  EPS Income  Shares EPS Loss Shares EPS Loss Shares EPS
Basic earnings
(loss) per share
$1,110 15113  $0.07 $947 14,659  $0.06 ($877) 14,901  ($0.06) ($2,370) 14,152 (30.17)
Dilutives:
Options /
Warrants
Diluted loss per
share $1,110 15113  $0.07 $947 14,659  $0.06 ($877) 14,901  ($0.06) ($2,370) 14,152 (30.17)
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Item 2. Managements Discussion and Analysis of Financial Condition and Results of Operations.

General

ProPhase Labs, Inc. (“we”, “us” or the “Company”), organized under the laws of the State of Nevada, is a
manufacturer, marketer and distributor of a diversified range of homeopathic and health products that are offered
to the general public. We are also engaged in the research and development of potential over-the-counter (“OTC”)
drug, natural base health products along with supplements, personal care and cosmeceutical products.

Our primary business is currently the manufacture, distribution, marketing and sale of OTC cold remedy
products to consumers through national chain, regional, specialty and local retail stores. One of our principal
products is Cold-EEZE®, a line of zinc gluconate glycine products. Cold-EEZE®lozenges are proven in clinical
studies to reduce the duration and severity of the common cold symptoms by nearly half. Cold-EEZE® is an
established product in the health care and cold remedy market. For the three and nine months ended September
30, 2011 and 2010, our revenues from continuing operations have come principally from our cold remedy
products.

Recent Events

In September 2011, Phosphagenics Ltd. (“Phosphagenics™), entered into certain Private Resale
Agreements (“PSA”) with seven third party purchasers, under which the Phosphagenics sold, with our consent, an
aggregate of 750,000 shares of our common stock, $0.0005 par value (“Common Stock™). Phosphagenics is the
parent company to Phosphagenics Inc. (“PSI”), our joint venture partner in Phusion Laboratories, LLC
(“Phusion”). Under the PSA’s, the purchasers may not, without the prior written consent of the Company, prior to
the one year anniversary of the PSA’s, directly or indirectly, sell, give, pledge, hypothecate, assign or otherwise
transfer the purchased shares, in whole or in part. Contemporaneously with Phosphagenics consummating the
PSA’s, we consummated an agreement with Phosphagenics to redeem the then remaining 690,000 shares of our
Common Stock held by Phosphagenics (see Note 5). In September 2011, we entered into a redemption agreement
with Phosphagenics. Under the terms of the redemption agreement, we redeemed 690,000 shares of our Common
Stock held by Phosphagenics for the aggregate redemption price of $448,500 in cash. The redemption price is
equal to $0.65 per share. The redemption agreement contains customary representations and covenants of the
parties.

Certain Risk Factors

Our business is regulated by various agencies of the states and localities where our products are sold.
Governmental regulations in foreign countries where we plan to commence or expand sales may prevent or delay
entry into a market or prevent or delay the introduction, or require the reformulation of certain of our products. In
addition, no prediction can be made as to whether new domestic or foreign legislation regulating our activities will
be enacted. Any new legislation could have a material adverse effect on our business, financial condition and
operations. Non-compliance with any applicable requirements may subject us or the manufacturers of our
products to agency action, including warning letters, fines, product recalls, seizures and injunctions.

The manufacturing, processing, formulation, packaging, labeling and advertising of our OTC cold remedy
products are subject to regulation by several federal agencies, including (i) the Food and Drug Administration
(“FDA™), (ii) the Federal Trade Commission (“FTC”), (iii) the Consumer Product Safety Commission, (iv) the
United States Department of Agriculture, (v) the United States Postal Service, (vi) the United States
Environmental Protection Agency and (vii) the United States Occupational Safety and Health Administration.
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In addition to OTC and prescription drug products, the FDA regulates the safety, manufacturing, labeling
and distribution of dietary supplements, including vitamins, minerals and herbs, food additives, food supplements
and cosmetics. The FTC also has overlapping jurisdiction with the FDA to regulate the promotion and advertising
of vitamins, OTC drugs, cosmetics and foods. In addition, certain of our OTC cold remedy products are
homeopathic remedies which are subject to standards established by the Homeopathic Pharmacopoeia of the
United States (“HPUS”). HPUS sets the standards for source, composition and preparation of homeopathic
remedies which are officially recognized under the Federal Food, Drug and Cosmetics Act, as amended.

Preclinical development, clinical trials, product manufacturing, labeling, distribution and marketing of
potential new products are also subject to federal and state regulation in the United States and other countries.
Clinical trials and product marketing and manufacturing are subject to the rigorous review and approval processes
of the FDA and foreign regulatory authorities. To obtain approval of a new drug product, a company must
demonstrate through adequate and well-controlled clinical trials that the drug product is safe and effective for its
intended use. Obtaining FDA and other required regulatory approvals is lengthy and expensive. Typically,
obtaining regulatory approval for pharmaceutical products requires substantial resources and takes several years.
The length of this process depends on the type, complexity and novelty of the product and the nature of the disease
or other indication to be treated. Preclinical studies must comply with FDA regulations. Clinical trials must also
comply with FDA regulations to ensure safety of the human subjects in the trial and may require large numbers of
test subjects, complex protocols and possibly lengthy follow-up periods. Consequently, satisfaction of government
regulations may take several years, may cause delays in introducing potential new products for considerable
periods of time and may require imposing costly procedures upon our activities. If regulatory approval of new
products is not obtained in a timely manner or not at all, we could be materially adversely affected. Even if
regulatory approval of new products is obtained, such approval may impose limitations on the indicated uses for
which the products may be marketed which could also materially adversely affect our business, financial condition
and future operations.

Our Joint Venture, Phusion Laboratories, LLC, is at its early stage of development where product and
market research has been initiated and new product initiatives are being evaluated and prioritized for future
development and commercialization. Prior to any new product being available for sale, substantial resources will
have to be committed to commercialize a product which may include research, development, preclinical testing,
clinical trials, manufacturing scale-up and regulatory approval. We face significant technological risks inherent in
developing these products. The Joint Venture may require additional capital and/or may be subject to delays
and/or ultimately unable to successfully implement its business plan and strategy to develop and commercialize
one or more non-prescription remedies using certain patented and proprietary TPM™ technology (“TPM”) that
exploit certain compounds that embody TPM for use in a product combining one or more of such compounds with
an OTC drug. The commercialization and ultimate product market acceptance is subject to, among other
influences, consumer purchasing trends, demand for our OTC drug, health and wellness trends, regulatory factors,
retail acceptance and overall economic and market conditions. As a consequence, we may suspend or abandon
some or all of our proposed new products before they become commercially viable. Even if we develop and
obtain approval of a new product, if we cannot successfully commercialize it in a timely manner, our business and
financial condition may be materially adversely affected.

Future revenues, costs, margins, and profits will continue to be influenced by our ability to maintain our
manufacturing availability and capacity together with our marketing and distribution capability and the
requirements associated with the development of potential OTC drug and other medicinal products in order to
continue to compete on a national and international level. Our business development is dependent on continued
conformity with government regulations, a reliable information technology system capable of supporting
continued growth and continued reliable sources for product and materials to satisfy consumer demand.

Readers should carefully review the risk factors described in other sections of this filing as well as in other
documents we file from time to time with the Securities and Exchange Commission.
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Critical Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States (“GAAP”) requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent liabilities at the dates of the financial statements and the reported
amounts of revenues and expenses during the reporting periods. Actual results could differ from those estimates. Our
significant accounting policies are described in Note 2 of Notes to Condensed Consolidated Financial Statements
included under Item 1 of this Part I. However, certain accounting policies are deemed “critical”, as they require
management’s highest degree of judgment, estimates and assumptions. These accounting estimates and
disclosures have been discussed with Audit Committee of our Board of Directors. A discussion of our critical
accounting policies, the judgments and uncertainties affecting their application and the likelihood that materially
different amounts would be reported under different conditions or using different assumptions are as follows:

Revenue Recognition — Sales Allowances

When providing for the appropriate sales returns, allowances, cash discounts and cooperative incentive
promotion costs (“Sales Allowances”), we apply a uniform and consistent method for making certain assumptions
for estimating these provisions. These estimates and assumptions are based on historical experience, current trends
and other factors that management believes to be relevant at the time the financial statements are prepared.
Management reviews the accounting policies, assumptions, estimates and judgments on a quarterly basis. Actual
results could differ from those estimates.

Our primary product, Cold-EEZE® lozenges, utilizes a proprietary formulation which has been clinically
proven to reduce the severity and duration of common cold symptoms. Factors considered in estimating the
appropriate sales returns and allowances for this product include it being (i) a unique product with limited
competitors, (ii) competitively priced, (iii) promoted, (iv) unaffected for remaining shelf-life as there is no product
expiration date and (v) monitored for inventory levels at major customers and third-party consumption data. In
addition to Cold-EEZE® lozenges, we market and distribute a new Cold-EEZE® Oral Spray and Kids-EEZE®
Chest Relief, Kids-EEZE® Cough Cold and Kids-EEZE® Allergy children OTC cold remedies (“Kids-EEZE®
Products”™. In August 2011, we introduced a new Cold-EEZE® Oral Spray containing our proprietary zinc
formulation in a liquid spray form. We introduced Kids-EEZE® Chest Relief in Fiscal 2008 and expanded the
product line to include Kids-EEZE® Cough Cold and Kids-EEZE® Allergy in Fiscal 2010. We also manufacturer,
market and distribute an organic cough drop and a Vitamin C supplement (“Organix™). Each of the Kids-EEZE®
Products and Organix® products carry shelf-life expiration dates for which we aggregate such new product market
experience data and update its sales returns and allowances estimates accordingly. Sales Allowances estimates are
tracked at the specific customer and product line levels and are tested on an annual historical basis, and reviewed
quarterly. Additionally, we monitor of current developments by customer, market conditions and any other
occurrences that could affect the expected provisions relative to net sales for the period presented.

Our return policy accommodates returns for (i) discontinued products, (ii) store closings and (iii) products
that have reached or exceeded their designated expiration date. We do not impose a period of time within which
product may be returned. All requests for product returns must be submitted to us for pre-approval. The main
components of our returns policy are: (i) we will accept returns that are due to damaged product that is un-saleable
and such return request activity fall within an acceptable range, (ii) we will accept returns for products that have
reached or exceeded designated expiration dates and (iii) we will accept returns in the event that we discontinue a
product provided that the customer will have the right to return only such item that it purchased directly from us.
We will not accept return requests pertaining to customer inventory “Overstocking” or “Resets”.  We will only
accept return requests for product in its intended package configuration. We reserve the right to terminate
shipment of product to customers who have made unauthorized deductions contrary to our return policy or pursue
other methods of reimbursement. We compensate the customer for authorized returns by means of a credit applied
to amounts owed or to be owed and in the case of discontinued product only, also by way of an exchange. We do
not have any significant product exchange history.
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We classify product returns into principally three categories, (i) non-routine returns, (ii) obsolete product
and (iii) product mix realignment by certain of our customers. “Non-routine” returns are defined as product
returned to us as a consequence of unanticipated circumstances principally due to (i) retail store closings or (ii)
unexpected poor retail sell through to consumers causing us to discontinue the product. “Obsolete” returns are
defined as product returned to us as a consequence of product shelf-life “use by” expiration date. “Product mix
realignment” returns are defined as product returned to us due to initiatives by the trade to discontinue purchasing
certain of our products. Product mix realignment returns are generally nominal and are frequently related to
discontinued or soon to be discontinued products.

As of September 30, 2011 and December 31, 2010, we included a provision for sales allowances of
$147,000 and $106,000, respectively, for other allowances which are reported as a reduction to account
receivables. Additionally, accrued advertising and other allowances as of September 30, 2011 include $1.8 million
for estimated future sales returns and $999,000 for cooperative incentive promotion costs and $159,000 for certain
other advertising and marketing promotions. As of December 31, 2010, accrued advertising and other allowances
included $1.5 million for estimated future sales returns, $1.2 million for cooperative incentive promotion costs and
$828,000 for certain other advertising and marketing promotions. We also included an estimate of the
uncollectability of our accounts receivable as an allowance for doubtful accounts of zero and $13,000 as of
September 30, 2011 and December 31, 2010, respectively.

A one percent deviation for these Sales Allowance provisions for the three months ended September 30,
2011 and 2010 would affect net sales by approximately $68,000 and $67,000, respectively. A one percent
deviation for these Sales Allowance provisions for the nine months ended September 30, 2011 and 2010 would
affect net sales by approximately $127,000 and $107,000, respectively.

Income Taxes

As of December 31, 2010, we have net operating loss carry-forwards of approximately $28.7 million for
federal purposes that will expire beginning in Fiscal 2018 through Fiscal 2030. Additionally, there are net
operating loss carry-forwards of approximately $19.9 million for state purposes that will expire beginning in Fiscal
2018 through Fiscal 2030. Until sufficient taxable income to offset the temporary timing differences attributable
to operations and the tax deductions attributable to option, warrant and stock are assured, a valuation allowance
equaling the total deferred tax asset is being provided. Management believes that this allowance is required due to
the uncertainty of realizing these tax benefits in the future. The uncertainty arises largely due to substantial
marketing and research and development costs.

Seasonality of the Business

Our sales are derived principally from our OTC cold remedy products. As a consequence, a significant
portion of our business is highly seasonal, which causes major variations in operating results from quarter to
quarter. The third and fourth quarters generally represent the largest sales volume for our OTC cold remedy
products with a corresponding increase in marketing and advertising expenditures designed to promote our
products during the Cold Season (defined below). In addition, our sales are influenced by and subject to
fluctuations in the timing of purchase and the ultimate level of demand for our products which are a function of the
timing, length and severity of each cold season. Generally, a cold season is defined in our industry as the period of
September to March (“Cold Season”) when the incidence of the common cold rises as a consequence of the change
in weather and other factors. We track health and wellness trends and develop retail promotional strategies to
align our production scheduling, inventory management and marketing programs to optimize consumer purchases.
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Financial Condition and Results of Operations
Results from Operations for the Three Months Ended September 30, 2011
as Compared to the Three Months Ended September 30, 2010

For the three months ended September 30, 2011, net sales were $5.1 million as compared to $5.2 million
for the three months ended September 30, 2010. For the three months ended September 30, 2011, net sales of
OTC cold remedy products were $4.9 million as compared to net sales of $5.0 million for three months ended
September 30, 2010. For the three months ended September 30, 2011 and 2010, our contract manufacturing
operations generated net sales to third party customers of $192,000 and $173,000, respectively.

Net sales of OTC cold remedy products decreased $140,000 for the three months ended September 30,
2011 as compared to the three months ended September 30, 2010 due principally to the timing of shipments to
retailers from period to period. The timing, stocking and ultimate level of demand of our retailer purchases of our
OTC cold remedy products are affected by the change in the timing and the comparative severity of the respective
cold season as well as the effects of the timing and scope of our expanded marketing and promotional efforts to
increase consumer awareness and to influence purchase decisions.

Cost of sales for the three months ended September 30, 2011 were $1.5 million as compared to $1.6 million
for the three months ended September 30, 2010. For the three months ended September 30, 2011 as compared to
the three months ended September 30, 2010, we realized a gross margin of 70.7% and 69.4%, respectively. The
increase of 1.3% in gross margin is principally due to the net effect of (i) improved product margins principally as
a consequence of one-time product cooperative incentive promotion costs incurred with retailers in the third
quarter of 2010 to support the launch of our then new Kids-EEZE® products, offset by, (ii) an increase in raw
ingredient and packaging costs and (iii) a decrease in our net sales of 2.3%. Gross margins are principally
influenced by fluctuations in quarter-to-quarter production volume, fixed production costs and related overhead
absorption, raw ingredient costs, inventory mark to market write-downs, if any, retail cooperative incentive
promotion and the timing of shipments to customers which are factors of the seasonality of our sales activities and
products.

Sales and marketing expense for the three months ended September 30, 2011 increased $254,000 to $1.2
million as compared to $904,000 for the three months ended September 30, 2010. The increase in sales and
marketing expense for the three months ended September 30, 2011 as compared to the three months ended
September 30, 2010 was principally due to (i) an increase in personnel expense and (ii) an increase in advertising
expenditures as we have expanded the scope and timing of our media and product promotion advertising
campaigns with the cold season from period to period as we continue to make significant, strategic marketing
investments in an effort to build and grow the sales of our OTC cold remedy products.

General and administration expense for the three months ended September 30, 2011 decreased $169,000 to
$1.1 million as compared to $1.3 million for the three months ended September 30, 2010. The decrease in general
and administration expense for the three months ended September 30, 2011 as compared to the three months ended
September 30, 2010 was principally due to a decrease in personnel expense and consulting service fees.

Research and development costs during the three months ended September 30, 2011 decreased $270,000 to
$198,000, as compared to $468,000 for the three months ended September 30, 2010. The decrease in research and
development costs for the three months ended September 30, 2011 period as compared to the three months ended
September 30, 2010 was due to principally to the net effect of (i) an increase in personnel expense, offset by (ii) a
decrease in outside research expenditures. Additionally, we continue to engage in other market analysis, research
and development activities that we determine are appropriate and we may increase our research and development
activities in future periods as a consequence of the Joint Venture.
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Interest and other income for the three months ended September 30, 2011 was $4,000 as compared to
$12,000 for the three months ended September 30, 2010. The decrease of $8,000 for the three months ended
September 30, 2011 as compared to the three months ended September 30, 2010 was the result of decreased bank
balance and lower interest rates.

As a consequence of the effects of the above, the net income for the three months ended September 30,
2011, was $1.1 million or $0.07 per share, as compared to a net income of $947,000, or $0.06 per share, for the
three months ended September 30, 2010.

Financial Condition and Results of Operations
Results from Operations for the Nine Months Ended September 30, 2011
as Compared to the Nine Months Ended September 30, 2010

For the nine months ended September 30, 2011, net sales were $10.0 million as compared to $8.3 million
for the nine months ended September 30, 2010. For the nine months ended September 30, 2011, net sales of OTC
cold remedy products were $9.5 million as compared to net sales of $7.9 million for nine months ended September
30, 2010. For the nine months ended September 30, 2011 and 2010, our contract manufacturing operations
generated net sales to third party customers of $536,000 and $386,000, respectively.

Net sales of OTC cold remedy products increased $1.6 million for the nine months ended September 30,
2011 as compared to the nine months ended September 30, 2010 due principally to an increase in shipments to
retailers from period to period. Data suggests that the highest incidence of upper respiratory disorders for the
2010-2011 Cold Season occurred principally from December 2010 to February 2011 as compared to the 2009-
2010 Cold Season when such incidences occurred principally from October 2009 to December 2009. As a
consequence, the timing, stocking and ultimate level of demand of our retailer purchases of our OTC cold remedy
products was affected by the change in the timing and the comparative severity of the respective cold season as
well as the effects of our expanded marketing efforts to increase consumer awareness and to influence purchase
decisions through in-store promotion, media advertising and coupon programs.  Our flagship product, Cold-
EEZE®, continues to compete for market share with new products entering the category and many retailer
initiatives to reduce the number of products it carries on shelf within the cough, cold and flu remedy category.

Cost of sales for the nine months ended September 30, 2011 were $3.5 million as compared to $3.1 million
for the nine months ended September 30, 2010. Our sales increased 20.3% during the nine months ended
September 30, 2011 as compared to the nine months ended September 30, 2010 and we realized a gross margin of
64.9% and 63.2%, respectively. The increase of 1.7% in gross margin is principally due to the net effects of (i) an
increase in the absorption rate of fixed production overhead costs as a percentage of revenues as a consequence of
increased shipments to retailers, offset by (ii) an increase in raw ingredient and packaging costs. Gross margins
are principally influenced by fluctuations in quarter-to-quarter production volume, fixed production costs and
related overhead absorption, raw ingredient costs, inventory mark to market write-downs, if any, and the timing of
shipments to customers which are factors of the seasonality of our sales activities and products.

Sales and marketing expense for the nine months ended September 30, 2011 increased $958,000 to $3.4
million as compared to $2.4 million, for the nine months ended September 30, 2010. The increase in sales and
marketing expense for the nine months ended September 30, 2011 as compared to the nine months ended
September 30, 2010 was principally due to an increase in the scope, timing and cost of our marketing campaigns
for the 2010-2011 Cold Season and we continue to make significant, strategic marketing investments in an effort
to build and grow the sales of our OTC cold remedy products.
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General and administration expense for the nine months ended September 30, 2011 decreased $1.1 million to
$3.4 million as compared to $4.5 million for the nine months ended September 30, 2010. The decrease in general
and administration expense for the nine months ended September 30, 2011 as compared to the nine months ended
September 30, 2010 was principally due to a decrease in personnel expense and legal fees.

Research and development costs during the nine months ended September 30, 2011 decreased $118,000 to
$594,000 as compared to $712,000 for the nine months ended September 30, 2010. The decrease in research and
development costs for the nine months ended September 30, 2011 period as compared to the nine months ended
September 30, 2010 was due to the net effect of (i) a decrease in outside research expenditures based upon the
timing and scope our product development initiatives from period to period, offset by (ii) an increase in personnel
expense. In February 2011, we introduced to the retail trade an offering of a new product, Cold-EEZE® Oral
Spray, an oral delivery application of our proprietary cold remedy formula of zinc gluconate glycine. The Cold-
EEZE® Oral Spray cold remedy commenced production in June 2011 and began shipping to retailers in the third
quarter of Fiscal 2011. Additionally, we continue to engage in other research and development activities that we
determine are appropriate and we may increase our research and development activities in future periods as a
consequence of the Joint Venture.

Interest and other income for the nine months ended September 30, 2011 was $26,000 as compared to
$41,000 for the nine months ended September 30, 2010. The decrease of $15,000 for the nine months ended
September 30, 2011 as compared to the nine months ended September 30, 2010 was the result of the decreased
bank balances and lower interest rates.

As a consequence of the effects of the above, the net loss for the nine months ended September 30, 2011,
was $877,000 or ($0.06) per share, as compared to a net loss of $2.4 million, or ($0.17) per share, for the nine
months ended September 30, 2010.

Liquidity and Capital Resources

Our aggregate cash and cash equivalents as of September 30, 2011 were $4.6 million as compared to $8.2
million at December 31, 2010. Our working capital was $6.8 million and $7.5 million as of September 30, 2011
and December 31, 2010, respectively. Changes in working capital for the nine months ended September 30, 2011
were primarily due to the net effect of (i) cash used in operations of $3.1 million, (ii) capital expenditures of
$288,000, (iii) the purchase of treasury stock of $449,000, offset by (iv) proceeds derived from the sale of assets of
$166,000. Significant factors impacting our working capital for the nine months ended September 30, 2011 were
the net effect of (i) an increase to inventory levels and prepaid expenses, comprised principally of prepaid
advertising, of $2.8 million, offset by (ii) a decrease in accrued advertising of $605,000 as we prepare to meet the
estimated retail demands of the 2011-2012 Cold Season.

Management believes that its strategy to maintain Cold-EEZE® as a recognized brand name, its broader
range of products, its adequate manufacturing capacity, together with its current working capital, should provide
an internal source of capital to fund normal business operations. Our operations support the current research and
development expenditures related to new products. In addition to the funding from operations, we may in the short
and long term raise capital through the issuance of securities or secure other financing sources to support such
product development research, new product acquisitions or a venture investment or acquisition. Such funding
through the issuance of equity securities would result in the dilution of current stockholders’ ownership in the
Company. Should our product development initiatives progress on certain formulations, additional development
expenditures may require substantial financial support and may necessitate the consideration of alternative
approaches such as licensing, joint venture, or partnership arrangements that we determine will meet our long term
goals and objectives. Ultimately, should internal working capital be insufficient and external funding methods or
other business arrangements become unattainable, it would likely result in the deferral or abandonment of future
development relative to current and prospective product development initiatives and formulations.
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Management is not aware of any trends, events or uncertainties that have or are reasonably likely to have a
material negative impact upon our (i) short-term or long-term liquidity, or (ii) net sales or income from continuing
operations. Our business is subject to (i) seasonal variations, (ii) changes in the scope, timing and cost of our
marketing campaigns and (iii) the retail and consumer acceptance of our new products such as the new Cold-
EEZE® Oral Spray thereby impacting liquidity and working capital during the course of our fiscal year.

Management believes that cash generated from operations, along with our current cash balances, will be
sufficient to finance working capital and capital expenditure requirements for at least the next twelve months.
However, in the longer term, we may require additional capital to support, among other items, (i) new product
introductions, (ii) expansion of our product marketing and promotion activities, (iii) additional research
development activities, (iv) further investment in our Joint Venture, (v) venture investments or acquisitions and/or
(vi) support current operations. Since late Fiscal 2008, there has been volatility in the capital and financial markets
due at least in part to the constricted global economic environment resulting in uncertainty and access to financing
is uncertain. Moreover, consumer and as a consequence, customer spending habits may be adversely affected by
the current uncertain economic environment. These conditions could have an adverse effect on our industry and
business, including our financial condition, results of operations and cash flows.

To the extent that we do not generate sufficient cash from operations, we may need to incur indebtedness to
finance plans for growth. Volatility in the credit markets and the liquidity of major financial institutions may have
an adverse effect on our ability to fund our business strategy through borrowings, under either existing or newly
created instruments in the public or private markets on terms that we believe to be reasonable, if at all.

Capital Expenditures

Capital expenditures during the remainder of Fiscal 2011 are not expected to be material.

Recently Issued Accounting Standards

In November 2008, the SEC issued for comment a proposed roadmap regarding the potential use by U.S.
issuers of financial statements prepared in accordance with International Financial Reporting Standards (“IFRS”).
IFRS is a comprehensive series of accounting standards published by the International Accounting Standards
Board (“1ASB”). The proposed roadmap has since been superseded by an SEC work plan and no date is currently
proposed that we could be required to prepare financial statements in accordance with IFRS. The SEC has targeted
late 2011 to make a determination regarding the mandatory adoption of IFRS. We are currently assessing the
impact that this potential change would have on our consolidated financial statements and we will continue to
monitor the development of the potential implementation of IFRS.

In June 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update
No. 2011-05, “Comprehensive Income (ASC Topic 220): Presentation of Comprehensive Income,” (*“ASU 2011-
05) which amends current comprehensive income guidance. This accounting update eliminates the option to
present the components of other comprehensive income as part of the statement of shareholders’ equity. Instead,
comprehensive income must be presented in either a single continuous statement of comprehensive income which
contains two sections, net income and other comprehensive income, or in two separate but consecutive statements.
ASU 2011-05 will be effective for fiscal periods beginning after December 15, 2011 with early adoption
permitted. The adoption of ASU 2011-05 will not have a material impact on our consolidated financial position,
results of operations or cash flows.
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In September 2011, the FASB issued Accounting Standards Update No. 2011-08, “Intangibles — Goodwill
and Other Topics” (“ASU 2011-08") which provides authoritative guidance on testing goodwill for impairment
that will become effective beginning January 1, 2012, with earlier adoption permitted. The revised standard is
intended to reduce the cost and complexity of the annual goodwill impairment test by providing entities an option
to first assess qualitative factors to determine whether it is necessary to perform the two-step quantitative goodwill
impairment test. Under ASU 2011-08, an entity would not be required to calculate the fair value of a reporting unit
unless the entity determines, based on a qualitative assessment, that it is more likely than not that its fair value is
less than its carrying amount. The amendments include a number of events and circumstances for an entity to
consider in conducting the qualitative assessment. We are currently assessing the potential impact on the adoption
of this guidance on our financial statements.

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains “forward looking statements” within the meaning of Section
27A of the Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”). These forward looking statements relate to future events or our
future financial performance and involve known and unknown risks, uncertainties and other factors that may cause
our or our industry’s actual results, levels of activity, performance or achievements to be materially different from
any future results, levels of activity, performance or achievements expressed or implied by the forward-looking
statements. Many of these factors are beyond our ability to predict. Given the risks and uncertainties surrounding
forward-looking statements, you should not place undue reliance on these statements. Forward-looking statements
typically are identified by use of terms such as “anticipate”, “believe”, “plan”, “expect”, “intend”, “may”, “will”,
“should”, “estimate”, “predict”, “potential”, *“continue” and similar words although some forward-looking
statements are expressed differently. This Report may contain forward-looking statements attributed to third
parties relating to their estimates regarding the growth of our markets. You are cautioned that such forward
looking statements are not guarantees of future performance and that all forward-looking statements address
matters that involve risk and uncertainties, and there are many important risks, uncertainties and other factors that
could cause our actual results, levels of activity, performance, achievements and prospects, as well as those of the
markets we serve, to differ materially from the forward-looking statements contained in this Report.

Such risks and uncertainties include, but are not limited to:

The ability of our management to successfully implement our business plan and strategy;

o Our ability to fund our operations including the cost and availability of capital and credit;

Our ability to compete effectively, including our ability to maintain and increase our markets and/or
market share in the markets in which we do business;

e Our dependence on sales from our main product, Cold-EEZE®, and our ability to successfully develop
and commercialize new products;

e The uncertain length and severity of the current general financial and economic downturn, the timing
and strength of an economic recovery, if any, and their impacts on our business including demand for
our products;

o Our ability to protect our proprietary rights;

Our continued ability to comply with regulations relating to our current products and any new
products we develop, including our ability to effectively respond to changes in laws and regulations or
the interpretation thereof including changing market rules and evolving federal, state and regional laws
and regulations;

e Potential disruptions in our ability to manufacture our products or our access to raw materials;
Seasonal fluctuations in demand for our products;

e Our ability to attract, retain and motivate key employees;
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e The ability of our Joint Venture to successfully implement its business plan and strategy to develop
and commercialize one or more non-prescription remedies using certain patented and proprietary
technology; and

e Other risks identified in this Report.

You should also consider carefully the statements under other sections of this Report and our Annual
Report on Form 10-K for the year ended December 31, 2010, which address additional risks that could cause our
actual results to differ from those set forth in any forward-looking statements. Our forward-looking statements
speak only as the date of this Report. We undertake no obligation to publicly update or review any forward-
looking statements, whether as a result of new information, future developments or otherwise.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Our operations are not subject to risks of material foreign currency fluctuations, nor do we use derivative
financial instruments in our investment practices. We place our marketable investments in instruments that meet
high credit quality standards. We do not expect material losses with respect to our investment portfolio or
exposure to market risks associated with interest rates. The impact on our results of one percentage point change in
short-term interest rates would not have a material impact on our future earnings, fair value, or cash flows related
to investments in cash equivalents or interest-earning marketable securities.

Current economic conditions may cause a decline in business and consumer spending which could
adversely affect our business and financial performance including the collection of accounts receivables,
realization of inventory and recoverability of assets. In addition, our business and financial performance may be
adversely affected by current and future economic conditions, including due to a reduction in the availability of
credit, financial market volatility and recession.

Item 4. Controls and Procedures.

Disclosure Controls and Procedures

We maintain disclosure controls and procedures designed to provide reasonable assurance that material
information required to be disclosed by us in the reports filed or submitted under the Securities Exchange Act of
1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission (“SEC”) rules and forms, and that the information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as
appropriate to allow timely decisions regarding required disclosure. We performed an evaluation, under the
supervision and with the participation of our management, including the Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the design and operation of the disclosure controls and procedures as of
the end of the period covered by this report. Based on the remediation efforts implemented by management during
the three months ended March 31, 2011, as discussed below under the heading “Successful Implementation and
Remediation of Material Weaknesses as of March 31, 2011”, our management, including our Chief Executive
Officer and Chief Financial Officer, concluded that our disclosure controls and procedures are now effective at the
reasonable assurance level as of the end of the period covered by this Report.

Material Weaknesses at December 31, 2010

As of December 31, 2010 and as a consequence of management’s review of its then effectiveness of the
design and operation of the disclosure controls and procedures, management made a determination of the existence
of material weaknesses and our management, including our Chief Executive Officer and Chief Financial Officer,
concluded that our disclosure controls and procedures were not effective at the reasonable assurance level as of the
end of the period covered by its report as of December 31, 2010. A material weakness is a significant deficiency,
or a combination of significant deficiencies, that results in more than a remote likelihood that a material
misstatement of the annual or interim financial statements will not be prevented or detected.

Material Weakness — Control Environment at December 31, 2010

Lack of documentation and/or the availability of documentation or records in the Company’s files of
business transactions, contracts and/or evaluations engaged by the Company. As new management was installed
in Fiscal 2009 by the Board of Directors, it was discovered during the second quarter of Fiscal 2009 that the
Company was either missing or lacked pertinent information regarding its operations, including but not limited to
certain business commitments to product supply agreements, advertising programs, product placement initiatives
and other promotional initiatives, and asset sales. As a consequence of this lack of documentation or availability
of documentation or records, management has concluded that this control deficiency constituted a material
weakness.
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Lack of sufficient segregation of duties during the transition to a new ERP System. During the third and
fourth quarter of Fiscal 2010, we implemented a new accounting and operating software and hardware platform
(“ERP System”) to upgrade and integrate the Company’s operations onto a common, state-of-the-art ERP System.
The new ERP System is projected to provide management with improved data gathering, processing, retrieval and
analysis on a more timely and cost effective basis than its prior methods and systems. The installation and
transition period of the new ERP System was from June to December 2010.

However, during the transition period, certain personnel had significant access to and certain initial
processing responsibilities within the ERP System as part of the installation, integration testing, launch,
shakedown and training processes. Specifically, such personnel had access to certain processing functions within
the various software applications whereby they could, enter, process, record and report transactions without our
customary level of segregation of duties. Although there was significant oversight by management during the
transition period, there were limited, appropriately trained staff available to provide adequate separation of duties
during the transition period.

As a consequence of the above, management determined that during this period of transition (through
December 31, 2010), there was inadequate separation of duties which is deemed a control deficiency and a
material weakness.

Successful Implementation and Remediation of Material Weaknesses as of March 31, 2011

Lack of Documentation: Our new executive management has been in place for two full Cold Seasons.
During such time, it has met with its retail customers, significant suppliers, associates, and professional service
providers, among others, and has performed various independent research regarding the historical practices and
transactions engaged by us. Based upon these procedures, the receipt of certain copies of documents previously
not on file with the Company, our own diligence and further research, and the passage of time, management
believes that it currently has the pertinent information regarding its operations to properly conduct its operations
and process, record, summarize and report timely the financial and other material information of the Company
required to be disclosed.

Segregation of Duties: Management has completed its remediation for the segregation of duties which
included (i) the completion of the personnel training of each aspect of the ERP System such personnel would be
responsible for (i.e. entering, processing, recording or reporting), (ii) designating and documenting specific
personnel access rights, roles and responsibilities within the ERP System and (iii) eliminating the ability of an
individual to have the ability to enter, process, record and report transactions.

We believe that the above remediation measures have been effectively implemented and maintained and
therefore have effectively remediated as of March 31, 2011 the material weaknesses previously reported in our
Annual Report on Form 10-K for the year ended December 31, 2010.

Changes in Internal Control Over Financial Reporting

Other than as described above, there have been no changes in our internal control over financial reporting
during the nine months ended September 30, 2011 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.

Because of its inherent limitations, a system of internal control over financial reporting can provide only
reasonable assurance and may not prevent or detect misstatements. Further, because of changes in conditions,
effectiveness of internal controls over financial reporting may vary over time. Our system contains self-
monitoring mechanisms, and actions are taken to correct deficiencies as they are identified.
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Part I1. Other Information
Item 1. Legal Proceedings.
Not applicable
Item 1A. Risk Factors.
Not applicable

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

Not applicable

Item 3. Defaults Upon Senior Securities.
Not applicable

Item 5. Other Information.

On November 8, 2011, the Company entered into new employment agreements, effective as of January 1,
2012, with each of Ted Karkus, Chairman and Chief Executive Officer of the Company, and Robert V. Cuddihy,
Jr., Chief Financial Officer and Chief Operating Officer of the Company (the “Employment Agreements”). The
Employment Agreements supersede the employment agreements of Messrs. Karkus and Cuddihy, dated August
19, 2009, that had been scheduled to terminate on July 15, 2012. The scheduled termination dates of the
Employment Agreements is July 15, 2015, which is three years following the scheduled expiration date set forth in
the executives’ former employment agreements. Each Employment Agreement was approved by our
Compensation Committee.

Under his new employment agreement with the Company, Mr. Karkus agreed to an annual base salary of
$675,000 as Chief Executive Officer. Under the terms of his former employment agreement with the Company, as
amended, Mr. Karkus was entitled to annual base compensation of $750,000, consisting of a $600,000 base salary
and $150,000 in stock based compensation. He is eligible to receive an annual increase in base salary and may be
awarded a bonus in the sole discretion of the Compensation Committee and also will receive regular benefits
routinely provided to other senior executives of the Company.

Under his new employment agreement with the Company, Mr. Cuddihy agreed to an annual base salary of
$350,000 as Chief Financial Officer and Chief Operating Officer. Under the terms of his former employment
agreement with the Company as the Company’s Chief Operating Officer, Mr. Cuddihy was entitled to annual base
compensation of $325,000, consisting of a $275,000 base salary and $50,000 in stock based compensation. During
the term of his former employment agreement in April 2011, Mr. Cuddihy was hired as Chief Financial Officer in
addition to retaining his responsibilities as Chief Operating Officer but did not receive an increase in base salary at
that time. Mr. Cuddihy is eligible to receive an annual increase in base salary and may be awarded a bonus in the
sole discretion of the Compensation Committee and also will receive regular benefits routinely provided to other
senior executives of the Company.

Under the Employment Agreements, in the event of the termination by the Company of the employment of
Mr. Karkus or Mr. Cuddihy without cause or due to a voluntary resignation by either executive with Good Reason
(as defined in the agreements), each executive will be paid a lump sum severance payment in cash equal to the
greater of (A) the amount equal to eighteen (18) months base salary or (B) the amount equal to the his base salary
for the remainder of the term as if the agreement had not been terminated. Additionally, each executive is entitled
to receive a lump sum severance payment in cash equal to the greater of A or B, if he, within twenty four (24)
months of a Change in Control (as defined in the agreements) of the Company, is terminated without cause or due
to a voluntary resignation by him with Good Reason (as defined in the agreements).
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Each executive is subject to non-competition restrictions for up to a period of either six (6) months or
eighteen (18) months following termination of employment depending on the nature of the termination. Each
executive is also eligible for a gross up payment in the event that any amounts payable under the agreements (or
any other plan, program, policy or arrangement with the Company) become subject to the excise tax imposed by
Section 4999 of the Internal Revenue Code.

Item 6. Exhibits
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(6)
(")

Exhibit 31.1

Exhibit 31.2

Exhibit 32.1

Exhibit 32.2

Exhibit 99.1

Exhibit 99.2

Exhibit 99.3

Certification by the Chief Executive Officer pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002

Certification by the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

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

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

Employment Agreement effective as of January 1, 2012 between Robert V. Cuddihy, Jr.
and the Company

Employment Agreement effective as of January 1, 2012 between Ted Karkus and the
Company

Transcript of November 9, 2011 call with investors
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned thereunto duly authorized.

Date: November 10, 2011

Date: November 10, 2011

ProPhase Labs, Inc.

By:
Ted Karkus
Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)

By:
Robert V. Cuddihy, Jr.
Chief Operating Officer and Chief Financial Officer
(Principal Accounting and Financial Officer)
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EXHIBIT 31.1

OFFICER’S CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934

I, Ted Karkus, certify that:

1.
2.

I have reviewed this Quarterly Report on Form 10-Q of ProPhase Labs, Inc.;

Based on my knowledge, this Quarterly Report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this Quarterly Report;

Based on my knowledge, the financial statements, and other financial information included in this Quarterly
Report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this Quarterly Report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rule 13a-15(f) and 15d-15(f) for the registrant and have:

(@ designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this Quarterly Report is being prepared,;

(b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
Quarterly Report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: November 10, 2011

By:
Ted Karkus

Chairman of the Board and
Chief Executive Officer
(Principal Executive Officer)
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EXHIBIT 31.2

OFFICER’S CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934

I, Robert V. Cuddihy, Jr., certify that:

1.
2.

I have reviewed this Quarterly Report on Form 10-Q of ProPhase Labs, Inc.;

Based on my knowledge, this Quarterly Report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this Quarterly Report;

Based on my knowledge, the financial statements, and other financial information included in this Quarterly
Report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this Quarterly Report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rule 13a-15(f) and 15d-15(f) for the registrant and have:

(@ designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this Quarterly Report is being prepared,;

(b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
Quarterly Report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(@) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: November 10, 2011

By:

Robert V. Cuddihy, Jr.

Chief Operating Officer and
Chief  Financial  Officer
(Principal Accounting and
Financial Officer)
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EXHIBIT 32.1

PROPHASE LABS, INC.

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO RULE 13a-14(b) OF THE SECURITIES EXCHANGE ACT OF 1934
AND 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Ted Karkus, Chief Executive Officer of ProPhase Labs, Inc., a Nevada corporation (the “Registrant”), in
connection with the Registrant’s Quarterly Report on Form 10-Q for the period ended September 30, 2011, as filed
with the Securities and Exchange Commission on the date hereof (the “Report™), do hereby represent, warrant and
certify, in compliance with Rule 13a-14(b) of the Securities Exchange Act of 1934 and 18 U.S.C Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934,
as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Registrant.

Ted Karkus

Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)

November 10, 2011
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EXHIBIT 32.2

PROPHASE LABS, INC.

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO RULE 13a-14(b) OF THE SECURITIES EXCHANGE ACT OF 1934
AND 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert V. Cuddihy, Jr., Chief Financial Officer of ProPhase Labs, Inc., a Nevada corporation (the
“Registrant”), in connection with the Registrant’s Quarterly Report on Form 10-Q for the period ended September 30,
2011, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), do hereby represent,
warrant and certify, in compliance with Rule 13a-14(b) of the Securities Exchange Act of 1934 and 18 U.S.C Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934,
as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Registrant.

Robert V. Cuddihy, Jr.

Chief Operating Officer and Chief Financial Officer
(Principal Accounting and Financial Officer)
November 10, 2011
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EXHIBIT 99.1

Employment Agreement between

Robert V. Cuddihy, Jr. and ProPhase Labs, Inc.

EMPLOYMENT AGREEMENT
This Employment Agreement (the “Agreement”), effective as of the 1% day of January, 2012, by and
between ProPhase Labs, Inc., a corporation organized under the laws of the State of Nevada (the “Company”),

and Robert V. Cuddihy, Jr. (“Executive”).
WITNESETH:

WHEREAS, the Company and Executive are parties to that certain Employment Agreement, dated as of

August 19, 2009 (the “Existing Employment Agreement”), as amended, pursuant to which Executive is employed

by the Company;

WHEREAS, the Company and Executive desire and intend via the entry into this Agreement to
supersede, in its entirety, the Existing Employment Agreement and to provide for the employment of Executive as
the Chief Financial Officer and Chief Operating Officer of the Company, to engage in such activities and to render

such services under the terms and conditions hereof;

WHEREAS, the Company has authorized and approved the execution of this Agreement and Executive

desires to be employed by the Company under the terms and conditions hereinafter provided; and

WHEREAS, this Agreement constitutes the entire understanding and agreement between the Company
and Executive regarding its subject matter and supersedes all prior or contemporaneous negotiations and
agreements, whether oral or written, between them with respect to such subject matter (including the Existing

Employment Agreement).

NOW, THEREFORE, in consideration of the mutual covenants and undertakings herein contained, the

parties agree as follows:

1. Effective Date, Appointment, Title and Duties. The effective date of this Agreement is January 1,

2012 (“Effective Date”). As of the Effective Date, the Company employs Executive to serve as its Chief Financial
Officer and Chief Operating Officer. In such capacity, Executive shall report to the Chief Executive Officer and
the Board of Directors of the Company, and shall have such duties, powers and responsibilities as are customarily
assigned to a Chief Financial Officer and Chief Operating Officer of a publicly held corporation, but shall also be
responsible to the Board of Directors and to any committee thereof. In addition, Executive shall have such other
duties and responsibilities as the Chief Executive Officer or Board of Directors may reasonably assign him, with
his consent, including serving with the consent or at the request of the Board of Directors as an officer or on the
board of directors of affiliated corporations, provided that such duties are commensurate with and customary for a
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senior executive officer bearing Executive’s experience, qualifications, title and position.

2. Term of Agreement. The term of Executive’s employment under this Agreement shall commence

on the Effective Date and shall terminate on July 15, 2015.

3. Acceptance of Position. Executive accepts the position of Chief Financial Officer and Chief

Operating Officer, and agrees that during the term of this Agreement he will faithfully perform his duties and,
except as expressly approved by the Board of Directors, will devote substantially all of his business time to the
business and affairs of the Company, and will not engage, for his own account or for the account of any other
person or entity, in a business which directly competes with the Company. It is acknowledged and agreed that
Executive may serve as an officer and/or director of companies in which the Company owns voting or non-voting
stock. In addition, it is acknowledged and agreed that Executive may, from time to time, serve as a member of the
board of directors of other companies, in which event the Board of Directors of the Company must expressly
approve such service pursuant to a Board resolution maintained in the Company’s minute books. Any
compensation or remuneration which Executive receives in consideration of his service on the board of directors of
other companies shall be the sole and exclusive property of Executive, and the Company shall have no right or

entitlement at any time to any such compensation or remuneration.

4. Salary and Benefits. During the term of this Agreement:

@ The Company shall pay to Executive a base salary at an annual rate of not less than Three
Hundred Fifty Thousand Dollars ($350,000) per annum (“Base Salary”), paid in approximately equal installments
at intervals based on any reasonable Company policy. The Company agrees from time to time to consider

increases in such base salary in the discretion of the Compensation Committee of the Board of Directors

(“Compensation Committee™). Any increase, once granted, shall automatically amend this Agreement to provide
that thereafter Executive’s base salary shall not be less than the annual amount to which such base salary has been
increased.

(b) During the term hereof, Executive shall be eligible to participate in all health, retirement,
Company-paid insurance, sick leave, vacation, disability, expense reimbursement and other benefit programs
which the Company or its subsidiaries makes available to any of its senior executives.

© Executive may be awarded an annual bonus (in cash or stock of the Company) in the sole
discretion of the Compensation Committee. Executive also shall be eligible to participate in any Company
incentive stock, option or bonus plan offered by the Company to its senior executives, subject to the terms thereof

and at the sole discretion of the Compensation Committee.

5. Certain Terms Defined. For purposes of this Agreement:

€)) Executive shall be deemed to be “disabled” if a physical or mental condition shall occur
and persist which, in the written opinion of a licensed physician selected by the Board of Directors in good faith,
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has rendered Executive unable to perform the duties set forth in Section 1 hereof for a period of sixty (60) days or
more and, in the written opinion of such physician, the condition will continue for an indefinite period of time,
rendering Executive unable to return to his duties.

(b) A termination of Executive’s employment by the Company shall be deemed for “Cause” if, and
only if, it is based upon (i) conviction of a felony by a federal or state court of competent jurisdiction; (ii) material
disloyalty to the Company such as embezzlement, misappropriation of corporate assets or, except as permitted
pursuant to Section 3 of this Agreement, breach of Executive’s agreement not to engage in business for another
enterprise of the type engaged in by the Company; or (iii) the engaging in unethical or illegal behavior which is of
a public nature, brings the Company into disrepute, and result in material damage to the Company. The Company
shall have the right to suspend Executive with pay, for a reasonable period to investigate allegations of conduct
which, if proven, would establish a right to terminate this Agreement for Cause, or to permit a felony charge to be
tried. Immediately upon the conclusion of such temporary period, unless Cause to terminate this Agreement has
been established, Executive shall be restored to all duties and responsibilities as if such suspension had never
occurred.

(©) A resignation by Executive shall not be deemed to be voluntary and shall be deemed to be
a resignation with “Good Reason” if it is based upon (i) a diminution in Executive’s title, duties, or salary; (ii) a
material reduction in benefits or bonus opportunities; (iii) a direction by the Board of Directors that Executive
report to any person or group other than the Board of Directors, (iv) a geographic relocation of Executive’s place
of work a distance for more than sixty (60) miles from the Company’s offices located in Doylestown,
Pennsylvania; or (v) the Company’s material breach of this Agreement.

(d) “Affiliate” means with respect to any Person, a Person who, directly or indirectly, through one or
more intermediaries, controls, is controlled by or is under common control, with the Person specified.

(e) “Base Salary” means, as of any date of termination of employment, the highest base salary of
Executive in the then current fiscal year or in any of the last four fiscal years immediately preceding such date of
termination of employment.

(F) “Beneficial Owner” shall have the meaning given to such term in Rule 13d-3 under the Exchange
Act.

(g) A “Change in Control” occurs if:

Q) Any Person or related group of Persons (other than Executive and his Related
Persons, the Company or a Person that directly or indirectly controls, is controlled by, or is under common control
with, the Company) is or becomes the Beneficial Owner, directly or indirectly, of securities of the Company
representing 30% or more of the combined voting power of the Company’s then outstanding securities;

(i) The stockholders of the Company approve a merger or consolidation of the
Company with any other corporation (or other entity), other than a merger or consolidation which would result in
the voting securities of the Company outstanding immediately prior thereto continuing to represent (either by

remaining outstanding or by being converted into voting securities of the surviving entity) more than 66-2/3% of
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the combined voting power of the voting securities of the Company or such surviving entity outstanding
immediately after such merger or consolidation; provided, however, that a merger or consolidation effected to
implement a recapitalization of the Company (or similar transaction) in which no Person acquires 30% or more of
the combined voting power of the Company’s then outstanding securities shall not constitute a Change in Control;
(ifi)  The Stockholders of the Company approve a plan of complete liquidation of the
Company or an agreement for the sale or disposition by the Company of all or substantially all of the Company’s
assets; or
(iv) A majority of the members of the Board of Directors of the Company cease to be
Continuing Directors;
(h) “Code” means the Internal Revenue Code of 1986, as amended.
(i) “Continuing Directors” means, as of any date of determination, any member of the Board of
Directors who (i) was a member of such Board of Directors on the date of the Agreement or (ii) was nominated for
election or elected to such Board of Directors with the approval of a majority of the Continuing Directors who
were members of such Board of Directors at the time of such nomination or election.
(J) “Exchange Act” means the Securities Exchange Act of 1934, as amended.
(k) “Person” means any individual, control group as defined in the Exchange Act, corporation,
partnership, limited liability company, trust, association or other entity.
(I) “Related Person” means any immediate family member (spouse, partner, parent, sibling or child
whether by birth or adoption) of Executive and any trust, estate or foundation, the beneficiary of which is

Executive and/or an immediate family member of Executive.

6. Certain Benefits Upon Termination. Executive’s employment shall be terminated upon the earlier

of (i) the voluntary resignation of Executive with or without Good Reason; (ii) Executive’s death or permanent
disability; or (iii) upon the termination of Executive’s employment by the Company for any reason at any time. In
the event of such termination, the provisions of Section 6(a) shall apply, and in the event of a Change of Control,
the provisions of Section 6(b) shall apply.

@) If Executive’s employment by the Company terminates for any reason other than as a
result of (i) a termination for Cause, or (ii) a voluntary resignation by Executive without a Good Reason, then the
Company shall pay Executive a lump sum severance payment in cash equal to the greater of (y) the amount equal
to eighteen (18) months Base Salary or (z) the amount equal to Executive’s Base Salary for the remainder of the
term as if this Agreement had not been terminated; provided that if employment terminates by reason of
Executive’s death or disability, then Executive (or Executive’s estate, if applicable) shall receive a one time
payment equal to the amount of Base Salary owed for the remainder of the term as if this Agreement had not been
terminated.

(b) If Executive’s employment is terminated by the Company for any reason other than as a

result of (i) a termination for Cause, or (ii) a voluntary resignation by Executive without a Good Reason, within
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twenty four (24) months of a Change in Control of the Company, the Company shall pay Executive a one time
severance payment in cash equal to the greater of (y) the amount equal to eighteen (18) months Base Salary, or (z)
the amount equal to Executive’s Base Salary for the remainder of the term as if this Agreement had not been
terminated; provided that if employment terminates by reason of Executive’s death or disability, then Executive
(or Executive’s estate, if applicable) shall receive a one time payment equal to the amount of Base Salary owed for
the remainder of the term as if this Agreement had not been terminated.

(©) If Executive’s employment by the Company terminates for any reason, except for the
Company’s termination of Executive’s employment for Cause or a voluntary resignation by Executive without a
Good Reason, the Company shall offer to Executive the opportunity to participate at Company expense in all
medical and dental plans provided by the Company to its executive officers to the extent Executive elects for the
remainder of the term of this Agreement. To the extent that the Company cannot provide, for a legal reason or any
other matter, Executive with the opportunity to participate in such medical and dental plans (at Company expense),
the Company shall pay to Executive in cash an amount equal to the fair market value of the benefits to be provided
pursuant to this Section 6(c).

(d) The Company shall make all payments pursuant to the foregoing subsections (a) through (b)
concurrently with the date of termination of Executive’s employment or consummation of a Change in Control of
the Company, as applicable. Any such termination payments payable hereunder shall be considered as part-
consideration for the non-compete covenant provided by Executive in Section 7 below.

(e) The Company shall have no liability under this Section 6 if Executive’s employment pursuant to
this Agreement is terminated by the Company for Cause or by Executive without a Good Reason.

(F) Gross-Up.

0] If it shall be determined that any payment, distribution or benefit received or to be
received by Executive from the Company (whether payable pursuant to the terms of this Agreement or any other
plan, arrangements or agreement with the Company or a Affiliate (as defined above) (“Payments”)) would be
subject to the excise tax imposed by Section 4999 of the Code (the “Excise Tax”), then Executive shall be entitled

to receive an additional payment (the “Excise Tax Gross-Up Payment”) in an amount such that the net amount

retained by Executive, after the calculation and deduction of any Excise Tax on the Payments and any federal,
state and local income taxes and excise tax on the Excise Tax Gross-Up Payment provided for in this Section 6(f),
shall be equal to the Payments. In determining this amount, the amount of the Excise Tax Gross-Up Payment
attributable to federal income taxes shall be reduced by the maximum reduction in federal income taxes that could
be obtained by the deduction of the portion of the Excise Tax Gross-Up Payment attributable to state and local
income taxes. Finally, the Excise Tax Gross-Up Payment shall be reduced by income or excise tax withholding
payment made by the Company or any affiliate of either to any federal, state or local taxing authority with respect
to the Excise Tax Gross-Up Payment that was not deducted from compensation payable to Executive.

(i) All determinations required to be made under this Section 6(f), including whether

and when an Excise Tax Gross-Up Payment is required and the amount of such Excise Tax Gross-Up Payment and
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the assumptions to be utilized in arriving at such determination, except as specified in Section 6(f)(i) above, shall

be made by the Company’s independent public accounting firm (the “Accounting Firm”), which shall provide

detailed supporting calculations both to the Company and Executive. Such determination of tax liability made by
the Accounting Firm shall be subject to review by Executive’s tax advisor and, if Executive’s tax advisor does not
agree with such determination reached by the Accounting Firm, then the Accounting Firm and Executive’s tax
advisor shall jointly designate a nationally recognized public accounting firm, which shall make such
determination. All reasonable fees and expenses of the accountants and tax advisors retained by either Executive
or the Company shall be borne by the Company. Any Excise Tax Gross-Up Payment, as determined pursuant to
this Section 6(f), shall be paid by the Company to Executive within five days after the receipt of such
determination. Any determination by a jointly designated public accounting firm shall be binding upon the
Company and Executive.

(iii)  As aresult of the uncertainty in the application of Subsection 4999 of the Code at
the time of the initial determination thereunder, it is possible that Excise Tax Gross-Up Payments will not have
been made by the Company that should have been made consistent with the calculations required to be made
hereunder (“Underpayment”). In the event that Executive thereafter is required to make a payment of any Excise
Tax, any such Underpayment calculated in accordance with and in the same manner as the Excise Tax Gross-Up
Payment in Section 6(g)(i) above shall be promptly paid by the Company to or for the benefit of Executive. In the
event that the Excise Tax Gross-Up Payment exceeds the amount subsequently determined to be due, such excess
shall constitute a loan from the Company (together with interest at the rate provided in Section 1274(b)(2)(B) of
the Code).

7. Covenants.

@ Non-Competition. For purposes of this Agreement, the term “Company Business” shall

mean the development, marketing, manufacture or sale of (a) cold remedy products, and (b) any other product of
the Company or its subsidiaries provided that the Company has derived more than $10 million in revenue related
to such product during the immediately previous twelve (12) month period. During the period in which Executive
provides services to the Company under the terms of this Agreement and (i) upon termination of Executive’s
employment with the Company by the Company for Cause, Executive’s voluntary termination of employment
(other than for Good Reason), or non-renewal of this Agreement, for a period of eighteen (18) months thereafter,
or (ii) upon termination of Executive’s employment by the Company without Cause, or upon the termination of
Executive’s employment by Executive for Good Reason, for a period of six (6) months thereafter, Executive will
not, as a principal, agent, employee, employer, consultant, stockholder, investor, director or co-partner of any
person, firm, corporation or business entity other than the Company, or in any individual or representative capacity
whatsoever, directly or indirectly, without the express prior written consent of the Company:

@ engage or participate in any business which competes with the Company Business;



(b) aid or counsel any other person, firm, corporation or business which competes with the
Company Business;

(©) become employed by a firm, corporation, partnership or joint venture which competes
with the Company Business; or

(d) approach, solicit business from, or otherwise do business or deal with any customer of the

Company in connection with the Company Business.

For purposes of this Section 7(a), pain and symptom reliever products shall not be considered cold remedy
products which are hereby defined as over the counter products that attempt to shorten or cure the common cold.
For purposes of the definition of stockholder or investor used in this Section 7, Executive may hold a non-control
position as stockholder or investor in the securities of publicly traded companies without the prior written consent
of the Company.

(b) Executive’s Acknowledgements. Executive acknowledges (i) that his position with the

Company requires the performance of services which are special, unique, and extraordinary in character and places
him in a position of confidence and trust with the customers and employees of the Company, through which,
among other things, he shall obtain knowledge of the Company’s “technical information” and “know-how” and
become acquainted with its customers, in which matters the Company has substantial proprietary interests; (ii) that
the restrictive covenants set forth above are necessary in order to protect and maintain such proprietary interests
and the other legitimate business interests of the Company; and (iii) that the Company would not have entered into
this Agreement unless such covenants were included herein. Executive also acknowledges that the business of the
Company presently will extend throughout the United States and Puerto Rico, and that he will personally supervise
and engage in such business on behalf of Company and, accordingly, it is reasonable that the restrictive covenants
set forth above are not more limited as to geographic area then is set forth therein. Executive also represents to the
Company that the enforcement of such covenants will not prevent Executive from earning a livelihood or impose
an undue hardship on Executive.

(©) Assignment of Rights to Intellectual Property. Executive shall promptly and fully disclose

all Intellectual Property (as defined below) to the Company. Executive hereby assigns and agrees to assign to the
Company (or as otherwise directed by the Company) Executive’s full right, title and interest in and to all
Intellectual Property. Executive agrees to execute any and all applications for domestic and foreign patents,
copyrights or other proprietary rights and to do such other acts (including without limitation the execution and
delivery of instruments of further assurance or confirmation) requested by the Company to assign the Intellectual
Property to the Company and to permit the Company to enforce any patents, copyrights or other proprietary rights
to the Intellectual Property. Executive will not charge the Company for time spent, although the Company will
reimburse Executive for any expenses Executive reasonably incurs, in complying with these obligations. All
copyrightable works that Executive creates shall be considered “work made for hire”. “Intellectual Property”

means inventions, discoveries, developments, methods, processes, compositions, works, concepts and ideas
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(whether or not patentable or copyrightable or constituting trade secrets) conceived, made, created, developed or
reduced to practice by Executive (whether alone or with others, whether or not during normal business hours or on
or off Company premises) during Executive’s employment that relate to either the Products or any prospective
activity of the Company under active consideration. “Products” means all products planned, researched,
developed, tested, manufactured, sold, licensed, leased or otherwise distributed or put into use by the Company or
any of its affiliates, together with all services provided or planned by the Company, during Executive’s

employment.

8. Indemnification. The Company shall indemnify Executive and hold him harmless from and
against all claims, losses, damages, expense or liabilities (including expenses of defense and settlement) based
upon or in any way arising from or connected with his employment by the Company, to the maximum extent
permitted by law. To the fullest extent permitted by law, the Company shall advance to Executive all expenses
necessary in connection with the defense of any action or claim which is brought if indemnification cannot be
determined to be available prior to the conclusion of such action or the investigation of such claim. The Company
shall investigate in good faith the availability and cost of directors’ and officers’ insurance and shall include
Executive as an insured in any directors’ and officers’ insurance policy it maintains. The provisions of this Section

8 shall survive any termination or expiration of this Agreement.

9. Attorney Fees. In the event that any action or proceeding is brought to enforce the terms and

provisions of this Agreement, the prevailing party shall be entitled to recover reasonable attorney fees.

10. Notices. All notices and other communications provided to either party hereto under this
Agreement shall be in writing and delivered by certified or registered mail to such party at its/her address set forth
below its/her signature hereto, or at such other address as may be designated with postage prepaid, shall be deemed

given when received.

11. Construction. In constructing this Agreement, if any portion of this Agreement shall be found to
be invalid or unenforceable, the remaining terms and provisions of this Agreement shall be given effect to the
maximum extent permitted without considering the void, invalid or unenforceable provisions. In construing this
Agreement, the singular shall include the plural, the masculine shall include the feminine and neuter genders as
appropriate, and no meaning in effect shall be given to the captions of the sections in this Agreement, which is
inserted for convenience of reference only. Without limitation to the foregoing, nothing in this Agreement is
intended to violate the Sarbanes-Oxley Act of 2002, and to the extent that any provision of this Agreement would
constitute such a violation, such provision shall be modified to the extent required by such Act, or, to the extent
that such provision cannot be so modified and is found to be invalid or unenforceable, the remaining terms and
provisions shall be given effect to the maximum extent permitted without considering the void, invalid or

unenforceable provision. This Agreement may be executed in one or more counterparts, each of which shall be
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deemed an original but all of which together will constitute one and the same instrument.
12. Headings. The section headings hereof have been inserted for convenience of reference only and

shall not be construed to affect the meaning, construction or effect of this Agreement.

13. Section 16(a). Executive acknowledges that he is an insider under Section 16(a) of the Exchange
Act due to his status as an officer of the Company. Executive acknowledges he is aware of and agrees to comply
with the Exchange Act requirements pertaining to insiders by reporting to the Securities and Exchange
Commission on Form 4 any transactions involving equity securities of the Company within two business days

following the day on which the transaction is executed.

14. Governing Law. This Agreement, and any statements, conduct, claims, causes of action, liabilities
or other matters relating to or arising out of or in connection with this Agreement, shall be governed by, and
construed in accordance with, the laws of the State of Pennsylvania, without regard to choice of law or conflict of

law principles.

15. Entire Agreement; Amendment. This Agreement constitutes the entire agreement and supersedes

all other prior agreements and undertakings, both written and oral, among Executive and the Company, with
respect to the subject matter hereof. This Agreement may be amended, modified, superseded, cancelled, renewed
or extended and the terms or covenants hereof may be waived, only by a written instrument executed by both of
the parties hereto, or in the case of a waiver, by the party waiving compliance. No superseding instrument,
amendment, modification, cancellation, renewal or extension hereof shall require the consent or approval of any
person other than the parties hereto. The failure of either party at any time or times to require performance of any
provision hereof shall in no matter affect the right at a later time to enforce the same. No waiver by either party of
the breach of any term or covenant contained in this Agreement, whether by conduct or otherwise, in any one or
more instances, shall be deemed to be, or construed as, a further or continuing waiver of any such breach, or a

waiver of the breach of any other term or covenant contained in this Agreement.

IN WITNESS WHEREOF, this Agreement shall be effective as of the date specified in the first paragraph of this
Agreement.

PROPHASE LABS, INC.:
Signed November __, 2011

Name: Ted Karkus
Title: Chief Executive Officer
Signed November __, 2011 EXECUTIVE:

Robert V. Cuddihy, Jr.



EXHIBIT 99.2
Employment Agreement between
Ted Karkus and ProPhase Labs, Inc.

EMPLOYMENT AGREEMENT
This Employment Agreement (the “Agreement”), effective as of the 1% day of January, 2012, by and
between ProPhase Labs, Inc., a corporation organized under the laws of the State of Nevada (the “Company”™),
and Ted Karkus (“Executive”).
WITNESETH:
WHEREAS, the Company and Executive are parties to that certain Employment Agreement, dated as of
August 19, 2009 (the “Existing Employment Agreement”), as amended, pursuant to which Executive is employed

by the Company;

WHEREAS, the Company and Executive desire and intend via the entry into this Agreement to
supersede, in its entirety, the Existing Employment Agreement and to provide for the employment of Executive as
the Chief Executive Officer of the Company, to engage in such activities and to render such services under the

terms and conditions hereof;

WHEREAS, the Company has authorized and approved the execution of this Agreement and Executive

desires to be employed by the Company under the terms and conditions hereinafter provided; and

WHEREAS, this Agreement constitutes the entire understanding and agreement between the Company
and Executive regarding its subject matter and supersedes all prior or contemporaneous negotiations and
agreements, whether oral or written, between them with respect to such subject matter (including the EXisting

Employment Agreement).

NOW, THEREFORE, in consideration of the mutual covenants and undertakings herein contained, the

parties agree as follows:

1. Effective Date, Appointment, Title and Duties. The effective date of this Agreement is January 1,

2012 (“Effective Date”). As of the Effective Date, the Company employs Executive to serve as its Chief Executive
Officer. In such capacity, Executive shall report to the Board of Directors of the Company, and shall have such
duties, powers and responsibilities as are customarily assigned to a Chief Executive Officer of a publicly held
corporation, but shall also be responsible to the Board of Directors and to any committee thereof. In addition,
Executive shall have such other duties and responsibilities as the Board of Directors may reasonably assign him,
with his consent, including serving with the consent or at the request of the Board of Directors as an officer or on
the board of directors of affiliated corporations, provided that such duties are commensurate with and customary for

a senior executive officer bearing Executive’s experience, qualifications, title and position.
-1-



2. Term of Agreement. The term of Executive’s employment under this Agreement shall commence

on the Effective Date and shall terminate on July 15, 2015.

3. Acceptance of Position. Executive accepts the position of Chief Executive Officer, and agrees that

during the term of this Agreement he will faithfully perform his duties and, except as expressly approved by the
Board of Directors, will devote substantially all of his business time to the business and affairs of the Company,
and will not engage, for his own account or for the account of any other person or entity, in a business which
directly competes with the Company. It is acknowledged and agreed that Executive may serve as an officer and/or
director of companies in which the Company owns voting or non-voting stock. In addition, it is acknowledged and
agreed that Executive may, from time to time, serve as a member of the board of directors of other companies, in
which event the Board of Directors of the Company must expressly approve such service pursuant to a Board
resolution maintained in the Company’s minute books. Any compensation or remuneration which Executive
receives in consideration of his service on the board of directors of other companies shall be the sole and exclusive
property of Executive, and the Company shall have no right or entitlement at any time to any such compensation

or remuneration.

4. Salary and Benefits. During the term of this Agreement:

@ The Company shall pay to Executive a base salary at an annual rate of not less than Six
Hundred Seventy Five Thousand Dollars ($675,000) per annum (“Base Salary”), paid in approximately equal
installments at intervals based on any reasonable Company policy. The Company agrees from time to time to
consider increases in such base salary in the discretion of the Compensation Committee of the Board of Directors

(“Compensation Committee™). Any increase, once granted, shall automatically amend this Agreement to provide

that thereafter Executive’s base salary shall not be less than the annual amount to which such base salary has been
increased.

(b) During the term hereof, Executive shall be eligible to participate in all health, retirement,
Company-paid insurance, sick leave, vacation, disability, expense reimbursement and other benefit programs
which the Company or its subsidiaries makes available to any of its senior executives.

(c) Executive may be awarded an annual bonus (in cash or stock of the Company) in the sole
discretion of the Compensation Committee. Executive also shall be eligible to participate in any Company
incentive stock, option or bonus plan offered by the Company to its senior executives, subject to the terms thereof

and at the sole discretion of the Compensation Committee.

5. Certain Terms Defined. For purposes of this Agreement:

@ Executive shall be deemed to be “disabled” if a physical or mental condition shall occur

and persist which, in the written opinion of a licensed physician selected by the Board of Directors in good faith,
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has rendered Executive unable to perform the duties set forth in Section 1 hereof for a period of sixty (60) days or
more and, in the written opinion of such physician, the condition will continue for an indefinite period of time,
rendering Executive unable to return to his duties.

(b) A termination of Executive’s employment by the Company shall be deemed for “Cause” if, and
only if, it is based upon (i) conviction of a felony by a federal or state court of competent jurisdiction; (ii) material
disloyalty to the Company such as embezzlement, misappropriation of corporate assets or, except as permitted
pursuant to Section 3 of this Agreement, breach of Executive’s agreement not to engage in business for another
enterprise of the type engaged in by the Company; or (iii) the engaging in unethical or illegal behavior which is of
a public nature, brings the Company into disrepute, and result in material damage to the Company. The Company
shall have the right to suspend Executive with pay, for a reasonable period to investigate allegations of conduct
which, if proven, would establish a right to terminate this Agreement for Cause, or to permit a felony charge to be
tried. Immediately upon the conclusion of such temporary period, unless Cause to terminate this Agreement has
been established, Executive shall be restored to all duties and responsibilities as if such suspension had never
occurred.

(© A resignation by Executive shall not be deemed to be voluntary and shall be deemed to be
a resignation with “Good Reason” if it is based upon (i) a diminution in Executive’s title, duties, or salary; (ii) a
material reduction in benefits or bonus opportunities; (iii) a direction by the Board of Directors that Executive
report to any person or group other than the Board of Directors, (iv) a geographic relocation of Executive’s place
of work a distance for more than sixty (60) miles from the Company’s offices located in Doylestown,
Pennsylvania; or (v) the Company’s material breach of this Agreement.
(d) “Affiliate” means with respect to any Person, a Person who, directly or indirectly, through one or
more intermediaries, controls, is controlled by or is under common control, with the Person specified.
(e) “Base Salary” means, as of any date of termination of employment, the highest base salary of
Executive in the then current fiscal year or in any of the last four fiscal years immediately preceding such date of
termination of employment.
(F) “Beneficial Owner” shall have the meaning given to such term in Rule 13d-3 under the Exchange
Act.
(g) A “Change in Control” occurs if:
(i) Any Person or related group of Persons (other than Executive and his Related Persons, the
Company or a Person that directly or indirectly controls, is controlled by, or is under common
control with, the Company) is or becomes the Beneficial Owner, directly or indirectly, of
securities of the Company representing 30% or more of the combined voting power of the
Company’s then outstanding securities;
(i) The stockholders of the Company approve a merger or consolidation of the Company with any
other corporation (or other entity), other than a merger or consolidation which would result in

the voting securities of the Company outstanding immediately prior thereto continuing to
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represent (either by remaining outstanding or by being converted into voting securities of the
surviving entity) more than 66-2/3% of the combined voting power of the voting securities of
the Company or such surviving entity outstanding immediately after such merger or
consolidation; provided, however, that a merger or consolidation effected to implement a
recapitalization of the Company (or similar transaction) in which no Person acquires 30% or
more of the combined voting power of the Company’s then outstanding securities shall not
constitute a Change in Control;
(iii)The Stockholders of the Company approve a plan of complete liquidation of the Company or an
agreement for the sale or disposition by the Company of all or substantially all of the
Company’s assets; or
(iv) A majority of the members of the Board of Directors of the Company cease to be Continuing
Directors;
(h) “Code” means the Internal Revenue Code of 1986, as amended.
(i) “Continuing Directors” means, as of any date of determination, any member of the Board of
Directors who (i) was a member of such Board of Directors on the date of the Agreement or (ii) was nominated for
election or elected to such Board of Directors with the approval of a majority of the Continuing Directors who
were members of such Board of Directors at the time of such nomination or election.
(1) “Exchange Act” means the Securities Exchange Act of 1934, as amended.
(k) “Person” means any individual, control group as defined in the Exchange Act, corporation,
partnership, limited liability company, trust, association or other entity.
(1) “Related Person” means any immediate family member (spouse, partner, parent, sibling or child
whether by birth or adoption) of Executive and any trust, estate or foundation, the beneficiary of which is

Executive and/or an immediate family member of Executive.

6. Certain Benefits Upon Termination. Executive’s employment shall be terminated upon the earlier

of (i) the voluntary resignation of Executive with or without Good Reason; (ii) Executive’s death or permanent
disability; or (iii) upon the termination of Executive’s employment by the Company for any reason at any time. In
the event of such termination, the provisions of Section 6(a) shall apply, and in the event of a Change of Control,

the provisions of Section 6(b) shall apply.

(a) If Executive’s employment by the Company terminates for any reason other than as a result of (i)
a termination for Cause, or (ii) a voluntary resignation by Executive without a Good Reason, then the Company
shall pay Executive a lump sum severance payment in cash equal to the greater of (y) the amount equal to eighteen
(18) months Base Salary or (z) the amount equal to Executive’s Base Salary for the remainder of the term as if this
Agreement had not been terminated; provided that if employment terminates by reason of Executive’s death or

disability, then Executive (or Executive’s estate, if applicable) shall receive a one time payment equal to the
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amount of Base Salary owed for the remainder of the term as if this Agreement had not been terminated.

(b) If Executive’s employment is terminated by the Company for any reason other than as a result of
(i) a termination for Cause, or (ii) a voluntary resignation by Executive without a Good Reason, within twenty four
(24) months of a Change in Control of the Company, the Company shall pay Executive a one time severance
payment in cash equal to the greater of (y) the amount equal to eighteen (18) months Base Salary, or (z) the
amount equal to Executive’s Base Salary for the remainder of the term as if this Agreement had not been
terminated; provided that if employment terminates by reason of Executive’s death or disability, then Executive
(or Executive’s estate, if applicable) shall receive a one time payment equal to the amount of Base Salary owed for

the remainder of the term as if this Agreement had not been terminated.

(©) If Executive’s employment by the Company terminates for any reason, except for the Company’s
termination of Executive’s employment for Cause or a voluntary resignation by Executive without a Good Reason,
the Company shall offer to Executive the opportunity to participate at Company expense in all medical and dental
plans provided by the Company to its executive officers to the extent Executive elects for the remainder of the
term of this Agreement. To the extent that the Company cannot provide, for a legal reason or any other matter,
Executive with the opportunity to participate in such medical and dental plans (at Company expense), the
Company shall pay to Executive in cash an amount equal to the fair market value of the benefits to be provided

pursuant to this Section 6(c).

(d) The Company shall make all payments pursuant to the foregoing subsections (a) through (b)
concurrently with the date of termination of Executive’s employment or consummation of a Change in Control of
the Company, as applicable. Any such termination payments payable hereunder shall be considered as part-

consideration for the non-compete covenant provided by Executive in Section 7 below.

() The Company shall have no liability under this Section 6 if Executive’s employment pursuant to

this Agreement is terminated by the Company for Cause or by Executive without a Good Reason.

()] Gross-Up.

(i) If it shall be determined that any payment, distribution or benefit received or to be
received by Executive from the Company (whether payable pursuant to the terms of this Agreement or any other
plan, arrangements or agreement with the Company or a Affiliate (as defined above) (“Payments”)) would be
subject to the excise tax imposed by Section 4999 of the Code (the “Excise Tax™), then Executive shall be entitled

to receive an additional payment (the “Excise Tax Gross-Up Payment”) in an amount such that the net amount

retained by Executive, after the calculation and deduction of any Excise Tax on the Payments and any federal,
state and local income taxes and excise tax on the Excise Tax Gross-Up Payment provided for in this Section 6(f),
shall be equal to the Payments. In determining this amount, the amount of the Excise Tax Gross-Up Payment

attributable to federal income taxes shall be reduced by the maximum reduction in federal income taxes that could
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be obtained by the deduction of the portion of the Excise Tax Gross-Up Payment attributable to state and local
income taxes. Finally, the Excise Tax Gross-Up Payment shall be reduced by income or excise tax withholding
payment made by the Company or any affiliate of either to any federal, state or local taxing authority with respect

to the Excise Tax Gross-Up Payment that was not deducted from compensation payable to Executive.

(i) All determinations required to be made under this Section 6(f), including whether and
when an Excise Tax Gross-Up Payment is required and the amount of such Excise Tax Gross-Up Payment and the
assumptions to be utilized in arriving at such determination, except as specified in Section 6(f)(i) above, shall be

made by the Company’s independent public accounting firm (the “Accounting Firm™), which shall provide

detailed supporting calculations both to the Company and Executive. Such determination of tax liability made by
the Accounting Firm shall be subject to review by Executive’s tax advisor and, if Executive’s tax advisor does not
agree with such determination reached by the Accounting Firm, then the Accounting Firm and Executive’s tax
advisor shall jointly designate a nationally recognized public accounting firm, which shall make such
determination. All reasonable fees and expenses of the accountants and tax advisors retained by either Executive
or the Company shall be borne by the Company. Any Excise Tax Gross-Up Payment, as determined pursuant to
this Section 6(f), shall be paid by the Company to Executive within five days after the receipt of such
determination. Any determination by a jointly designated public accounting firm shall be binding upon the

Company and Executive.

(i) As a result of the uncertainty in the application of Subsection 4999 of the Code at the time
of the initial determination thereunder, it is possible that Excise Tax Gross-Up Payments will not have been made
by the Company that should have been made consistent with the calculations required to be made hereunder
(*Underpayment”). In the event that Executive thereafter is required to make a payment of any Excise Tax, any
such Underpayment calculated in accordance with and in the same manner as the Excise Tax Gross-Up Payment in
Section 6(g)(i) above shall be promptly paid by the Company to or for the benefit of Executive. In the event that
the Excise Tax Gross-Up Payment exceeds the amount subsequently determined to be due, such excess shall
constitute a loan from the Company (together with interest at the rate provided in Section 1274(b)(2)(B) of the
Code).

7. Covenants.

@ Non-Competition. For purposes of this Agreement, the term “Company Business” shall

mean the development, marketing, manufacture or sale of (a) cold remedy products, and (b) any other product of
the Company or its subsidiaries provided that the Company has derived more than $10 million in revenue related
to such product during the immediately previous twelve (12) month period. During the period in which Executive
provides services to the Company under the terms of this Agreement and (i) upon termination of Executive’s

employment with the Company by the Company for Cause, Executive’s voluntary termination of employment
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(other than for Good Reason), or non-renewal of this Agreement, for a period of eighteen (18) months thereafter,
or (ii) upon termination of Executive’s employment by the Company without Cause, or upon the termination of
Executive’s employment by Executive for Good Reason, for a period of six (6) months thereafter, Executive will
not, as a principal, agent, employee, employer, consultant, stockholder, investor, director or co-partner of any
person, firm, corporation or business entity other than the Company, or in any individual or representative capacity
whatsoever, directly or indirectly, without the express prior written consent of the Company:

@ engage or participate in any business which competes with the Company Business;

(b) aid or counsel any other person, firm, corporation or business which competes with the
Company Business;

(c) become employed by a firm, corporation, partnership or joint venture which competes
with the Company Business; or

(d) approach, solicit business from, or otherwise do business or deal with any customer of the

Company in connection with the Company Business.

For purposes of this Section 7(a), pain and symptom reliever products shall not be considered cold remedy
products which are hereby defined as over the counter products that attempt to shorten or cure the common cold.
For purposes of the definition of stockholder or investor used in this Section 7, Executive may hold a non-control
position as stockholder or investor in the securities of publicly traded companies without the prior written consent

of the Company.

(b) Executive’s Acknowledgements. Executive acknowledges (i) that his position with the

Company requires the performance of services which are special, unique, and extraordinary in character and places
him in a position of confidence and trust with the customers and employees of the Company, through which,
among other things, he shall obtain knowledge of the Company’s “technical information” and “know-how” and
become acquainted with its customers, in which matters the Company has substantial proprietary interests; (ii) that
the restrictive covenants set forth above are necessary in order to protect and maintain such proprietary interests
and the other legitimate business interests of the Company; and (iii) that the Company would not have entered into
this Agreement unless such covenants were included herein. Executive also acknowledges that the business of the
Company presently will extend throughout the United States and Puerto Rico, and that he will personally supervise
and engage in such business on behalf of Company and, accordingly, it is reasonable that the restrictive covenants
set forth above are not more limited as to geographic area then is set forth therein. Executive also represents to the
Company that the enforcement of such covenants will not prevent Executive from earning a livelihood or impose

an undue hardship on Executive.

(©) Assignment of Rights to Intellectual Property. Executive shall promptly and fully disclose

all Intellectual Property (as defined below) to the Company. Executive hereby assigns and agrees to assign to the
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Company (or as otherwise directed by the Company) Executive’s full right, title and interest in and to all
Intellectual Property. Executive agrees to execute any and all applications for domestic and foreign patents,
copyrights or other proprietary rights and to do such other acts (including without limitation the execution and
delivery of instruments of further assurance or confirmation) requested by the Company to assign the Intellectual
Property to the Company and to permit the Company to enforce any patents, copyrights or other proprietary rights
to the Intellectual Property. Executive will not charge the Company for time spent, although the Company will
reimburse Executive for any expenses Executive reasonably incurs, in complying with these obligations. All
copyrightable works that Executive creates shall be considered “work made for hire”. “Intellectual Property”
means inventions, discoveries, developments, methods, processes, compositions, works, concepts and ideas
(whether or not patentable or copyrightable or constituting trade secrets) conceived, made, created, developed or
reduced to practice by Executive (whether alone or with others, whether or not during normal business hours or on
or off Company premises) during Executive’s employment that relate to either the Products or any prospective
activity of the Company under active consideration. “Products” means all products planned, researched,
developed, tested, manufactured, sold, licensed, leased or otherwise distributed or put into use by the Company or
any of its affiliates, together with all services provided or planned by the Company, during Executive’s

employment.

8. Indemnification. The Company shall indemnify Executive and hold him harmless from and against
all claims, losses, damages, expense or liabilities (including expenses of defense and settlement) based upon or in
any way arising from or connected with his employment by the Company, to the maximum extent permitted by
law. To the fullest extent permitted by law, the Company shall advance to Executive all expenses necessary in
connection with the defense of any action or claim which is brought if indemnification cannot be determined to be
available prior to the conclusion of such action or the investigation of such claim. The Company shall investigate
in good faith the availability and cost of directors’ and officers’ insurance and shall include Executive as an
insured in any directors’ and officers’ insurance policy it maintains. The provisions of this Section 8 shall survive

any termination or expiration of this Agreement.

9. Attorney Fees. In the event that any action or proceeding is brought to enforce the terms and

provisions of this Agreement, the prevailing party shall be entitled to recover reasonable attorney fees.

10.  Notices. All notices and other communications provided to either party hereto under this
Agreement shall be in writing and delivered by certified or registered mail to such party at its/her address set forth
below its/her signature hereto, or at such other address as may be designated with postage prepaid, shall be deemed

given when received.

11.  Construction. In constructing this Agreement, if any portion of this Agreement shall be found to be

invalid or unenforceable, the remaining terms and provisions of this Agreement shall be given effect to the
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maximum extent permitted without considering the void, invalid or unenforceable provisions. In construing this
Agreement, the singular shall include the plural, the masculine shall include the feminine and neuter genders as
appropriate, and no meaning in effect shall be given to the captions of the sections in this Agreement, which is
inserted for convenience of reference only. Without limitation to the foregoing, nothing in this Agreement is
intended to violate the Sarbanes-Oxley Act of 2002, and to the extent that any provision of this Agreement would
constitute such a violation, such provision shall be modified to the extent required by such Act, or, to the extent
that such provision cannot be so modified and is found to be invalid or unenforceable, the remaining terms and
provisions shall be given effect to the maximum extent permitted without considering the void, invalid or
unenforceable provision. This Agreement may be executed in one or more counterparts, each of which shall be

deemed an original but all of which together will constitute one and the same instrument.

12.  Headings. The section headings hereof have been inserted for convenience of reference only and

shall not be construed to affect the meaning, construction or effect of this Agreement.

13.  Section 16(a). Executive acknowledges that he is an insider under Section 16(a) of the Exchange
Act due to his status as an officer of the Company. Executive acknowledges he is aware of and agrees to comply
with the Exchange Act requirements pertaining to insiders by reporting to the Securities and Exchange
Commission on Form 4 any transactions involving equity securities of the Company within two business days

following the day on which the transaction is executed.

14.  Governing Law. This Agreement, and any statements, conduct, claims, causes of action, liabilities
or other matters relating to or arising out of or in connection with this Agreement, shall be governed by, and
construed in accordance with, the laws of the State of Pennsylvania, without regard to choice of law or conflict of

law principles.

15.  Entire Agreement; Amendment. This Agreement constitutes the entire agreement and supersedes

all other prior agreements and undertakings, both written and oral, among Executive and the Company, with
respect to the subject matter hereof. This Agreement may be amended, modified, superseded, cancelled, renewed
or extended and the terms or covenants hereof may be waived, only by a written instrument executed by both of
the parties hereto, or in the case of a waiver, by the party waiving compliance. No superseding instrument,
amendment, modification, cancellation, renewal or extension hereof shall require the consent or approval of any
person other than the parties hereto. The failure of either party at any time or times to require performance of any
provision hereof shall in no matter affect the right at a later time to enforce the same. No waiver by either party of
the breach of any term or covenant contained in this Agreement, whether by conduct or otherwise, in any one or
more instances, shall be deemed to be, or construed as, a further or continuing waiver of any such breach, or a

waiver of the breach of any other term or covenant contained in this Agreement.



IN WITNESS WHEREOF, this Agreement shall be effective as of the date specified in the first paragraph of this

Agreement.

PROPHASE LABS, INC.:

Signed November __, 2011

Name: Robert V. Cuddihy, Jr.
Title: Chief Financial Officer

Signed November __, 2011 EXECUTIVE:

Ted Karkus
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EXHIBIT 99.3

Transcript of November 9, 2011 Call with Investors

PROPHASE LABS, INC

Moderator: Ted Karkus
November 9, 2011
11:00 a.m. ET

Operator:  Good morning, my name is (LaShaun), and I will be your conference operator today. At this time, |
would like to welcome everyone to the ProPhase Labs third quarter earnings conference call. All lines
have been placed on mute to prevent any background noise. Following the speakers’ remarks, there
will be a question and answer session. If you would like to ask a question during this time, simply
press star followed by the number one on your telephone keypad. If you would like to withdraw your
question, press the pound key.

For those of you on the screen, please take note of the options available in your event console. Thank
you. On today’s call will be Ted Karkus, chairman, CEO, Robert Cuddihy, COO and CFO. Thank
you. Mr. Karkus, sir, you may begin.

Ted Karkus:  Thank you, (LaShaun), good morning, shareholders and interested others, thanks for joining us on
the call this morning. Our format this morning will be very similar to prior quarters. | will start by
reading a forward-looking statement, | will hand it over to Bob Cuddihy, who’s sitting next to me. He
will go through his prepared statement of the financials. 1 will then read a prepared statement similar
to my quote in the press release. We’ll then open it up to a Q&A. Following the Q&A, if the Q&A
isn’t lengthy, and it certainly hasn’t been the last couple of quarters, I will just go over some — | jotted
down some bullet points and I’ll go over some issues, positive and negative, having to do with our
company, and then maybe open it up to a Q&A one more time.

So with that, I’ll start with the forward looking statement. Here we go. At this point, | will read the
forward looking statements that are contained in today’s press release, on the investor relations
sections of the company Web site, and in the 10Q and 10K filings with the SEC. Certain statements in
this press release are forward looking statements within the meaning of the private securities litigation
reform act of 1995, and involve known and unknown risks, uncertainties and other factors that may
cause the company’s actual performance or achievements to be materially different from the results,
performance or achievements expressed or implied by the forward-looking statements.



Factors that impact such forward-looking statements include, among others, changes in worldwide
general economic conditions, government regulations, the ability of our new management to
successfully implement our business plan and strategy, our ability to fund our operations including the
cost and availability of capital and credit, our ability to compete effectively, including our ability to
maintain and increase our market share in the markets in which we do business, and our dependence
on sales from our main product, Cold-EEZE, and our ability to successfully develop and
commercialize new products.

Additionally, we would like to advise you that statements made during this call are made as of this
date, and listeners to any replay should understand that the passage of time, by itself, will diminish the
quality of these statements. And with that, 1’d like to introduce you, as always, to Bob Cuddihy. Bob,
please take it away.

Bob Cuddihy: Thank you, Ted. We reported today net sales of 5.1 million dollars for the three months ended
September 30" 2011, as compared to sales of 5.2 million dollars for the three months ended
September 30" 2010. We realized net income for the three months ended September 30" 2011, of
1.1 million dollars, or seven cents a share, compared to net income of 946 — 947,000, or six cents a
share for the three months ended September 30" 2010. The results for the third quarter of 2011, when
compared to the third quarter of 2010, principally reflect the net effects of an increase in net sales of
101,000 dollars, and an increase in net sales and marketing expenses of 254,000 dollars, which are
offset by a decrease in research and development costs of 270,000 dollars, and a decrease in general
administrative expenses of 169,000.

Net sales increased 1.7 million dollars for — to 10 million dollars for the nine months ended September
30™, 2011, as compared to 8.3 million dollars for the nine months ended September 30", 2010. The
company incurred a net loss for the nine months ended September 30", 2011, of 877,000 dollars, or
six cents a share, as compared to a net loss of 2.4 million dollars, or 17 cents a share, for the nine
months ended September 30", 2010. The results for the three months and the nine months ended
September 30", 2011, as compared to the three months and nine months ended September 30", 2010,
reflect positive trends regarding revenues, and improved margins during the respective 2011 periods as
compared to the 2010 periods. The company’s strategic focus continues to be one, revenue growth,
two, strategic marketing expenditures to communicate Cold-EEZE messages to consumers, three,
product development and cost-effective commercialization of new products, and four, reducing
overhead and general operating expenses. Ted?

Ted Karkus:  Thank you, Bob. All right, I’m going to read the prepared portion of what | have to say. Third
quarter 2011 revenues were stable as compared to 2010, but yielded an improvement in earnings. We
continue to operate our company with increased efficiency, and our efforts to streamline operations
over the past two years will strengthen the long-term value of our Cold-EEZE franchise. However, the
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infrastructure necessary to operate our business effectively requires increased revenues in order to
generate positive levels of cash flow and profitability on an annualized basis.

Accordingly, we are continuing our focus on rebuilding our Cold-EEZE brand and our company. In
addition to investments in product development, we are making strategic investments in consumer
education and product promotions aimed at driving significant increases in brand awareness of Cold-
EEZE for the current cough/cold season. These immediate investments, of course, increase current
expenses and therefore reduce short-term financial performance. However, these investments are
critical to the sustained growth of our brand and long-term success for our company.

We believe that we now have a stronger distribution platform to launch new products and applications.
For example, our Cold-EEZE oral spray product was recently completed, and we commenced shipping
that product to retailers in August 2011. Cold-EEZE oral spray provides cold relief to our consumers
via a new delivery system that leverages our flagship brand. We hope to launch additional Cold-
EEZE branded products to the marketplace in 2012. Launching these new products is a key part of
our long-term plan to grow revenues and profitability.

(LaShaun), that concludes my prepared speech. 1’d like to open it up to Q&A now before | continue,
if there are any questions before | continue with what else | have to say. (LaShaun), you want to open
it up?

Yes, sir. Ladies and gentlemen, if you would like to ask a question, press star one on your telephone
keypad. Again, to ask a question, press star one. And there are no questions.

Thank you, (LaShaun). | have a feeling | set everybody up by — everybody is now used to me
speaking after the prepared speech, so it doesn’t surprise me. We will open it up to a Q&A again, if |
trigger some questions following my comments. As always, | jot down some bullet points to touch on,
to give everybody a better flavor of what’s going on in our company. The goal here is to — in much
the same way that we as management fully inform the board of directors, we want to equally inform
all of our shareholders.

The only issue | have is my concern that I’m not interested in educating our competitors as to how we
do business, why we do what we do, how we’re going about it. I’'m really proud of our efforts. We’ve
come an enormous distance in what feels like a very short period of time. It’s been 2 % years now, it
really kind of flew by, at least | feel that way. Bob, | don’t know how you feel. But you know, we’ve
really worked our butts off in turning the company around. | have both positive and negative things to
say about the company, and the situation that we’re in. Why don’t | review some of the negatives
first, and then I’ll go into some of the positives.



On the negative side, | recently reviewed our SDI FAN data, which basically tracks the incidence of
upper respiratory illness around the country, and | looked back historically over the last 10 or 15 years.
Without question, people are not getting as sick, certainly over these last few years, as they used to.
And | don’t know if that’s because more people are educated to take flu shots, or it’s because people
are washing their hands more, or they’re being more careful. Whatever the case is, in general, at least
according to the incidence of upper respiratory illness, that incidence is down. That incidence directly
affects our sales. There’s a high correlation, | think it’s 0.99, between the incidence of upper
respiratory illness and our Cold-EEZE branded sales to consumers. So our goal, of course, has been
with each level of incidence, it’s to increase our sales at every level, and that’s our goal. But the
incidence of upper respiratory illness is not going to help our cause. So that’s good for the public in
general, not great for our business.

Secondly, the weak economy — and 1’m not an economist, and I’m not going to go into exactly what’s
going on with the economy right now, but I can tell you in general that there’s been a significant trend
over the last couple of years, certainly since 2008, consumers pay more attention to price now versus
ever. This has combined with initiatives by many of our major retailers, which is first of all in the
drug industry, there’s been enormous consolidation that’s taken place over the last five years, it’s put
more power in the hands of fewer of our retailers. At the same time, several retailers are more focused
on private label than they are — and/or at the expense of branded products, so that combined with the
fact that consumers are looking for value and they’re looking for lower prices, they get those lower
prices in private label, so there’s a very clear trend in the industry going on right now, and it’s not just
our product, it’s not even just our category, there’s a very strong trend towards private label over
branded.

Fortunately for us, we manufacture the private label. However, we certainly don’t have the same
margins on a private label as we do on our branded Cold-EEZE products, so it puts enormous pressure
on our brand, facings, SKUs, our displays are getting cut back everywhere. While I’ve said it on
previous calls, that we have fought hard with the retailers and proven to them that we’re turning
around the company, and to keep our number of facings, it doesn’t mean the SKU’s — the extra shelf
space, the extra attention you get from displays, from end caps, from what’s called power wings, all
the other places where we can show product, more and more of that space is going to private label.
And it doesn’t matter really which retailer I’m talking about, you can go into any of them — go into
any of the major drug stores and look around and see how much private label there is. And by private
label, it has the name of the drug store on it, as opposed to the brand, and you’ll see virtually every
product on the shelf, for every branded product, you see a private label at 20, 25, 30 percent less in
price. That’s the private label of the store brand, sitting right next to the branded product.



So from a sort of macroeconomic view, from top — you know, perspective looking down, clearly there
are some significant negatives that we have to deal with. Just looking at my notes — so let’s switch
over to some of the positives. | think I’ve just scared everybody with the negatives.

On the — on the positive side, first and foremost, when | worked on Wall Street, and | think I’ve
probably mentioned this before, when I used to invest in companies, and I — this was a common saying
on Wall Street, the three most important factors in your investment are management, management,
management. | am very proud of our management, and that doesn’t just mean Bob and me. It means
everybody in our company that’s working so hard together. Everybody in our company has an
incredibly strong work ethic. | love working hard now. | didn’t, in my earlier previous life. Love
being the CEO, love working hard, | set the example here, Bob sets as strong an example as | do. |
was just thinking a few moments ago about what | was going to say, and by pure coincidence, last
night is a perfect example. | left — | took a break last night and actually left the office about 8 o’clock
last night. | decided I was going to go to a movie, and everyone is probably thinking, why am | telling
this story. | actually fell asleep in the movie, got bored with it, left the movie, came out, did some
store checks at about 9:30 before the stores closed at 10 o’clock — and by store checks, what | mean by
that is, each of us in our company, we go around to the various stores that carry our products, we look
for the product on the shelf, we look for the price, we look at whether there are TPRs, which are
temporary price reductions, other promotional ways that our products are being sold, we look for
facings, we look for the inventory, et cetera. | did some store checks, it kind of tweaked me, there are
some things that | think need to be corrected, so | decided to come back to the office at 10 o’clock last
night, and lo and behold there was a light on, and Bob’s in his office working.

I don’t mean that to pat ourselves on the back, | mean to say this to simply highlight the fact that we
are all really committed to the company. It’s not just Bob and me, it’s literally everybody in the
company. | don’t push people to come in early in the morning, | don’t push them to stay late, and
regularly, if anybody was to give us a surprise visit, you’d be surprised how many people are working
here before hours and after hours. And | say this to you because again, as | said, management,
management, management is everything, and | say that to you because while we’re in this negative
environment, as | just explained, we are doing all of the right things to turn this company around, and |
believe that we are in the process of actually turning the company around.

In terms of the numbers, we have had a bounceback in the first nine months of this year in terms of our
revenues. There are several factors that go into that. Some of the factors include pipeline filling,
because we — I’m proud to say that we opened up Costco’s and BJ’s, we’re now in the vast majority of
both stores. Initial checks suggests — and this is just anecdotal — but when we walk into Costco, we
can actually count how many packages of product have sold, and so far in the first few weeks, things
seem to be going well.



Also, we introduced a new oral spray, which we’re really proud to have introduced. Got a lot of shelf
space for our first few introductions, which speaks volumes to how well we’re doing in terms of our
relationships with our retailers, so the pipeline fill of our oral spray, combined with the pipeline fill of
opening up two new major retailers, bounced our revenues.

We also, as | described last year, | think that they were kind of artificially depressed somewhat,
because of the fourth quarter of 2009 and HINZ1, I’m not going into all that again, but those are some
of the reasons for the bounceback in revenues. 1’d like to think that the other part of it is the fact that
our advertising efforts from last season started to take hold, and we’re really proud of our new
initiatives for this season, which are led by our TV commercial. | really, for competitive reasons,
don’t want to go into too much detail, except to say that we have a very aggressive media campaign
across all mediums. We had to stretch every dollar as effectively and as efficiently as possible. |
personally scrutinized every dollar spent. It’s one of the things that | spend an inordinate amount of
time on here. But you know, we as a team, including our consultants and our vendors, | think have
done a phenomenal job, and | am optimistic that it’s going to drive sales, even in this tough
environment, this season.

Along the lines of some of the things | was just talking about, personally travelling around to all of our
major accounts over the next month — in fact, | just discussed this with the sales team yesterday — it’s
really important that our retailers get it right, and they have lots of other products to pay attention to
besides us. We’ve had declining sales for a number of years, we have a new message to our retailers
that says hey, we’re back in business, we’re going to start growing again, you want to pay attention to
us, make sure there’s enough inventory on the shelf, et cetera.

I would like to suggest, or would like to request, that everybody listening to this call, anyone who is a
shareholder, it would be doing us a great service if you would, anytime you walk into a store that has a
cough/cold section, if you’d walk into the cough/cold section, see what’s going on with Cold-EEZE.

If you notice that we’re out of stock in a particular flavor — on the one hand, that’s a good thing, it
means we’re selling product. On the other hand, it’s a bad thing, because it means the next consumer
that comes in doesn’t have the opportunity to purchase that product, and they may purchase our
competitor’s product, and if you would be so kind as to inform the front desk, the receptionist, just call
into the main number if you notice anything unusual, not enough product on the shelves, flavors
missing, anything of that nature, it’s all helpful.

Let’s see, some other things | would like to mention. Sorry, | really don’t want to go into our
marketing efforts in more detail, but take my word for it, for however many millions of dollars we’re
spending, we’re going to make those millions of dollars look like many multiples of that, and | am
really — we are all hopeful and believe that our marketing efforts this year really are going to drive

sales. At the end of the day, to put it into a little bit more perspective, and | did allude to this in my
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guote, in the press release this morning, we have a very, very solid, strong infrastructure in place. It
took us 2 ¥ years to get here, we have all top shelf people working in the company, we’re all working
efficiently, we’re all taking on more responsibilities than you could imagine. But the problem is, the
infrastructure that’s required to operate this business needs the support of more than 15 or 16 million
dollars of revenues.

There really is no place to cut corners or to cut costs, with regards to the infrastructure of our
company. By the same token, our infrastructure could probably support a 100 or 200 million dollar
business as easily as it’s supporting a 15 or 16 million dollar business. It would not require a lot more
overhead or many more people in order to support a much larger business, and so our goal in the short
or near term is to grow revenues, both by growing our Cold-EEZE branded lozenges, introducing new
Cold-EEZE branded products, which is the short term, fastest way to growth, and when we grow these
revenues, more and more of the dollars from those revenues will start to flow to the bottom line, so
that we start reporting profits instead of losses on an annualized basis.

We’re headed in that direction, but the key is, the next round of products that we introduce, we are
expecting or anticipating the introduction next year of more Cold-EEZE branded products. They
simply have the best risk reward right now, given our status with the retailers, given what they’re
going to accept, given the fact that we’re doing heavy advertising for the Cold-EEZE brand.

The introduction of the oral spray dovetailed perfectly into our plan, our TV commercial included the
oral spray in it, so if you think about the millions of dollars that we’re spending in advertising our
Cold-EEZE lozenges, the oral spray got a free ride, didn’t require any additional advertising dollars, so
we were actually able to advertise our oral spray in a significant way — significant way which we could
not have done if we were introducing a non-Cold-EEZE branded product. We expect to stick to this
game plan and introduce one or two more products next year that will initially be introduced at
ECRM. That’s the big conference that we all go to, where we meet with roughly 70 retailers over a
three-day period, and at ECRM we’ll be talking about our new Cold-EEZE branded products, and I’ll
have a lot more to say about that in the coming quarters.

Finally, a couple of other things, a number of shareholders have asked over the last few months about
the NASDAAQ listing. That question comes up periodically. Personally, I’m not that concerned about
it. 1 and we are here to build a company, I’m not concerned about stock price at the current time, I’m
not concerned about NASDAQ listings, but what I can say is, I’ve checked with our attorneys, they’ve
researched the issue, they said number one, if our stock is not trading above a dollar for 10 days in -
by, I don’t know what the exact date is, sometime in mid December, they can apply for an extension.
They believe that based on their research, that we will be approved for that extension, which gives us
another six months.



If over the course of the next six months we still aren’t trading back above a dollar, we can consider at
the — at the annual general meeting if we want to do a reverse stock split and/or, worst case scenario,
even if we got de-listed from this NASDAQ national market listing, we would still be listed
electronically. Our symbol would remain the same, it would still be PRPH, you would just have to
add — I believe you would add a .OB to it, but that’s a worst case scenario. We’re six months away
from that even being a possibility in my mind, assuming that we get approval for the extension, which
is, while not a guarantee, it’s likely to happen.

So I’m not that concerned about it right now. Our real focus is building the value of the company.
Finally, periodically people ask us about the Phusion joint venture. We did buy back a large block of
stock that we had issued to Phosphagenics in connection with the Phusion joint venture. We bought
back the stock at a significant discount to where we issued the stock, so in effect the total investment
in the JV for us dropped by roughly a million dollars.

It may not be accounted for that way, I’m sure Bob has some hairs jumping up on the back of his neck,
so I’m not going to go into more detail. I’m not going to go into how it’s accounted for, but the
bottom line is, we maintained all of our exact same rights into the joint venture. We still have
exclusive worldwide distribution and marketing rights to their delivery technology in combination
with over the counter products. Raouf Ghaderi, our head of R&D, in fact just this week was traveling
to a university. He’s doing some significant research into combining the delivery system with some

active ingredients, and we’ll see.

But | don’t want to rush the launch of a product that’s going to fail, and again, our first game plan,
which I think makes the most sense, is to introduce Cold-EEZE branded products first. It kind of ties
our hands, because Cold-EEZE implies products having to do with colds. 1’m hoping over time that
maybe we develop the ProPhase labs name more, and that we create some recognition for that name,
which will give us the ability to introduce non-Cold-EEZE branded products as well.

So the bottom line, to wrap it up, | think we’re doing all the right things. If our flagship brand grows,
as responsive to our advertising, | do expect that we will follow that course next year, and probably
spend more on advertising to grow the brand further. Again, we’re looking to turn around, grow the
company, grow the value of the company.

I’m not interested — well, we would like to have short-term profitability, but growing the revenues and
growing the company are much more important. It’ll give us much more value and a lot more
flexibility down the road. I think that concludes my overview of what | wanted to add. (LaShaun), |
would like to again open it up to Q&A, if I’ve triggered any interest.
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Thank you, sir. Ladies and gentlemen, if you would like to ask a question, press star one on your
telephone keypad. Again, to ask a question, press star one. Again, ladies and gentlemen, if you would
like to ask a question, press star one on your telephone keypad. And there are no questions.

Thank you, (LaShaun). So, | want to thank everybody for joining the call. As always, | am
accessible at all times, you can call me day or night if you have questions. | accept all calls from all
shareholders, if I don’t return your call right away, | promise | do get back with you. The same way,
we still have the insert in the packages, and | respond to all of the e-mails.

They appear to be picking up as we get into the cough/cold season, | do read and respond to every e-
mail of every consumer who purchased our product who has a comment. By the way, 1’1l mention to
you, over 95 percent of the e-mails that | receive from consumers are positive. In fact, of the less than
five percent that aren’t positive, most of those have more to do with packaging and going green than
anything else, less than one percent are complaints about the flavor, and less than one percent about
the efficacy of our product. Truly, our consumers love our product and we seem to be doing well.

So I look forward to talking to all of you off line that have additional questions, and thank you all,
once again, for joining the call today. Have a nice day.

This concludes today’s conference call. You may now disconnect.
Thank you, (LaShaun).
You’re welcome, have a great day.

END



