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PART 1. FINANCIAL INFORMATION
ITEM 1. Financial Statements
XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)
March 31, 2013 December 31, 2012 *
(Unaudited)
Assets
Current assets:
Cash and cash equivalents
Marketable securities, at fair value
Royalties receivable
Prepaid expenses and other current assets
Fixed assets held for sale
Deferred tax asset, net
Assets of discontinued operations
Total current assets

$

Restricted cash
Property and equipment, net
Investment in affiliate
Intangible assets, net
Goodwill
Deferred financing costs and other noncurrent assets
Deferred tax asset
TOTAL ASSETS

$

*Derived from audited financial information
See accompanying notes to condensed consolidated financial statements.
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17,495 $
1,442
5,634
394
139
982
411
26,497

16,671
1,441
7,179
424
220
3,956
933
30,824

2,500
1,498
250
51,407
10,920
1,262
18,945

2,500
1,510
52,410
10,920
1,345
16,062

113,279 $

115,571

XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)
March 31, 2013 December 31, 2012 *
Unaudited
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable and accrued expenses
Income taxes payable
Current maturities of long term debt, net of original issue discount
Liabilities of discontinued operations
Total current liabilities
Other Long term liabilities
Long term debt, net of current maturities and original issue discount

$

Total liabilities

3,250 $
342
11,367
763
15,722
26
33,823

2,562
13,311
773
16,646
26
35,041

49,571

51,713

Commitments and Contingencies
Stockholders’ equity:
Preferred stock, $0.01 par value, authorized 1,000,000 shares, and nil issued and outstanding shares
Common stock, $0.001 par value, authorized 30,000,000 shares, and 24,249,825 shares issued and outstanding at
March 31, 2013,
and 24,242,249 shares issued and outstanding at December 31, 2012
Additional paid-in capital
Retained earnings
Stockholders’ Equity
Non-controlling interest

-

-

24
35,257
26,442
61,723
1,985

24
35,245
26,730
61,999
1,859

Total Stockholders’ Equity

63,708

63,858

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$

*Derived from audited financial information
See accompanying notes to condensed consolidated financial statements.
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113,279 $

115,571

XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME
(Unaudited)
(in thousands, except share and per share amounts)
Three Months Ended March 31,
2013
2012
ROYALTY REVENUE

$

5,633

$

7,141

Operating Expenses
Selling, general and administrative expense
Depreciation and amortization
Total operating expenses

2,005
1,016
3,021

1,410
1,004
2,414

OPERATING INCOME

2,612

4,727

(2,271)
40
26
(38)

(2,749)
6
-

Interest expense, net
Rental income
Gain on marketable securities
Loss on disposal of non-operating assets
EARNINGS FROM CONTINUING OPERATIONS BEFORE INCOME TAXES

369

1,984

Income tax expense

542

62

(LOSS) EARNINGS FROM CONTINUING OPERATIONS

(173)

EARNINGS FROM DISCONTINUED OPERATIONS, net of tax

11

NET (LOSS) EARNINGS

(162)

Less: Net earnings attributable to the non-controlling interest

126

NET (LOSS) EARNINGS ATTRIBUTABLE TO CONTROLLING INTEREST

(288)

Other comprehensive loss:
Unrealized loss on marketable securities

-

COMPREHENSIVE (L0SS) INCOME ATTRIBUTABLE TO CONTROLLING INTEREST
See accompanying notes to condensed consolidated financial statements.
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$

(288) $

1,922
144
2,066
601
1,465
(58)
1,407

XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME
(Unaudited)
(in thousands, except share and per share amounts)
Three Months Ended March 31,
2013
2012
BASIC NET (LOSS) EARNINGS PER COMMON SHARE attributed to the controlling interest:
(Loss) Earnings from continuing operations

$

Earnings from discontinued operations

(0.01) $
0.00

BASIC NET (LOSS) EARNINGS PER COMMON SHARE

$

Weighted average common shares outstanding used for basic per common share.

(0.01) $
24,249,657

13,206
1,440
14,646
100

DILUTED NET (LOSS) EARNINGS PER COMMON SHARE attributed to the controlling interest:
(Loss) Earnings from continuing operations

$

Earnings from discontinued operations

(0.01) $
0.00

DILUTED NET (LOSS) EARNINGS PER COMMON SHARE

$

Weighted average common shares outstanding used for diluted earnings per common share.
See accompanying notes to condensed consolidated financial statements.
7

(0.01) $
24,249,657

13,206
1,440
14,646
100

XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
(Unaudited)
(in thousands, except share and per share amounts)
Accumulated
Additional
Paid-in
Capital

Common Stock
Shares
Amount
Balance as of January 1, 2013
Net earnings (loss)
Issuance of stock for services

24,242,249

Balance as of March 31, 2013

24,249,825

$

7,576

24

$

35,245

$

24

Retained
Earnings

35,257

26,730
(288)
-

$

61,999
(288)
12

$

1,859
126
-

$

63,858
(162)
12

$

26,442

$

61.723

$

1,985

$

63,708

See accompanying notes to condensed consolidated financial statements.
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Total

$

12
$

Noncontrolling
Interest

Controlling
Interest

XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(in thousands)
Three Months Ended March 31,
2013
2012
Cash flows from operating activities:
Net (loss) earnings
Adjustments to reconcile net (loss) earnings to net cash provided by operating activities:
Depreciation and amortization
Non-cash interest
Gain on marketable security
Loss on disposal of equipment
Deferred tax expense
Issuance of stock for services
Changes in operating assets and liabilities
(Increase) decrease in accounts receivable
Decrease in prepaid expenses and other current assets
Decrease in other noncurrent assets
Increase (decrease) in accounts payable, accrued expenses and other current liabilities
Decrease in income taxes payable and other long-term liabilities
Net cash provided by operating activities

$

Cash flows from investing activities:
Purchase of investment in affiliate
Proceeds from sale of marketable security
Proceeds from disposal of equipment
Net cash (used in) provided by investing activities

(162) $

2,066

1,015
146
(26)
38
91
12

1,004
84
(6)
-

1,546
551
8
1,097
(75)
4,241

(155)
105
102
(212)
(34)
2,954

(250)
25
41
(184)

550
550

Cash flows from financing activities:
Payments on long term debt
Net cash used in financing activities

(3,233)
(3,233)

(2,831)
(2,831)

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period

824
16,671

673
7,847

Cash and cash equivalents, end of period

$
See accompanying notes to condensed consolidated financial statements
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17,495

$

8,520

XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(in thousands)
Three Months Ended March 31,
2013
2012
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Interest paid

$

2,104

$

2,621

Taxes paid

$

110

$

91

See accompanying notes to condensed consolidated financial statements
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XSTELOS HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2013
1.

Business and Basis of Presentation

Background
Xstelos Holdings, Inc. (“Xstelos”) was formed as a Delaware corporation on January 20, 2012, and on January 23, 2012 entered into a Plan of
Reorganization (the “Plan of Reorganization”) with Footstar, Inc. (“Footstar”) pursuant to which Footstar contributed all of its assets to Xstelos, including its
cash, real estate and its 80.5% interest in FCB I Holdings, Inc. (“FCB Holdings”). In exchange for the contribution of all of its assets, Xstelos assumed all of
Footstar’s liabilities and issued all of its shares of common stock to Footstar. On April 23, 2012, Xstelos issued 24,263,194 shares of its common stock to
Footstar. Footstar then distributed all of the Xstelos common stock to holders of Footstar’s common stock as of April 23, 2012, the record date, pro rata on a
one-for-one basis. Immediately thereafter, Footstar’s stockholders became the owners of all of the outstanding shares of common stock of Xstelos, and the
Xstelos stockholders’ holdings were proportionate to their percentage ownership of Footstar shares as of April 23, 2012, the record date for the distribution.
As discussed below, on April 5, 2011, Xstelos Corp. and subsidiaries (formerly Footstar Corporation and subsidiaries, the Predecessor Company), a
wholly owned subsidiary of Footstar (“Xstelos Corp” and, together with Xstelos and its subsidiaries and their operations prior to the Plan of Reorganization, the
“Company”), completed the CPEX Transaction (as defined below). In the CPEX Transaction, the Company acquired CPEX Pharmaceuticals, Inc. (“CPEX”), an
emerging specialty pharmaceutical company. As a result of the CPEX Transaction, an indirect majority-owned subsidiary of Xstelos Corp merged with and into
CPEX, with CPEX surviving as a wholly-owned subsidiary of FCB Holdings. FCB Holdings is owned 80.5% by Xstelos Corp and 19.5% by Ouray Holdings I
AG, an investment holding company (which was the affiliate and ultimate transferee of the 19.5% interest from the original holder, together the “Investment
Holding Company”). Neither Ouray Holdings I AG or the Investment Holding Company is affiliated with either Xstelos or Jonathan Couchman, our Chairman
of the Board, President, Chief Executive Officer and Chief Financial Officer.
Following the completion of the CPEX Transaction, Footstar and Xstelos entered into the Plan of Reorganization. On May 5, 2012, Footstar finally and
completely liquidated and dissolved in accordance with its Plan of Dissolution.
The condensed consolidated financial statements of the Company were determined, in accordance with the rules and regulations of the U.S. Securities
and Exchange Commission (the “SEC”), to represent the consolidated historical assets and liabilities contributed to Xstelos, which prior to January 19, 2012
were those of Xstelos Corp and Subsidiaries.
Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”) have been condensed or omitted. In the opinion of Company’s management, all adjustments that are of a
normal recurring nature, considered necessary for fair presentation, have been included in the accompanying condensed consolidated financial statements. These
unaudited condensed consolidated financial statements for the interim periods are not necessarily indicative of results for the full year, or any other period. For
further information, refer to the audited consolidated financial statements and notes thereto for the year ended December 31, 2012, filed with the SEC on April
1, 2013.
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CPEX Pharmaceuticals, Inc. Acquisition
In August 2010, Footstar’s Board of Directors was made aware of an opportunity regarding a potential strategic transaction with CPEX
Pharmaceuticals, Inc. (“CPEX”), an emerging specialty pharmaceutical company whose shares were traded on the Nasdaq Capital Market under the symbol
“CPEX”. Substantially all of CPEX’s revenue is a royalty stream under a licensing agreement with Auxilium Pharmaceuticals, Inc. (“Auxilium”) pursuant to
which CPEX licenses its CPE-215® technology with a testosterone formulation to Auxilium and receives royalties of 12% from Auxilium based upon
Auxilium’s sales of Testim®. Testim® is a gel for testosterone replacement therapy, which is a formulation of CPEX’s technology with testosterone. Auxilium
is currently marketing Testim® in the United States, Europe and Canada.
From August 2010 through January 3, 2011, Footstar negotiated the terms of a strategic merger transaction with CPEX pursuant to which CPEX would
become a majority-owned indirect subsidiary of Footstar (the “CPEX Transaction”).
On January 3, 2011, CPEX, FCB Holdings and FCB I Acquisition Corp. (“FCB Acquisition”), a wholly-owned subsidiary of FCB Holdings, entered
into an Agreement and Plan of Merger (the “CPEX Transaction Agreement”).
On April 5, 2011, the parties completed the CPEX Transaction pursuant to the CPEX Transaction Agreement. As a result of the CPEX Transaction,
FCB Acquisition merged with and into CPEX, with CPEX surviving as a wholly owned subsidiary of FCB Holdings. The consolidated financial statements
include the results of CPEX from the date of acquisition.
Pursuant to the CPEX Transaction, CPEX common stock that was outstanding immediately prior to the effective time of the CPEX Transaction, other
than shares held by stockholders who properly exercised their appraisal rights and shares owned by CPEX as treasury stock, was automatically cancelled and
converted into the right to receive $27.25 in cash, without interest and less any applicable withholding taxes.
The acquisition of CPEX was accounted for as a purchase under The Financial Accounting Standards Board (“FASB”) Accounting Standards
Codification (“ASC”) Topic 805. The purchase price of approximately $76.2 million (which includes cash paid and liabilities assumed) was allocated to the fair
value of tangible and identifiable intangible assets acquired and liabilities assumed. The excess of the purchase price over the estimated fair value of tangible
and identifiable intangible assets acquired and liabilities assumed has been allocated to goodwill.
On April 5, 2011, in connection with the CPEX Transaction, FCB I LLC (“Borrower”), a wholly owned subsidiary of FCB Acquisition which became
a wholly owned subsidiary of CPEX upon FCB Acquisition’s merger with and into CPEX, borrowed approximately $64 million under that certain Loan
Agreement dated January 3, 2011 (the “Term Loan Agreement”), by and among Borrower, The Bank of New York Mellon, as Agent, and certain Lenders from
time to time party thereto, in the form of a secured term loan to Borrower. The term loan under the Term Loan Agreement bears interest at “LIBOR” plus 16%
per annum, with a minimum LIBOR rate of 1% and matures on the earlier of January 3, 2026 or the date any of CPEX’s patents that are associated with
Testim®, a topical testosterone gel, expire, and contains customary events of default for loans of such nature. As part of the Term Loan Agreement, CPEX
contributed to Borrower all of its intellectual property rights in Testim® and rights to the royalty stream pursuant to the license agreement with Auxilium, and
the loan is secured by Borrower’s interest in all such rights. Repayment of the loan is made through a waterfall arrangement whereby, if certain conditions are
met, the Testim® royalty stream is distributed on a quarterly basis as follows: first to pay certain fees and expenses of Agent and Borrower, second to pay fees
of the banks maintaining the accounts associated with the loan, third to pay any expenses of Agent used to protect the loan collateral and any other
unreimbursed fees or expenses of Agent or any Lender, fourth to replenish any shortfall in the interest reserve (which is $2.5 million), fifth to pay interest due,
sixth to pay 65% of the remaining royalty funds to Agent for the benefit of the Lenders as payment toward loan principal, and finally to Borrower for its benefit.
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Upon consummation of the CPEX Transaction, FCB Holdings was owned 80.5% by Xstelos Corp and 19.5% by the Investment Holding Company.
The Investment Holding Company is affiliated with a minority Lender under the Term Loan Agreement (as defined above).
On April 4, 2011, in connection with the CPEX Transaction, Xstelos Corp made a $3 million bridge loan to FCB Holdings under that certain Loan
Agreement dated as of April 4, 2011 (the “Xstelos Corp Loan Agreement”), by and between FCB Holdings and Xstelos Corp. The loan bore interest at 20% per
annum and provided for a fee of 3% of the principal amount (less accrued interest) payable to Xstelos Corp, which was due upon repayment of the loan. The
bridge loan was repaid on April 5, 2011, prior to maturity.
On April 4, 2011, in connection with the CPEX Transaction, Black Horse Capital LP and Black Horse Capital Master Fund Ltd. (together, “Black
Horse”) made a $10 million bridge loan to FCB Holdings under that certain Loan Agreement dated as of April 4, 2011 (the “Black Horse Loan Agreement”), by
and between Black Horse and FCB Holdings. The bridge loan under the Black Horse Loan Agreement had substantially the same terms as the bridge loan under
the Xstelos Corp Loan Agreement, and was repaid on April 5, 2011, prior to maturity. FCB Holdings also reimbursed Black Horse for transaction fees related to
the CPEX acquisition of approximately $830,000.
Xstelos Corp is party to a consulting and advisory agreement with the Investment Holding Company for such entity to provide certain consulting and
advisory services to Xstelos Corp relating to intellectual property and other matters. The agreement provides for payment solely to the extent Xstelos Corp has
received dividends from FCB Holdings, of which $8,050,000 was received by Xstelos and $1,950,000 by the Investment Holding Company in 2012. Amounts
payable pursuant to the consulting and advisory agreement are to be paid into an escrow account. As of March 31, 2013, no amounts have been paid. The
Company is evaluating the appropriateness of funding the escrow at this time. Pursuant to the Consulting Agreement, under certain circumstances, some or all
of the Consulting Fee may be required to be made available to FCB I Holdings in anticipation of specific expenses. Under certain circumstances, pursuant to the
terms of the agreement, up to six years may lapse between the filing of the consolidated tax return by Xstelos Corp relating to the period for which such
consulting fee was paid and its release from escrow. Annual amounts to be paid, following receipt of such dividends pursuant to the terms of the agreement,
would be $1,000,000 for 2011, $750,000 for 2012, $750,000 for 2013, $500,000 for 2014 and $250,000 for 2015 and annually thereafter through the agreement
termination. The agreement terminates upon the conclusion of the monetization of CPEX’s intellectual property, subject to the terms of the agreement. The
Company has accrued approximately $1.9 million as of March 31, 2013 under this agreement, and expensed approximately $0.2 million and $0.2 million for the
periods ended March 31, 2013 and 2012, respectively.
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Direct acquisition costs, consisting of investment banking fees and legal fees directly related to the acquisition of CPEX of approximately $1.1 million
and $1.3 million were expensed as period costs, and were not capitalized for the period ended December 31, 2011. Financing costs were not expensed as
acquisition costs, but treated as loan origination costs and are included in deferred financing costs in the accompanying consolidated balance sheets and are
being amortized over the estimated life of the loan, approximately 6 years, using the effective interest rate method, and recorded as a component within noncash interest expense. Amortization costs of approximately $75,000 and $43,000 were expensed in periods ended March 31, 2013 and 2012, respectively,
leaving deferred financing costs of approximately $1.1 million as of March 31, 2013, net of accumulated amortization of $0.4 million.
Licensed Product
We earn royalty revenues on sales of Testim®, a testosterone gel that incorporates our CPE-215 drug delivery technology. Patents covering CPE-215
relating to a testosterone topical formulation are licensed to Auxilium, and Testim® was launched in the U.S. in early 2003 as a testosterone replacement
therapy. Testim® has been approved for marketing in Canada and 15 countries in Europe. Auxilium uses its sales force to market Testim® in the U.S. and has
partnered with Paladin Labs Inc. to market the drug in Canada and with Ferring International S.A. to market the drug in Europe.
CPEX and Auxilium are parties to a License Agreement dated May 31, 2000 pursuant to which Auxilium obtained a sole and exclusive, worldwide,
royalty-bearing license (including sub-license rights) to make, have made on their behalf, use and sell anywhere in the world any and all pharmaceutical
compositions which contain (A) testosterone as the single active ingredient; and (B) CPE-215 and which are covered by a valid CPEX patent, all related patents
and technology. Initially this license was based solely upon the issued U.S. Patent No. 5,023,252. Since this patent expired in June 2008, Auxilium’s license is
now based upon issued U.S. Patent No. 7,320,968 and the following others recently obtained: U.S. Patent Nos. 7,608,605; 7,608,606; 7,608,607; 7,608,608;
7,608,609; 7,608,610; 7,935,690; 8,063,029; and 8,178,518. In addition, Auxilium was granted the exclusive right to enter into another license agreement to
acquire rights in these patents and technology for the development of combination products, which right expires upon the termination of the original License
Agreement. The License Agreement continues for an indefinite term but it is terminable by us if Auxilium fails to make timely payments and may also be
terminated by either party if (i) the other party becomes insolvent, (ii) the other party fails to cure a breach within 30 days or (iii) CPEX is dissolved.
Pursuant to the terms of the Agreement, CPEX receives royalties of 12% of Auxilium’s annual net sales of Testim® in the U.S. and Canada. In the
event that CPEX does not have, or does not maintain, an enforceable patent in a country in which Auxilium products are sold, the royalty rate due to CPEX
from sales in that particular country reduces from the aforementioned rates to a rate in the low single-digits.
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The testosterone replacement market has expanded as more baby-boomers enter middle age and more attention is focused on male hormonal deficiency
and the benefits of replacement therapy. Hypogonadism, a condition in men where insufficient amounts of testosterone are produced, is thought to affect one out
of every five men in the U.S. and Europe aged over 50. Symptoms associated with low testosterone levels in men include depression, decreased libido, erectile
dysfunction, muscular atrophy, loss of energy, mood alterations, increased body fat and reduced bone density. This condition is currently significantly undertreated. Growing patient awareness together with education continue to spur demand for testosterone replacement therapy.
2.

Significant Accounting Policies

Principles of Consolidation
The condensed consolidated financial statements include the accounts of the Company and its majority owned, and wholly-owned, subsidiaries which
were derived from the historical accounting records of Xstelos Corp, prior to January 19, 2012, and reflect the historical financial positions, results of
operations, and cash flows for the periods described herein. Intercompany balances and transactions between the entities have been eliminated. For simplicity of
presentation, these condensed consolidated financial statements are referred to as financial statements herein.
Use of Estimates
The Company’s condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America, which require management to make estimates and assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements and the revenues and
expenses reported during the period, and includes, among others, allocations of CPEX purchase price, lives of intangible assets, estimate of long-term debt
classified as current, and valuation allowances on deferred taxes. These estimates and assumptions are based on management’s judgment and available
information and, consequently, actual results could differ from these estimates.
Cash equivalents
Cash and cash equivalents consist of highly liquid instruments with maturities of three months or less from the date acquired and stated at cost that
approximates their fair market value. At times the Company has cash and cash equivalents balances in excess of the FDIC and SIPC insured limits.
At March 31, 2013, restricted cash of $2,500,000 pledged to support a bank credit facility, is classified as a non-current asset. The restricted cash serves
as collateral for the loan in connection with the CPEX Transaction that provides financial assurance that the Company has the ability to service the loan, as
discussed in Note 7 – Long Term Debt. The cash is held in custody by the loan agent, is restricted as to withdrawal or use, and is currently not invested and does
not bear interest.
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Royalties receivable and allowances for uncollectible accounts
When necessary, receivable balances are reported net of an estimated allowance for uncollectible accounts. Estimated uncollectible receivables are
based on the amount and status of past due accounts, contractual terms with customers, the credit worthiness of customers and the history of uncollectible
accounts. Accounts receivable as of March 31, 2013 and December 31, 2012, and related royalty revenues for the three months and year, respectively, then
ended, are due from its licensee, Auxilium, for sales of Testim®. All receivables are uncollateralized and therefore are subject to credit risk.
The Company determined no allowance for uncollectible accounts was necessary as of March 31, 2013 and December 31, 2012.
Prepaid expenses and other current assets
Prepaid expenses and other current assets primarily consist of interest paid in advance on outstanding notes payable balance. Prepaid expenses are
recorded at cost and expensed as they are incurred.
Fixed assets held for sale
Fixed assets held for sale consist of laboratory equipment, which were obtained in the CPEX acquisition. As these assets are not in service, no
depreciation expense has been recorded. These assets are reflected at the lower of net book value or their estimated fair value.
Marketable Securities
The Company accounts for its marketable securities pursuant to FASB ASC Topic 320, “Investments in Debt and Equity Securities.” Under this topic,
the Company initially accounted for this security with readily determinable fair values as available-for-sale. During the second quarter of 2012, the Company
reclassified the security to trading security. The securities reflected on the accompanying condensed consolidated balance sheets is at fair market value based on
quoted market prices with the unrealized gains and losses reported in the condensed consolidated statements of income and comprehensive income.
During the three month period ended March 31, 2013 and 2012, the Company received gross proceeds of approximately $25,000 and $550,000,
respectively, from the sale of shares of its marketable securities and recognized a gain due to an increase in market value of approximately $26,000 and $6,000,
respectively. As of March 31, 2013, marketable securities consisted of stock at a fair value of approximately $1.4 million.
Investment in Affiliate
On February 27, 2013, Xstelos Corp. and Myrexis, Inc. (a related party through common management) (“Myrexis”) entered into a stock purchase
agreement. Xstelos agreed to purchase 7,000,000 newly issued shares of Myrexis common stock representing approximately 20% of all outstanding Myrexis
common stock after giving effect to such purchase. The shares were purchased for an aggregate purchase price of $250,000, representing its fair value at the
time of the transaction. The Company has accounted for this transaction under the equity method. The financial operations for Myrexis for the period February
28, 2013 through March 31, 2013 were not significant and thus no adjustment to the carrying value has been reflected in the accompanying condensed
consolidated balance sheet as of March 31, 2013.
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Property and Equipment
The Company, through its acquisition of CPEX, owns a 16,434 square foot commercial building situated on approximately 14 acres of land in Exeter,
New Hampshire (“Exeter”). It is located approximately 50 miles north of Boston, Massachusetts. During the second quarter of 2012, management withdrew its
plan to sell the Exeter property. The Company is currently leasing the Exeter property and is not marketing this property for sale. As a result of this decision, in
accordance with FASB ASC 360-10-35-44, the property was reclassified as held-for-use, which requires the asset to be reclassified at the lower of carrying
value before the asset was classified as held for sale, less the depreciation that would have been recorded had the asset been continuously classified as held for
sale, or the fair value on the date it was decided that it would not be sold. As a result, approximately $13,000 of depreciation expense has been recorded for the
three months ended March 31, 2013 related to this asset. This building was reported as Real estate held for sale from April 5, 2011 through May 31, 2012, and
reclassified to fixed assets in use once the Company started leasing the property
The Company recognizes rental income from the lease of the Exeter property. The term of the lease is 63 months, through August 31, 2017, of which
the lease agreement contains provisions for future rent increases and periods in which rent payments are abated, with an average monthly income of
approximately $13,000. In accordance with generally accepted accounting principles, the Company records monthly rent income, on a straight line basis, equal
to the total of the payments due over the lease term, divided by the number of months of the lease term. The difference between rental income recorded and the
amount received is debited or charged to “deferred rent income”. As of March 31, 2013, approximately $27,000 of deferred rental income is included in
deferred financing costs and other noncurrent assets, in the accompanying condensed consolidated balance sheets, and for the three months ended March 31,
2013, approximately $40,000 has been recorded as rental income, in the accompanying condensed consolidated statements of income and comprehensive
income.
Real estate
On April 27, 2012, the Company signed a purchase agreement and sold its property in Mahwah, New Jersey, which contains the Company’s former
corporate headquarters building, improvements and 21 acres of underlying land (collectively, the “Mahwah Real Estate”) to a third party buyer for
approximately $14.6 million less selling and other costs of approximately $0.8 million, and recognized a gain of approximately $7.7 million.
Goodwill and intangible assets
Costs incurred in connection with acquiring licenses, patents, and other proprietary rights are capitalized as intangible assets. These assets are
amortized on a straight-line basis over the applicable useful life from the dates of acquisition. Such assets are reviewed whenever events or changes in
circumstances indicate that the assets may be impaired, by comparing the carrying amounts to their estimated future undiscounted cash flows, and adjustments
are made for any diminution in value below the carrying value.
The assets acquired in the CPEX acquisition included approximately $59.4 million of intangible assets which were assigned primarily to CPEX’s
patents and license agreement associated with Testim®, a topical testosterone gel. The acquired intangible asset has a useful life of approximately 13 years, with
the patent expiring on January 3, 2026.
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Goodwill is recorded when the consideration paid for an acquisition exceeds the fair value of the net tangible and identifiable intangible net assets
acquired. FASB ASC Topic 350 requires that goodwill not be amortized but must be reviewed for impairment at least annually and if a triggering event were to
occur in an interim period. The Company performs at least an annual assessment of goodwill for impairment or whenever events or circumstances indicate that
the carrying value of goodwill may not be recoverable from future cash flows. The Company’s annual impairment test is performed at the end of its fiscal year.
Pursuant to the acquisition of CPEX, the Company recorded goodwill of approximately $10.9 million. As of March 31, 2013, no impairment has been
charged against goodwill recorded in the acquisition of CPEX.
In September 2011, the FASB issued authoritative guidance that permits an entity to first assess qualitative factors to determine whether it is more
likely than not that the fair value of a reporting unit is less than its carrying amount as a basis for determining whether it is necessary to perform the two-step
goodwill impairment test. The Company adopted this guidance in 2012 in connection with its annual testing of goodwill for impairment concluding on a
qualitative basis that there was no impairment of the CPEX goodwill.
Income taxes
The Internal Revenue Code requires any company that satisfies the definition of a “personal holding company” to pay personal holding company taxes
in addition to regular income taxes. A company will be taxed as a personal holding company if (1) more than 50.0% of the value of the company’s stock is held
by five or fewer individuals and (2) at least 60.0% of the company’s adjusted ordinary gross income constitutes personal holding company income. As a
personal holding company, its undistributed personal holding company income, which is generally taxable income with certain adjustments, including a
deduction for federal income taxes and dividends paid, will be taxed at the dividend tax rate, which is currently 20.0%. Whether or not the Company or any of
its subsidiaries are classified as personal holding companies will depend upon, among other factors, the amount of any personal holding company income and
the percentage of any outstanding common stock that is beneficially owned by the Company’s five largest stockholders. The Company was taxed as a personal
holding company for the 2011 tax year based on the nature of its income and its share ownership. The Company will be taxed as a personal holding company for
the 2012 tax year and, depending on the facts and circumstances, in future years. As a result of cash dividends and consent dividends issued by CPEX
Pharmaceuticals and FCB I Holdings, through December 31, 2012 and the tax loss generated by the sale of the Mahwah Real Estate during 2012, there has been
no Personal Holding Company tax expense incurred as of December 31, 2012. If the Company is taxed as a personal holding company in 2013, and assuming
that the rate of personal holding company tax remains 20%, the Company may incur significant personal holding company tax, none of which may be offset by
the Company’s federal net operating loss carry forwards. As discussed further in Note 8 – Income Taxes, the Company records deferred tax assets and liabilities
based on the differences between the book and tax bases of assets and liabilities and on operating loss carryforwards using enacted tax rates in effect for the year
in which the differences are expected to reverse. A valuation allowance is provided when it is more likely than not that some portion or all of a deferred tax asset
will not be realized. These amounts are adjusted, as appropriate, to reflect enacted changes in tax rates expected to be in effect when the temporary differences
reverse.
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The Company follows FASB ASC Topic 740 when accounting for tax contingencies. The guidance prescribes a comprehensive model for how
companies should recognize, measure, present, and disclose in their financial statements uncertain tax positions taken or expected to be taken on a tax return.
Under GAAP, tax benefits are initially recognized in the financial statements when it is more likely than not the position will be sustained upon examination by
the tax authorities. Such tax positions must initially and subsequently be measured as the largest amount of tax benefit that is greater than 50 percent likely of
being realized upon effective settlement with the tax authority assuming full knowledge of the position and relevant facts.
The Company does not have any unrecognized tax contingencies. The Company’s policy is to recognize interest and penalties related to tax matters in
the income tax provision in the Consolidated Statements of Income and Comprehensive Income. There were no tax related interest and penalties for the periods
ended March 31, 2013 and 2012. Tax years beginning in 2009 are generally subject to examination by taxing authorities, although net operating losses from all
years are subject to examinations and adjustments for at least three years following the year in which the attributes are used.
The Company determined the deferred tax provision under the liability method, whereby deferred tax assets and liabilities are recognized for future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using currently enacted tax rates.
The Company reviews the valuation of deferred tax assets based on positive evidence, such as projections of future taxable earnings along with
negative evidence, such as operational uncertainties. As a result of the 2011 CPEX acquisition, the Company recorded an approximately $19.5 million net
deferred tax liability, and reduced approximately $19.5 million of the valuation allowance against the NOL carryforward tax asset, which is reflected as an
income tax benefit for the year ended December 31, 2011. Additionally, the Company concluded that it is more likely than not that certain deferred tax assets
will be realized as of December 31, 2012, based primarily on the actual earnings from CPEX operations since the date of acquisition in April 2011, and the
forecasted performance of CPEX, and reduced the previously recorded valuation allowance resulting in a tax benefit of approximately $20.0 million in 2012.
Revenue Recognition
CPEX recognizes revenue from royalties on Auxilium’s sales of Testim® in accordance with FASB ASC Topic 605-10, which requires sales to be
recorded upon delivery, provided that there is evidence of a final arrangement, there are no uncertainties surrounding acceptance, title has passed, collectability
is reasonably assured and the price is fixed or determinable. Since 2003, Auxilium has sold Testim® to pharmaceutical wholesalers and chain drug stores, which
have the right to return purchased products prior to the units being dispensed through patient prescriptions. Based on historical experience, CPEX is able to
reasonably estimate future product returns on sales of Testim® and as a result, did not defer Testim® royalties for the three months ended March 31, 2013.
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Stock Based Compensation
The Company accounts for its stock based employee compensation plans under FASB ASC Topic 718 and FASB ASC Topic 505-50. FASB ASC
Topic 718-10 and FASB ASC Topic 505-50 address the accounting for shared based payment transactions in which an enterprise receives employee services for
equity instruments of the enterprise or liabilities that are based on the fair value of the enterprise’s equity instruments or that may be settled by the issuance of
such equity instruments. FASB ASC Topic 718-10 and FASB ASC Topic 505-50 require that such transactions be accounted for using a fair value based
method.
In considering the fair value of the underlying stock when the Company grants options or restricted stock, the Company considers several factors
including the fair values established by market transactions. Stock-based compensation includes significant estimates and judgments of when stock options
might be exercised, forfeiture rates and stock price volatility. The timing of option exercises is out of the Company’s control and depends upon a number of
factors including the Company’s market value and the financial objectives of the holders of the options. These estimates can have a material impact on the
Company’s stock compensation expense but will have no impact on the Company’s cash flows.
The Company accounts for equity awards of the Company issued to non-employees providing services on behalf of the Company in accordance with
FASB ASC Topic 505-50. FASB ASC Topic 505-50 requires the Company to measure the fair value of equity instruments using the stock prices and other
measurement assumptions as of the earlier of either the date at which a performance commitment by the counterparty is reached or the date at which the
counterparty’s performance is complete.
Defined Contribution Plans
The Company has a 401(k) Plan (“Plan”) to provide retirement and incidental benefits for its employees. Employees may contribute from 1% to 15%
of their annual compensation to the Plan, limited to a maximum annual amount as set periodically by the Internal Revenue Service. The rate at which the
Company matches employee contributions is discretionary, and may change each year. All matching contributions vest 25% after 1 year of service, 50% after 2
years of service, and 100% after 3 years of service.
Company matching contributions to the Plan totaled $42,123 and $0, respectively, for the three months ended March 31, 2013 and 2012.
Earnings (loss) per Common Share
Basic net earnings (loss) per common share is calculated using the weighted-average number of common shares outstanding during the period. Diluted
net earnings (loss) per common share is calculated using the weighted-average number of common shares plus dilutive potential common shares outstanding
during the period. There are 2,500,000 options outstanding at March 31, 2013 which are not potentially dilutive and thus, were not added to the basic common
shares outstanding to calculate the dilutive common shares outstanding for the three months ended March 31, 2013.
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The reconciliation of the denominators used to calculate basic EPS and diluted EPS for the three and three month ended March 31, 2013 and 2012, are
as follows:
2013
Weighted average shares outstanding-basic
Plus: Common share equivalents
Options
Weighted average shares outstanding-dilutive

2012

24,249,657

100

24,249,657

100

Fair Value Measurements
The Company measures fair value in accordance with FASB ASC Topic 820, Fair Value Measurements (“ASC 820”). ASC 820 defines fair value,
establishes a framework and gives guidance regarding the methods used for measuring fair value, and expands disclosures about fair value measurements. ASC
820 clarifies that fair value is an exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants. As such, fair value is a market-based measurement that should be determined based on assumptions that market participants would
use in pricing an asset or liability. As a basis for considering such assumptions, there exists a three-tier fair value hierarchy, which prioritizes the inputs used in
measuring fair value as follows:
x Level 1 - unadjusted quoted prices in active markets for identical assets or liabilities that the Company has the ability to access as of the
measurement date.
x Level 2 - inputs other than quoted prices included within Level 1 that are directly observable for the asset or liability or indirectly observable
through corroboration with observable market data.
x Level 3 - unobservable inputs for the asset or liability only used when there is little, if any, market activity for the asset or liability at the
measurement date.
This hierarchy requires the Company to use observable market data, when available, and to minimize the use of unobservable inputs when determining
fair value (see Note 4 - Fair Value Measurements).
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Recently Issued Accounting Pronouncements
In June 2011, the FASB issued ASU 2011-05, “Comprehensive Income (Topic 220) – Presentation of Comprehensive Income” which amends ASC
220, “Comprehensive Income”. ASU 2011-05 gives an entity the option to present the total comprehensive income, the components of net income, and the
components of other comprehensive income either in a single continuous statement of comprehensive income or in two separate but consecutive statements.
ASU 2011-05 is effective for fiscal years, and interim periods within those years, beginning after December 15, 2011. The Company adopted the provisions of
ASU 2011-05 in 2012. The adoption of ASU 2011-05 did not have a material impact on the Company’s consolidated financial statements. In December 2011,
the FASB issued ASU 2011-12 “Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items out of Accumulated Other
Comprehensive Income in Accounting Standards Update No. 2011-05.” This update stated that the specific requirement to present items that are reclassified
from other comprehensive income to net income alongside their respective components of net income and other comprehensive income will be deferred. In
February 2013, the FASB issued ASU 2013-02 “Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income”. This update requires
companies to present the effects on the line items of net income of significant reclassifications out of accumulated other comprehensive income if the amount
being reclassified is required under GAAP to be reclassified in its entirety to net income in the same reporting period. ASU 2013-02 is effective prospectively
for the Company for fiscal years, and interim periods within those years, beginning after December 15, 2012. The Company adopted this guidance, effective
January 1, 2013 and its adoption did not have a material impact on our consolidated financial statements.
3.

Discontinued Operations

At the end of December 2008, the Company’s business operations related to previously operated licensed footwear departments in various department
stores, have been classified as discontinued operations, for all periods presented. Therefore, all related operations, impairment losses and disposal costs, gains
and losses on disposition attributable to these licensed footwear departments have been aggregated in a single caption entitled “Earnings From Discontinued
Operations” on the accompanying Condensed Consolidated Statements of Income and Comprehensive Income.
Assets of discontinued operations are summarized as follows (in thousands):
Account Receivable - Other
Prepaid expenses, primarily cash collateral for worker’s compensation obligations

March 31, 2013
$
411
$
411

December 31, 2012
$
512
421
$
933

March 31, 2013
$
341
11
411
$
763

December 31, 2012
$
341
11
421
$
773

Liabilities of discontinued operations are summarized as follows (in thousands):
Accrued expenses
Income taxes payable
Worker’s compensation liability
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Summarized statements of income for discontinued operations are as follows (in thousands):
Three Months Ended March 31.
2013
2012
Total revenue
Selling, general and administrative expense
Earnings from discontinuing operations before income taxes
Income tax expense
Earnings from discontinued operations

$

$

- $
(11)
11
11 $

(163)
163
19
144

Discontinued operations resulted in earnings primarily as a result of miscellaneous refunds and reversals of liabilities which were no longer required by
the Company.
4.

Fair Value Measurements

The following table summarizes the basis used to measure certain financial assets and liabilities at fair value on a recurring basis in the condensed
consolidated balance sheets in accordance with FASB ASC 820 (in thousands):
Fair Value Measurements at March 31, 2013

Balance at
March 31, 2013
$
19,995
1,442

Description
Cash in bank, including restricted cash
Marketable securities – common stock

Quoted Prices
in Active
Markets for
Identical Items
(Level 1)
$
19,995
1,442

Significant
Other
Observable
Inputs
(Level 2)
$

—
—

Significant
Unobservable
Inputs
(Level 3)
$
—
—

Fair Value Measurements at December 31, 2012

Description
Cash in bank, including restricted cash
Marketable Security

Balance at
December 31, 2012
$
19,171
1,441

Quoted Prices
in Active
Markets for
Identical Items
(Level 1)
$
19,171
1,441

Significant
Other
Observable
Inputs
(Level 2)
$

—
—

Significant
Unobservable
Inputs
(Level 3)
$
—
—

Money Market Funds – money market funds are valued using quoted market prices. Accordingly, money market funds are categorized in Level 1 of the
fair value hierarchy.
5.

Prepaid Expenses and Other Current Assets
Prepaid expenses and other current assets consisted of the following (in thousands):
March 31, 2013
$
24
351
19
$
394

Insurance
Interest
Other current assets
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December 31, 2012
$
53
371
$
424

6.

Intangible Assets
Intangible assets consist of the following (in thousands):
March 31, 2013 December 31, 2012
$
59,434 $
59,434
(8,027)
(7,024)
$
51,407 $
52,410

Patents, trademarks, and license agreement
Less-accumulated amortization

Amortization expense for patents and related patent costs of approximately $1.0 million has been recorded in depreciation and amortization expense in
the accompanying Condensed Consolidated Statements of Income and Comprehensive Income for the three month periods ended March 31, 2013 and 2012,
respectively. The Company expects to incur approximately $4.0 million of amortization expense for each of the next 13 years.
7.

Long Term Debt

As further discussed in Note 1 - CPEX Pharmaceuticals, Inc. Acquisition, on April 5, 2011, in connection with the CPEX Transaction, the Borrower
borrowed approximately $64 million under the Term Loan Agreement by and among Borrower, The Bank of New York Mellon, as Agent, and certain Lenders
from time to time party thereto, in the form of a secured term loan to Borrower. The term loan under the Term Loan Agreement bears interest at “LIBOR” plus
16% per annum, with a minimum LIBOR rate of 1%, and matures on the earlier of January 3, 2026 or the date any of CPEX’s patents that are associated with
Testim®, a topical testosterone gel, expire, and contains customary events of default for loans of such nature.
The balance of the loan at March 31, 2013 and December 31, 2012 was approximately $46.3 million and $49.5 million, respectively, with an original
issue discount (“OID”) balance of approximately $1.1 million and $1.2 million, respectively. Interest totaling approximately $2.3 million and $2.7 million was
expensed in the accompanying Condensed Consolidated Statements of Income and Comprehensive Income for the three months ended March 31, 2013 and
2012, respectively. The rate applicable to this loan was 17.0% at March 31, 2013 and 2012. Current maturities of long term debt represent amounts expected to
be payable in the next twelve months subsequent to March 31, 2013 in accordance with the repayment waterfall arrangement based on management’s forecast.
Future maturities are subject to change based on future cash flows and the terms of the loan agreement.
The $64 million loan was issued at a discount of 2.34%, for total net proceeds of $62.5 million, with an effective interest rate of 18%. The OID was
$1.5 million. The OID is equal to the difference between the stated face amount of the loan and actual cash received. This OID is being accreted over the
estimated life of the loan, approximately 6 years, using the effective interest rate method, and is recorded as a component within non-cash interest expense.
Accretion of approximately $71,000 and $41,000 was expensed for the three months ended March 31, 2013 and 2012, respectively, leaving an OID balance of
approximately $1.1 million as March 31, 2013.
The $64 million loan is collateralized by patents and a license agreement associated with Testim®, that were acquired in the CPEX transaction. The
loan agreement requires certain financial reporting and non financial covenants. The Company was in compliance with these covenants as of March 31, 2013.
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8.

Income Taxes

The Company has available for federal income tax purposes net operating loss carryforwards (“NOLs”), subject to review by the authorities,
aggregating approximately $105.4 million and $106.8 million, respectively, as of March 31, 2013 and December 31, 2012 that, if not utilized, will begin
expiring for federal purposes in 2025. Utilization of the net operating loss carry forwards may be subject to an annual limitation in the event of a change in
ownership in future years as defined by Section 382 of the Internal Revenue Code and similar state provisions. It should be noted that there may be certain
limitations other than those potentially imposed by Section 382 of the Code on the Company’s ability to use its NOLs to offset certain taxable income,
including, potentially, income generated in respect of the CPEX business. In assessing the realizability of deferred taxes, we consider whether it is more likely
than not that some portion or all of the deferred tax assets will not be realized based on projections of our future taxable earnings. The ultimate realization of
deferred tax assets is dependent upon several factors, including the generation of future taxable income during the periods in which those temporary differences
become deductible.
As a result of the 2011 CPEX acquisition, the Company recorded an approximately $19.5 million net deferred tax liability, and reduced approximately
$19.5 million of the valuation allowance against its NOL carryforward tax asset, which was reflected as an income tax benefit for the year ended December 31,
2011.
The Company also has available approximately $20.0 million of net operating losses for New Jersey state income tax purposes, none of which they
expect to utilize.
Significant components of the Company’s deferred tax assets and liabilities are as follows (in thousands):
March 31, 2013
Deferred tax assets
NOL
Employee benefits
Alternative minimum tax
Other noncurrent liabilities
Other noncurrent assets
Unrealized capital losses
Property and equipment

$

Less: valuation allowance
Deferred tax liability:
Amortization of intangible asset
$

December 31, 2012

38,579 $
144
329
217
182
31
109
39,591
(1,672)
37,919

39,058
147
301
167
172
41
147
40,033
(1,672)
38,361

(17,992)
19,927 $

(18,343)
20,018

Amounts included in the consolidated balance sheet are as follows at March 31, (in thousands):
March 31, 2013
Current deferred tax asset
Long term deferred tax asset
Non-current deferred tax liability

$
$

25

982
18,945
19,927

December 31, 2012
3,956
16,062
$
20,018
$

March 31, 2013
Tax Rate Reconciliation
Federal statutory rate
State income taxes, net of the federal tax benefit
Other
Personal Holding Company
Effective tax rate

March 31, 2012

35.0%
6.0
4.0
102.0
147.0%

35.0%
(3.5)
9.8
(38.5)
2.8%

March 31, 2013
Provision for Income Taxes
Current:
Federal, including PHC
State / City
Total current

$

Deferred:
Federal
Total deferred

431
21
452

$

90
90

Total provision
9.

March 31, 2012

$

542

60
2
62
-

$

62

Stock Based Compensation Plans

The Company records stock based compensation in accordance with FASB ASC Topic 718 “Compensation – Stock Compensation,” which requires all
companies to measure and recognize compensation expense at fair value for all stock-based payments to employees and directors. The Company uses the BlackScholes option-pricing model to estimate fair value of grants of employee and director stock options.
The Company calculates expected volatility for a share-based grant based on historic daily stock price observations of our common stock during the
period immediately preceding the grant that is equal in length to the expected term of the grant. FASB ASC Topic 718 also requires that estimated forfeitures be
included as a part of the estimate of expense as of the grant date. The Company has used historical data to estimate expected employee behaviors related to
option term, exercises and forfeitures. With respect to both grants of options and awards of restricted stock, the risk free rate of interest is based on the U.S.
Treasury rates appropriate for the expected term of the grant or award. A summary of option activity as of March 31, 2013 and changes during the twelve
months ended December 31, 2012 is presented below.
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Shares
2,562,640

Balance : January 1, 2012
Granted
Exercised
Forfeited
Balance : December 31. 2012
Granted
Exercised
Forfeited
Balance – March 31, 2013
Options Exercisable: March 31, 2013

Weighted Average
Exercise Price
$
1.03

(62,640)
2,500,000 $
2,500,000
2,500,000 $

26.10
0.35
0.35
0.35

On March 15, 2010, Mr. Couchman was awarded a stock option to purchase up to 2,500,000 shares of Footstar’s common stock at an exercise price of
$0.40 per share (after giving effect to the liquidating cash dividend of $0.10 paid on March 12, 2010). The exercise price was adjusted in accordance with the
terms of the initial grant from $0.40 to $0.35 due to a $0.05 dividend paid to the stockholders of Footstar on October 7, 2010. On the date of the grant, the
closing stock price Footstar’s stock was $0.23. The stock option was fully vested at the time of the grant. Included in Mr. Couchman’s original stock option
agreement, is a provision that the Board of Directors is required to adjust the agreement to reflect certain changes, including the declaration of cash dividends.
On November 21, 2011, based on the Board of Directors declaration of a special cash distribution of $0.05 per share of the Company’s common stock on
October 7, 2010, the Company’s Board of Directors reduced Mr. Couchman’s exercise price by $0.05 in accordance with the terms of the initial grant, from
$0.40 to $0.35. No other terms of the options were modified. Due to this modification, and in accordance with FASB ASC Topic 718, an incremental expense of
$104,507 was recognized on November 21, 2011. The modification valuation used an expected holding period of 0.48 years, an expected volatility of 72.22%, a
risk free interest rate of 2% and a 0% dividend yield.
Pursuant to the Plan of reorganization, on April 19, 2012, Xstelos issued an option to purchase 2,500,000 shares of the Company to Mr. Couchman
substantially on the same terms as the Footstar option. The option expires on March 15, 2020. This issuance or exchange did not result in additional
compensation in 2012.
On December 24, 2012, the Company paid a dividend of $.30 per share of the Company’s common stock. The Board of Directors is evaluating an
adjustment to the agreement as required and described above.
Mr. Finerman, a non-employee director of the Company, elected to receive his full retainer ($12,500 for each quarter, totaling $50,000) for fiscal 2012
in shares of restricted stock in lieu of cash compensation for service as a director in 2012 to which he would otherwise have been entitled. On April 2, 2012,
July 2, 2012, October 1, 2012 and January 2, 2013, 10,965, 6,579, 7,576, and 7,576 shares of Company common stock, respectively, having an aggregate fair
value of $12,500 on each grant date, were issued to Mr. Finerman for service as a director in 2012 (the April 2, 2012 shares were issued as Footstar common
stock). The $12,500 value of the January 2, 2013 issuance is related to the fourth quarter of 2012 and is included in accrued expenses in the accompanying
balance sheet as of December 31, 2012.
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Mr. Finerman, a non-employee director of the Company, elected to receive his full retainer ($12,500 for each quarter, totaling $50,000) for fiscal 2013
in shares of restricted stock in lieu of cash compensation for service as a director in 2013 to which he would otherwise have been entitled. On each of January 2,
2013 and April 2, 2013, 7,576 shares and 7,353 shares, respectively, of Xstelos common stock having an aggregate fair value of $12,500 on each grant date,
were issued to Mr. Finerman for service as a director for the fourth quarter of 2012 and the first quarter of 2013, respectively. The $12,500 value of the April 2,
2013 issuance is related to the first quarter of 2013 and is included in accrued expenses in the accompanying balance sheet as of March 31, 2013.
10.

Commitments and Contingencies

Litigation Matters
The Company is involved in various and routine litigation matters, which arise through the normal course of business. Management believes that the
resolution of these matters will not have a material adverse effect on the liquidity of the Company. While it firmly maintains that all pending claims are
meritless, the Company will, however, continue to expend costs as it vigorously defends against these claims.
Thom McAn: In connection with the Company’s discontinued operations in 1995, the Company entered into a sublease formerly occupied by its Thom
McAn stores. The lease expires effective February 1, 2014. The obligation under the sublease is $0.6 million as of the date of this filing, although the Company
believes that there has been a novation of its obligations under such lease and may bring litigation to have a court finally determine such issue. At this time, the
Company has not recorded a liability relating to this commitment as the probability of an unfavorable outcome is remote.
Watson Laboratories, Inc.
On May 23, 2012, Auxilium Pharmaceuticals, Inc. (“Auxilium”) and FCB I LLC (“FCB”) filed a lawsuit against Watson Laboratories, Inc.; Watson
Pharmaceuticals, Inc.; and Watson Pharma, Inc. (collectively, “Watson”) for infringement of FCB’s ten patents listed in the U.S. Food and Drug
Administration’s (“FDA’s”) Approved Drug Products with Therapeutic Equivalence Evaluations (commonly known as the “Orange Book”) as covering
Testim® 1% testosterone gel. The lawsuit was filed in the United States District Court for the District of New Jersey.
Auxilium and FCB filed this lawsuit in response to a notice letter, dated April 12, 2012, sent by Watson Laboratories, Inc. regarding its filing with the
FDA of ANDA No. 09-1073 for a generic 1% testosterone gel product. This letter also stated that ANDA No. 09-1073 contained Paragraph IV certifications,
under 21 U.S.C. Section 355(j) of the Federal Food, Drug, and Cosmetic Act (“FFDCA”), with respect to the nine patents listed in the Orange Book on that date
as covering Testim®: U.S. Patent Nos. 7,320,968; 7,608,605; 7,608,606; 7,608,607; 7,608,608; 7,608,609; 7,608,610; 7,935,690; and 8,063,029. On May 15,
2012, a new composition patent covering Testim® was issued. This patent is now also listed in the Orange Book and was included in the patent infringement
lawsuit filed against Watson. In total, ten Testim® patents are now listed in the Orange Book and will expire at various dates ranging from July 21, 2023
through January 18, 2025.
28

On July 6, 2012, Watson filed its answer to the patent infringement complaint filed by Auxilium and FCB. Watson also asserted counterclaims against
Auxilium and FCB, which seek declaratory judgments that each of the ten patents-in-suit are invalid or are not infringed by Watson’s proposed generic 1%
testosterone gel product. Auxilium and FCB’s reply to Watson’s counterclaims was filed on July 30, 2012. On July 30, 2012, the parties entered into a
stipulation wherein Watson Pharmaceuticals, Inc. and Watson Pharma, Inc. were dismissed without prejudice from this lawsuit and agreed to be bound by any
stipulation, judgment, order, or decision rendered as to Watson Laboratories, Inc., including any appeals and any order granting preliminary or permanent
injunctive relief against Watson Laboratories, Inc.
This case is presently in the early stages of fact discovery. On October 22, 2012, Auxilium and FCB disclosed to Watson the claims from all ten
patents-in-suit they assert are infringed by Watson. On October 29, 2012, Watson served its invalidity and noninfringement contentions on Auxilium and FCB.
On December 13, 2012, Auxilium and FCB responded to Watson’s invalidity contentions and served their infringement contentions. On February 28, 2013,
Watson filed a letter with the court, seeking permission to amend its invalidity contentions to add additional contentions. Auxilium and FCB oppose Watson’s
request and are presently preparing their response to Watson’s letter. On May 10, 2013, Watson filed its Notice of Motion for Leave to Amend its answer,
Affirmative Defenses and Counterclaims.
Claim construction proceedings have recently begun. On February 8, 2013, the parties exchanged preliminary claim constructions and identified
evidence in support of their respective proposed claim constructions. On February 22, 2013, the parties identified evidence in opposition to the opposing party’s
proposed claim constructions. On March 8, 2013, the parties filed a Joint Claim Construction and Prehearing Statement. On April 9, 2013, claim construction
was adjourned, pending the resolution of Watson’s application to amend its invalidity contentions. A trial date has not yet been set.
Auxilium and FCB remain committed to protecting their intellectual property rights, including their patent protection for Testim®. Under the HatchWaxman Act, as a result of the patent infringement lawsuit filed against Watson, final FDA approval of Watson’s ANDA for its proposed generic version of
Testim® will be stayed until at least the earlier of 30 months from the date Watson’s notice letter was received (i.e., October 14, 2014) or final resolution of the
pending patent infringement lawsuit.
Upsher-Smith Laboratories, Inc.
On December 4, 2008, CPEX Pharmaceuticals, Inc. (“CPEX”) and Auxilium filed a lawsuit against Upsher-Smith Laboratories, Inc. (“Upsher-Smith”)
for infringement of U.S. Patent No. 7,320,968 (“the ‘968 patent”), which is listed in FDA’s Orange Book as covering Testim® 1% testosterone gel and which
was assigned to CPEX at that time. The lawsuit was filed in the United States District Court for the District of Delaware.
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CPEX and Auxilium filed this lawsuit in response to a notice letter, dated October 22, 2008 and sent by Upsher-Smith, regarding Upsher-Smith’s filing
with the FDA of ANDA No. 79-178 for a generic 1% testosterone gel product. This letter also stated that Upsher-Smith’s ANDA contained a Paragraph IV
certification with respect to the ‘968 patent. On February 27, 2009, Auxilium filed a Citizen Petition with the FDA, requesting that the FDA withhold approval
of Upsher-Smith’s ANDA No. 79-178 and that the FDA require Upsher-Smith to conduct additional clinical studies related to the safety and efficacy of its
proposed generic 1% testosterone gel product. On August 26, 2009, the FDA granted Auxilium’s citizen petition in part, and stated that additional clinical
testing would need to be conducted by Upsher-Smith before its proposed 1% testosterone gel product could be approved by the FDA. On December 13, 2011,
the lawsuit pending in the District of Delaware was administratively closed by the court.
On September 10, 2012, Upsher-Smith filed a complaint in the United States District Court for the District of New Jersey against Auxilium and FCB,
seeking a declaratory judgment that its ANDA No. 79-178 does not infringe eight of the ten patents listed in the Orange Book as covering Testim®: U.S. Patent
Nos. 7,608,605; 7,608,606; 7,608,607; 7,608,608; 7,608,609; 7,608,610; 7,935,690; and 8,063,029. On October 12, 2012, Auxilium and FCB filed a motion to
dismiss Upsher-Smith’s declaratory judgment complaint for lack of subject matter jurisdiction, or alternately to transfer that case to the District of Delaware.
Upsher-Smith filed its response to this motion on November 7, 2012, and Auxilium and FCB filed their reply on November 16, 2012. On January 29, 2013, in
response to the parties’ submission of letters regarding subsequent factual developments relevant to the pending motion to dismiss, the Court terminated the
motion without prejudice and set forth a schedule for revised briefing to include the subsequent factual developments. Auxilium and FCB’s revised motion to
dismiss or transfer was filed, and the parties completed briefing on March 4, 2013. On March 27, 2013, the Court granted Auxilium and FCB’s motion to
dismiss without prejudice and the New Jersey action was terminated.
On January 28, 2013, Auxilium and FCB filed a complaint in the United States District Court for the District of Delaware against Upsher-Smith for
infringement of U.S. Patent Nos. 7,320,968; 7,608,605; 7,608,606; 7,608,607; 7,608,608; 7,608,609; 7,608,610; 7,935,690; 8,063,029; and 8,178,518.
Auxilium and FCB I filed this lawsuit in response to a notice letter, dated December 21, 2012, and sent by Upsher-Smith, regarding Upsher-Smith’s filing with
the FDA of NDA No. 204399 for a generic 1% testosterone gel product. On January 30, 2013, Upsher-Smith counterclaimed for a declaration that these
patents are invalid and/or unenforceable and that Upsher-Smith’s marketing of a prescription topical gel containing testosterone would not infringe the patent.
Under the Hatch-Waxman Act, as a result of the patent infringement lawsuit filed against Upsher-Smith, final FDA approval of Upsher-Smith’s NDA for its
proposed generic version of Testim® will be stayed until at least the earlier of 30 months from the date Watson’s notice letter was received (i.e., June 24, 2015)
or final resolution of the pending patent infringement lawsuit. The initial scheduling conference was held on March 7, 2013. During the conference, the court
set a pretrial date of May 15, 2014, set trial to commence on June 3, 2014, and allowed Upsher-Smith to submit a summary judgment motion. The court ordered
the parties to complete summary judgment briefing by May 17, 2013 and set a hearing on June 28, 2013 for argument on the summary judgment motion. On
May 3, 2013, Auxilium and FCB filed an Answering Brief in Opposition to Upsher-Smith’s Motion for Summary Judgement.
As with the Watson litigation discussed above, Auxilium and FCB remain committed to protecting their intellectual property rights, including their
patent protection for Testim.®
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Development and License Agreement with Serenity
In February 2008, CPEX entered into a Development and License Agreement with Serenity Pharmaceuticals Corporation, to develop Ser-120, a
product candidate for the treatment of nocturia that utilizes CPEX’s patented intranasal drug delivery technology. Nocturia is a condition which causes an
individual to wake one or more times at night to urinate. Serenity granted us a non-exclusive license to its technology and patents rights to conduct initial
formulation activities under the Agreement. We granted Serenity an exclusive, sublicensable, worldwide license under United States Patent No. 7,244,703 and
foreign equivalents and CPEX’s proprietary CPE-215 drug delivery technology to conduct research activities related to the development of Ser-120 and to make
and sell the product. On April 1, 2010, CPEX announced that Serenity entered into a global agreement with Allergan, Inc. (“Allergan”) under which Allergan
assumed our development and license agreement with Serenity. In return, we are entitled to sales milestones and low single digit royalties on worldwide net
sales following commercialization of Ser-120. Allergan has recently reported positive Phase 3 data for Ser-120, as well as that it will fund a confirmatory Phase
3 trial. The Investment Holding Company has raised claims with the Company that they have an 80% interest in the license agreement, as well as certain related
matters. The Company is in discussions with the Investment Holding Company with respect to these matters.
11.

Charter restriction

Subject to certain exceptions, including prior exemption by Xstelos’s board of directors, Xstelos’s Certificate of Incorporation prohibits and makes
void certain transfers of its common stock, to the extent that after giving effect to such purported transfer (i) the purported transferee would become a 4.75% or
greater holder of its common stock, (ii) the ownership of a 4.75% stockholder's common stock, prior to giving effect to the purported transfer, would be
increased or (iii) the transfer creates a new "public group" under Treasury rules.
12.

Investment in Myrexis

Purchase of shares in Myrexis
On February 27, 2013, Xstelos Corp and Myrexis entered into a stock purchase agreement (the “Stock Purchase Agreement”). Pursuant to terms of
such stock purchase agreement, Xstelos agreed to purchase from Myrexis 7,000,000 newly issued shares of Myrexis common stock, par value $0.01 per share,
representing approximately 20% of all outstanding Myrexis Common Stock after giving effect to such purchase (the “Purchase”). The shares were purchased for
an aggregate purchase price of $250,000. Xstelos Corp. also agreed to provide to Myrexis services pursuant to the terms of an Intercompany Services
Agreement (described below) as well as consent to Mr. Couchman serving as Myrexis’s Chief Financial Officer. (Mr. Couchman also serves as Myrexis’s Chief
Executive Officer.) Steven D. Scheiwe, a member of the Company’s Board of Directors, serves on the Board of Directors of Myrexis.
In connection with the Purchase, Xstelos entered into a letter agreement (the “Letter Agreement”) dated February 27, 2013 with Myrexis, pursuant to
which Myrexis granted to Xstelos Corp an exemption under Section 29 of Myrexis’s Tax Benefits Shareholder Rights Agreement, embodying a shareholder
rights plan adopted on March 29, 2012 to protect the use of Myrexis’s net operating losses and certain other tax attributes. Under the exemption, Xstelos Corp
must not at any time represent more than the lesser of (i) 30% of the Common Stock and (ii) the maximum percentage ownership of Common Shares from time
to time such that an ownership change would not have occurred for purposes of Section 382 of the Internal Revenue Code of 1986, as amended, and the
Treasury Regulations thereunder.
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Intercompany services agreement with Myrexis
On February 27, 2013, Xstelos Corp. and Myrexis entered into an Intercompany Services Agreement. Pursuant to the Intercompany Services
Agreement, Xstelos Corp. agreed to provide Myrexis with certain administrative, management, accounting and information services for one year in exchange
for a fee of $25,000. The Intercompany Services Agreement will terminate upon 30 days upon written notice given to the other party
13.

Subsequent Events

On April 1, 2013, 7,353 shares of Xstelos common stock having an aggregate fair value of $12,500 on the grant date were issued to Mr. Finerman for
service as a director for the first quarter of 2013.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements
This report contains forward-looking statements made in reliance upon the safe harbor provisions 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 statements may be identified
by the use of words such as “anticipate,” “estimates,” “should,” “expect,” “project,” “intend,” “plan,” “believe” and other words and terms of similar meaning,
in connection with any discussion of our financial statements, business, results of operations, liquidity, future operating or financial performance and other
future events and circumstances. Factors that could affect our forward-looking statements include, among other things:
x

the expectation that our business and operations will continue as presently conducted;

x

competition from existing products or new products that may emerge;

x

regulatory difficulties relating to products that have already received regulatory approval;

x

potential product liability claims;

x

our dependency on third-party manufacturers to supply or manufacture our products;

x

our ability to establish or maintain collaborations, licensing or other arrangements;

x

our ability and third parties’ abilities to protect intellectual property rights;

x

limitations of our ability to utilize its net operating losses;

x

compliance with obligations under intellectual property licenses with third parties; and

x

our ability to successfully invest for future growth.

Because the information in this Quarterly Report on Form 10-Q is based solely on data currently available, it is subject to change and should not be
viewed as providing any assurance regarding our future. Actual results, operations, performance, events, plans and expectations may differ materially from our
current expectations and the differences may be material, individually or in the aggregate, to our business, financial condition, results of operations, liquidity
and prospects. Additionally, we do not plan to update any of our forward looking statements based on changes in assumptions, changes in results or other events
subsequent to the date of this Quarterly Report on Form 10-Q, other than as included in our future required SEC filings, or as may otherwise be legally required.
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Results of Operations – Three months ended March 31, 2013 versus Three months ended March 31, 2012
The following is a discussion of the results of operations for Xstelos Corp for the three months ended March 31, 2013 compared with the three months
ended March 31, 2012 (in thousands) (inflation and changing prices have not had a material impact on revenues or results from operations in the two periods):
Three Months Ended March 31,
2013
2012
ROYALTY REVENUE
Operating Expenses
Selling, general and administrative expense
Depreciation and amortization
Total operating expenses
OPERATING INCOME
Interest expense, net
Rental revenue
Gain on marketable securities
Loss on disposal of non-operating assets
EARNINGS FROM CONTINUING OPERATIONS BEFORE
INCOME TAXES
Income tax expense
(LOSS) EARNINGS FROM CONTINUING OPERATIONS

$

5,633

$

2,005
1,016
3,021
2,612
(2,271)
40
26
(38)

$

369
542
(173) $

Change

% (+-)

(1,508)

-21.1%

1,410
1,004
2,414
4.727
(2,749)
6
-

595
12
607
(2,115)
478
40
20
(38)

42.2%
1.2%
25.2%
-44.7%
17.4%
100.0%
333.3%
-100.0%

1,984
62
1,922

(1,615)
480
(2,095)

-81.4%
774.2%
-109.0%

7,141

$

$

Royalty Revenue
Royalty revenue decreased $1.5 million, or 21.1%, to $5.6 million for three months ended March 31, 2013 compared with $7.1 million for three
months ended March 31, 2012 due to decreased sales volume by Auxilium of Testim®, on which royalty revenue is earned.
SG&A Expenses
SG&A expenses increased $0.6 million, or 42.3%, to $2.0 million for three months ended March 31, 2013 compared with $1.4 million for three months
March 31, 2012. The increase is due to higher legal expenses in 2013, primarily related to increased litigation expense relating to the Watson Laboratories and
Upsher-Smith cases (see note 10).
Depreciation and Amortization
Depreciation and Amortization expense increased $0.01 million, or 1.2%, to $1.01 million for three months ended March 31, 2013 compared with
$1.00 million for three months ended March 31, 2012. This increase is solely due to depreciation expense in 2013 for assets held for use that were, previously
not depreciated, as they were classified as assets held for sale, prior to the third quarter 2012.
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Operating Income
Operating income decreased $2.1 million, or 44.8% to $2.6 million for three months ended March 31, 2013 compared with a $4.7 million for three
months ended March 31, 2012, primarily due to the decreased royalty revenue and higher legal expenses, as described above.
Interest Expense
Interest expense decreased $0.5 million, or 17.4%, to $2.3 million for three months ended March 31, 2013 compared with $2.8 million for three months
ended March 31, 2012. The decrease is exclusively due to a lower principal loan balance in 2013.
Marketable Securities
The Company recognized primarily an unrealized gain in market value of approximately $26,000 due to an increase in the stock price per share of the
marketable securities.
Liquidity and Capital Resources
At March 31, 2013, the Company had cash and cash equivalents of approximately $17.5 million, which, along with the royalties from Testim® pursuant
to the licensing agreement with Auxilium, we believe will be sufficient to fund our operations and our cash requirements for the next twelve months, and
beyond. Our cash includes balances maintained in commercial bank accounts. There can be no assurance that changes in our research and development plans or
other events affecting our revenues or operating expenses will not result in the earlier depletion of our funds. In appropriate situations, which will be
strategically determined, we may seek funding from other sources, including, but not limited to, contribution by others to joint ventures and other collaborative
or licensing arrangements for the development, testing, manufacturing and marketing of products currently under development or sales of debt or equity
securities.
On April 5, 2011, in connection with the acquisition of CPEX, FCB LLC, a wholly owned subsidiary of FCB Acquisition, which became a wholly owned
subsidiary of CPEX upon FCB Acquisition’s merger with and into CPEX, borrowed approximately $64 million under the Term Loan Agreement. The term loan
under the Term Loan Agreement bears interest at “LIBOR” plus 16% per annum, with a minimum LIBOR rate of 1%, and matures on the earlier of January 3,
2026 or the date any of CPEX’s patents that are associated with Testim®, a topical testosterone gel, expire, and contains customary events of default for loans
of such nature. As part of the Term Loan Agreement, CPEX contributed to FCB LLC all of its intellectual property rights in Testim® and rights to the royalty
stream pursuant to the license agreement with Auxilium, and the loan is secured by FCB LLC’s interest in all such rights. Repayment of the loan is made
through a waterfall arrangement whereby, if certain conditions are met, the Testim® royalty stream is distributed on a quarterly basis as follows: first to pay
certain fees and expenses of Agent and FCB LLC, second to pay fees of the banks maintaining the accounts associated with the loan, third to pay any expenses
of Agent used to protect the loan collateral and any other unreimbursed fees or expenses of Agent or any Lender, fourth to replenish any shortfall in the interest
reserve (which is $2.5 million), fifth to pay interest due, sixth to pay 65% of the remaining royalty funds to Agent for the benefit of the Lenders as payment
toward loan principal, and finally to FCB LLC for its benefit.
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Our largest source and use of cash were financing and investing related to the CPEX acquisition. The Company generated positive cash flow from
operations due to our acquisition of CPEX.
As of March 31, 2013 accounts receivable, consisting of a royalty receivable, totaled $5.6 million. These receivables are generally collected within three
months after the respective calendar quarter.
Net cash provided by operating activities for three months ended March 31, 2013 was $4.2 million, directly related to net loss of $0.1 million, adding
$1.0 million of depreciation and amortization, and increased by $2.1 million due to the decrease in accounts receivable and $1.2 million due to other
miscellaneous items consisting principally of an increase in accounts payable and accrued expenses of $1.0 million.
Cash used in investing activities was $0.2 million for the three months ended March 31, 2013, which was primarily due to the purchase of an investment
in an affiliate.
Cash used in financing activities was $3.2 million for the three months ended March 31, 2013, which was used to repay debt under the term loan
agreement related to the CPEX Transaction.
Factors that could affect our short and long term liquidity include, among other items, the amount of royalties received from Auxilium and the payment
of any further dividends or distributions.
Long term debt
The term loan under the Term Loan Agreement bears interest at “LIBOR” plus 16% per annum, with a minimum LIBOR rate of 1%, and matures on
the earlier of January 3, 2026 or the date any of CPEX’s patents that are associated with Testim®, a topical testosterone gel, expire, and contains customary
events of default for loans of such nature. The loan was issued at a discount of 2.34%. The original issue discount (OID) was $1.5 million. The OID is equal to
the difference between the stated face amount of the loan and actual cash received. This OID is being accreted over the estimated life of the loan, approximately
6 years, using the effective interest rate method, and is recorded as a component within non-cash interest expense. The loan is collateralized by patents and a
license agreement associated with Testim®, that were acquired in the CPEX transaction. The loan agreement requires certain financial reporting and non
financial covenants.
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Critical Accounting Policies, Estimates and Judgments
The preparation of these condensed consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements, as well as the reported
revenues and expenses during the reporting periods. We evaluate these estimates and judgments on an ongoing basis. We base our estimates on historical
experience and on various other factors that we believe are reasonable under the circumstances, the results of which form the basis for making judgments about
the carrying value of assets and liabilities that are not readily apparent from other sources. Our actual results may differ from these estimates under different
assumptions or conditions.
Cash equivalents
Cash and cash equivalents consist of highly liquid instruments with maturities of three months or less from the date acquired and stated at cost that
approximates their fair market value. At times the Company has cash and cash equivalents balances in excess of the FDIC and SIPC insured limits.
At March 31, 2013, restricted cash of $2,500,000 pledged to support a bank credit facility, is classified as a non-current asset. The restricted cash serves
as collateral for the loan in connection with the CPEX Transaction that provides financial assurance that the Company has the ability to service the loan, as
discussed in Note 7 – Long Term Debt. The cash is held in custody by the loan agent, is restricted as to withdrawal or use, and is currently not invested and does
not bear interest.
Royalties Receivable and Allowances for Doubtful Accounts
When necessary, receivable balances are reported net of an estimated allowance for uncollectible accounts. Estimated uncollectible receivables are
based on the amount and status of past due accounts, contractual terms with customers, the credit worthiness of customers and the history of uncollectible
accounts. Royalties receivable as of March 31, 2013, are royalties due from its licensee, Auxilium for sales of Testim®. All receivables are uncollateralized and
therefore are subject to credit risk.
Intangible Assets
Costs incurred in connection with acquiring licenses, patents, and other proprietary rights are capitalized as intangible assets. These assets are
amortized on a straight-line basis over the applicable useful life from the dates of acquisition. Such assets are reviewed whenever events or changes in
circumstances indicate that the assets may be impaired, by comparing the carrying amounts to their estimated future undiscounted cash flows, and adjustments
are made for any diminution in value below the carrying value.
Income Taxes
The Company records deferred tax assets and liabilities based on the differences between the book and tax bases of assets and liabilities and on
operating loss carryforwards using enacted tax rates in effect for the year in which the differences are expected to reverse. A valuation allowance is provided
when it is more likely than not that some portion or all of a deferred tax asset will not be realized. These amounts are adjusted, as appropriate, to reflect enacted
changes in tax rates expected to be in effect when the temporary differences reverse.
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The Company determined the deferred tax provision under the liability method, whereby deferred tax assets and liabilities are recognized for future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using currently enacted tax rates.
The Company reviews the valuation of deferred tax assets based on positive evidence, such as projections of future taxable earnings along with
negative evidence, such as operational uncertainties. As a result, the Company concluded that it is more likely than not that certain deferred tax assets will be
realized as of March 31, 2013, based primarily on the actual earnings from CPEX operations since the date of acquisition in April 2011, and the forecasted
performance of CPEX.
Revenue Recognition
CPEX recognizes revenue from royalties on Auxilium’s sales of Testim in accordance with The Financial Accounting Standards Board (“FASB”)
Accounting Standards Codification (“ASC”) Topic 605-10-S99-1, which requires sales to be recorded upon delivery, provided that there is evidence of a final
arrangement, there are no uncertainties surrounding acceptance, title has passed, collectability is reasonably assured and the price is fixed or determinable. Since
2003, Auxilium has sold Testim to pharmaceutical wholesalers and chain drug stores, which have the right to return purchased products prior to the units being
dispensed through patient prescriptions. Based on historical experience, CPEX is able to reasonably estimate future product returns on sales of Testim and as a
result, did not defer Testim royalties for the three months ended March 31, 2013 and 2012.
Recently Issued Accounting Pronouncements
In June 2011, the FASB issued ASU 2011-05, “Comprehensive Income (Topic 220) – Presentation of Comprehensive Income” which amends ASC
220, “Comprehensive Income”. ASU 2011-05 gives an entity the option to present the total comprehensive income, the components of net income, and the
components of other comprehensive income either in a single continuous statement of comprehensive income or in two separate but consecutive statements.
ASU 2011-05 is effective for fiscal years, and interim periods within those years, beginning after December 15, 2011. The Company adopted the provisions of
ASU 2011-05 in 2012. The adoption of ASU 2011-05 did not have a material impact on the Company’s consolidated financial statements. In December 2011,
the FASB issued ASU 2011-12 “Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items out of Accumulated Other
Comprehensive Income in Accounting Standards Update No. 2011-05.” This update stated that the specific requirement to present items that are reclassified
from other comprehensive income to net income alongside their respective components of net income and other comprehensive income will be deferred. In
February 2013, the FASB issued ASU 2013-02 “Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income”. This update requires
companies to present the effects on the line items of net income of significant reclassifications out of accumulated other comprehensive income if the amount
being reclassified is required under GAAP to be reclassified in its entirety to net income in the same reporting period. ASU 2013-02 is effective prospectively
for the Company for fiscal years, and interim periods within those years, beginning after December 15, 2012. The Company adopted this guidance, effective
January 1, 2013 and its adoption did not have a material impact on our consolidated financial statements.
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Contingencies and Litigation
The information set forth under the caption “Litigation Matters” in Note 10 to the condensed consolidated financial statements is incorporated herein
by reference.
Off-Balance Sheet Arrangements
None.
Impact of Inflation
The condensed consolidated financial statements included in this document have been prepared in accordance with accounting principles generally
accepted in the United States of America. These principles require the measurement of financial position and operating results in terms of historical dollars,
without considering changes in the relative purchasing power of money over time due to inflation. Our interest obligations for our long term debt, representing
50% of total assets as of March 31, 2013, are primarily market driven. As a result, interest rates have a more significant impact on our performance than the
effects of general levels of inflation. Interest rates, however, do not necessarily move in the same direction or with the same magnitude as the price of goods and
services, since such prices are affected by inflation. In a period of rapidly rising interest rates, the ability to pay interest and current maturities on our long-term
debt is critical. The principal effect of inflation on earnings, as distinct from levels of interest rates, is in the area of non-interest expense. Expense items such as
employee compensation, employee benefits and occupancy costs may be subject to increases as a result of inflation. An additional effect of inflation is the
possible increase in the interest due on our long-term debt. We are unable to determine the inflationary impact on interest to the extent, if any, to which we owe
on our long-term debt.
ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
Not Applicable.
ITEM 4. Controls and Procedures
The Company has established controls and procedures designed to ensure that information required to be disclosed in the reports that the Company
files or submits under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms and is
accumulated and communicated to management, including our President and Chief Executive Officer and Chief Financial Officer, to allow timely decisions
regarding required disclosure. With the participation of our President and Chief Executive Officer and Chief Financial Officer, we conducted an evaluation of
the effectiveness of the design and operation of our disclosure controls and procedures (as such term is defined in Rules 13a-15(e) or 15d-15(e) under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of the end of the period covered by this report (the “Evaluation Date”). There are
inherent limitations to the effectiveness of any system of disclosure controls and procedures, including the possibility of human error and the circumvention or
overriding of the controls and procedures. Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of achieving
their control objectives. Based on such evaluation, our President and Chief Executive Officer and Chief Financial Officer concluded that, as of the Evaluation
Date, our disclosure controls and procedures were effective.
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No changes in the Company’s internal control over financial reporting have occurred during the quarterly period covered by this report that have
materially affected, or are reasonably likely to materially affect, the Company’s internal controls over financial reporting.
PART II. OTHER INFORMATION
ITEM 1. Legal Proceedings
The information set forth under the caption “Litigation Matters” in Note 10 to the condensed consolidated financial statements is incorporated herein by
reference.
ITEM 1A. Risk Factors
Not Applicable.
ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds
Mr. Finerman, a non-employee director of the Company, elected to receive his full retainer ($12,500 for each quarter, totaling $50,000) for fiscal 2012
in shares of restricted stock in lieu of cash compensation for service as a director in 2012 to which he would otherwise have been entitled. On April 2, 2012,
July 2, 2012, October 1, 2012 and January 2, 2013, 10,965, 6,579, 7,576, and 7,576 shares of Company common stock, respectively, having an aggregate fair
value of $12,500 on each grant date, were issued to Mr. Finerman for service as a director in 2012 (The April 2, 2012 shares were issued as Footstar common
stock).
Mr. Finerman, a non-employee director of the Company, elected to receive his full retainer ($12,500 for each quarter, totaling $50,000) for fiscal 2013
in shares of restricted stock in lieu of cash compensation for service as a director in 2013 to which he would otherwise have been entitled. On each of January 2,
2013 and April 2, 2013, 7,576 shares and 7,353 shares, respectively, of Xstelos common stock having an aggregate fair value of $12,500 on each grant date,
were issued to Mr. Finerman for service as a director for the fourth quarter of 2012 and the first quarter of 2013, respectively.
The Company relied on Section 4(2) of the Securities Act of 1933, as amended, in connection with all such issuances to Mr. Finerman, as such
issuances were not in connection with a public offering.
ITEM 3. Defaults Upon Senior Securities
None.
ITEM 4. Mine Safety Disclosures
Not Applicable.
ITEM 5. Other Information
None.
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ITEM 6. Exhibits
31.1

Certification of President, Chief Executive Officer and Chief Financial Officer
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1

Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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.
XSTELOS HOLDINGS, INC.
By: /s/ Jonathan M. Couchman
Jonathan M. Couchman
President and Chief Executive Officer and Chief Financial
Officer
(Principal Executive Officer and Principal Financial Officer)

Date: May 15, 2013
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EXHIBIT 31.1
I, Jonathan M. Couchman, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2013 of Xstelos Holdings, Inc.;

2.
Based on my knowledge, this 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 report;
3.
Based on my knowledge, the financial statements, and other financial information included in this 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 report;
4.
I am 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 Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) 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 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 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
5.
I 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: May 15, 2013
By: /s/ Jonathan M. Couchman
Jonathan M. Couchman
President and Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 32.1
CERTIFICATIONS PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with this Quarterly Report on Form 10-Q of Xstelos Holdings, Inc. (the “Company”) for the quarterly period ended March 31, 2013, as filed with
the Securities and Exchange Commission on the date hereof, (the “Report”), each of the undersigned officers of the Company hereby certifies, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of his knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Date: May 15, 2013
By: /s/ Jonathan M. Couchman
Jonathan M. Couchman
President and Chief Executive Officer and Chief Financial Officer
(Principal Executive Officer and Principal Financial Officer)

