COMPENSATION COMMITTEE CHARTER

LIFEWAY FOODS, INC.

I. Purposes

The Committee has been established by the Board to assist the Board in
discharging and performing the duties of the Board with respect to management compensation,
succession planning and employee benefits, including the assessment and compensation of the
Chief Executive Officer; the assessment and compensation of directors and other executive
officers; the assessment of compensation arrangements, plans, policies and programs; the
assessment of benefit and welfare plans and programs; the assessment of organizational systems
and plans (including those relating to management development and succession planning); and
the production of any report on executive compensation required by any applicable rules and
regulations.

II. Powers and Resources

The Committee has the right to exercise any and all power and authority of the
Board with respect to matters within the scope of this Charter, subject to the ultimate power and
authority of the Board. The Board shall continue to have the ultimate duty and responsibility to
manage or direct the management of the business and affairs of the Company.

The Committee has the authority to:

* conduct any and all investigations it deems necessary or appropriate, to contact
directly the human resources department and other employees and advisors and
require them to provide any and all information and advice it deems necessary or
appropriate, and to retain legal, human resource or other advisors it deems
necessary or appropriate;

* set aside for payment, pay and direct the payment of such legal, human resource
and other advisors; the advisors retained by the Committee shall report directly to
the Committee, and shall be accountable to the Committee and the Board, for
their services; and

* to the extent that it deems appropriate or desirable, appoint one or more
subcommittees whose members are non-employee directors and outside directors
as set forth below and delegate to such subcommittee(s) the authority to make
(including determining the terms and conditions of) grants or awards under, and
to otherwise administer, bonus and compensation plans and programs.

To the extent that the Committee retains an advisor, it must take into
consideration the following factors:
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(1) the provision of other services to the Company by the person that employs the
advisor;

(i1) the amount of fees received from the Company by the person that employs the
advisor, as a percentage of the total revenue of the person that employs the advisor;

(ii1) the policies and procedures of the person that employs the advisor that are
designed to prevent conflicts of interest;

(iv) any business or personal relationship of the advisor with a member of the
Committee;

(v) any stock of the Company owned by the advisor; and

(vi) any business or personal relationship of the advisor or the person employing
the advisor with an Executive Officer of the Company.

III. Composition

The Committee shall consist of at least two Directors, as may be determined from
time to time by the Board. Each Committee member shall be appointed by the Board and shall
be: (1) a member of the Board, (2) a non-employee director within the meaning of Rule 16b-3
under the Securities Exchange Act of 1934, (3) an outside director within the meaning of Section
162(m) of the Internal Revenue Code of 1986, and (4) an independent director within the
meaning of the rules of Nasdaq Global Market or such other primary trading market or securities
exchange on which the Company’s securities are then traded.

Each member of the Committee shall serve until the next annual organizational
meeting of the Board or the earlier of his or her termination as a member of the Committee by
the Board, the election of his or her successor as a member of the Committee or his or her death,
resignation or removal. The Board shall appoint a new member or members in the event that
there is a vacancy on the Committee that reduces the number of members below three, or if the
Board determines that the number of members on the Committee should be increased.

Unless a Chair is elected by the Board, the members of the Committee may
designate a Chair by a majority vote. The Chair shall supervise the conduct of the meetings and
shall have other responsibilities as this Charter or the Committee may specify from time to time.

IV. Meetings

The Committee shall meet in regular sessions at least four times a year and in
special sessions as circumstances warrant, and may hold additional meetings in person or
telephonically as often as may be necessary or appropriate, at the discretion of the Chair. When
appropriate, the Committee may meet in separate executive sessions with management,
employees, general counsel and internal audit to discuss any matters that the Committee or any
of these groups believes warrant Committee attention. The Chair may also request that members
of management, legal counsel, or other advisors attend the meetings of the Committee, but any
individual whose performance or compensation is to be discussed at a Committee meeting
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should not attend such meeting unless specifically invited by the Committee (and the Chief
Executive Officer may not be present during voting or deliberations as to his or her
compensation).

Committee members are expected to use all reasonable efforts to attend meetings
and to spend the time needed to properly discharge their responsibilities. A majority of the
members of the Committee shall constitute a quorum for the transaction of business. The act of a
majority of the members present at any meeting at which there is a quorum shall be the act of the
Committee. Any Committee member may be excused from a meeting to permit the remaining
members of the Committee to act on any matter in which such member's participation is not
appropriate, and such member's absence will not destroy the quorum for purposes of acting on
such matter.

V. Compensation

Members of the Committee shall receive such fees, if any, for their service as Committee
members as may be determined by the Board. Members of the Committee may not receive any
compensation from the Company except the fees that they receive for service as a member of the
Board or any committee thereof provided that compensation to a firm of which a member holds
an equity interest shall not be considered compensation for the purposes hereof.

V1. Procedures

The Committee shall determine its meeting schedule, the agenda for each meeting, the
information to be provided to it before or at each meeting and all other matters relating to the
conduct of its meetings and other activities. The Chair of the Committee shall establish and
distribute (or request the Secretary to distribute) to each Committee member prior to each
meeting an agenda for the meeting. Each Committee member is free to raise at any meeting
subjects that are not on the agenda for that meeting. Information that is important to
understanding the business to be conducted at a meeting should generally be distributed to the
Committee members as soon as practicable in advance of the meeting, and Committee members
should review these materials before the meeting.

The Committee shall keep minutes of its meetings and other proceedings.

It is the sense of the Board that, subject to Section VII below, the activities and
procedures of the Committee should remain flexible so that it may appropriately respond to
changing circumstances. Thus, this Charter is intended to provide a set of flexible guidelines for
the effective functioning of the Committee. The Committee may modify or amend this Charter
and the authority and responsibilities of the Committee set forth herein at any time.
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VII. Committee Authority and Responsibilities

Without limiting the scope of its responsibilities, duties and authority set forth

above, the Committee shall have the following authority and duties:

Senior Management and Director Compensation

1.

Review and approve annually the goals and objectives relevant to compensation of the
Chief Executive Officer (the “CEQ”), evaluate at least annually his or her performance in
light of those goals and objectives, and set his or her compensation based on such
evaluation, in all cases without the CEO’s presence during voting or deliberations on
such determination. In determining the CEO’s compensation, the Committee should
consider the Company’s performance and relative stockholder return, the value of similar
incentive awards to chief executive officers at comparable companies, the awards given
to the Company’s CEO in past years, and such other factors as the Committee deems
appropriate.

Review and approve, as appropriate, the compensation of the other executive officers at
least annually and review compensation of other members of senior management and
other employees generally. The Committee shall consider all relevant factors in
determining the appropriate level of compensation for other executive officers, including
without limitation the factors applicable with respect to the CEO.

Monitor the search for, and review and approve the proposed compensation (as well as
any amendment or other modification to any existing employment contract or similar
agreement) for, any (a) officer and (b) employee whose proposed or current base salary
exceeds $400,000 per year.

Periodically review and approve, as appropriate, the compensation of the directors.

Review and approve, as appropriate, the bonus and incentive compensation
arrangements, plans, policies and programs, including annual and long-term and cash and
stock-based plans, and determine for each year whether individual incentive targets have
been achieved by the CEO and senior executives under such plans.

Review periodically and approve, as appropriate, policies on management perquisites.
Where necessary, review management’s determination of whether particular perquisites
are business-related or personal. Advise the Audit Committee as to such policies.

Review any compensation or other benefit received by any director or executive officer
from any affiliated entities to confirm compliance with the Company’s code of conduct
and ethics and related policies.

Select, retain, evaluate and, as appropriate, terminate and replace any executive search
firm or compensation consulting firm with respect to the selection and compensation of
the Company’s senior officers.

Review compliance with prohibition on personal loans to directors and executive officers.
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Administration of Plans

10. Administer all stock-based compensation plans and such other programs as may be
designated by the Board, including the review and grant of stock option and other equity
incentive grants to executive officers and other employees and directors, in each case
subject to any limitations prescribed by the Board and subject to any authority delegated
by the Committee to the subcommittee described below.

11. Review creation, modification, termination and funding of compensation, retirement,
benefit and welfare arrangements, plans, policies and programs for senior management
and other employees generally.

12. Review the administration of the self-directed retirement and other plans as to whether
the rules relating to investments in the common stock are properly protective of employee
interests.

13. Review periodically financial and investment policies and objectives of qualified and

non-qualified retirement and benefit plans.

14. As and when required, establish performance goals and certify that performance goals
have been attained for purposes of Section 162(m) of the Internal Revenue Code.

15. Approve all option plans (and amendments thereto) that are not subject to stockholder
approval.

Employee and Other Compensation Matters

16. Review and approve employment terms and agreements for new executive officers, any
severance arrangements for executive officers, and any change of control,
indemnification or other employment or compensation-related agreements to be entered
into with executive officers.

17. Review periodically employee relations policies generally.

18. Review periodically equal opportunity employment and sexual harassment prevention
policies, and monitor compliance with such policies and applicable laws.

19. Review and make recommendations with respect to stockholder proposals related to
compensation matters.

Succession Planning

20. Coordinate with senior management the long-range planning for development and
succession of senior management, including contingency planning for unanticipated
sudden developments.

Regulatory Matters
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21. Prepare annually the report to stockholders to be included in the annual proxy statement
as required by the rules of the SEC.

Reports to Board
22. Report on its meetings, proceedings and other activities at each meeting of the Board.
VIII. Evaluation

The Committee shall review and reassess the adequacy of this Charter annually and
recommend any proposed changes to the Board for approval. In addition, the Committee shall
review annually the Committee’s own performance to determine whether the Committee is
functioning effectively, including evaluating the Committee’s contributions to the Company,
with a specific emphasis on areas in which such contributions could be improved.

IX. Publication

This Charter shall be published as required by the rules and regulations of applicable law and as
otherwise deemed advisable by the Committee.
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