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THI'S ANNUAL REPORT ON FORM 10- K CONTAI N " FORWARD- LOOKI NG STATEMENTS" W THIN THE
MEANING OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995. SUCH
FORWARD- LOOKI NG STATEMENTS | NVOLVE KNOWN AND UNKNOWN RI SKS,  UNCERTAI NTI ES AND
OTHER FACTORS WHI CH MAY CAUSE THE ACTUAL RESULTS, PERFORMANCE OR ACHI EVEMENTS OF
THE COVPANY, OR INDUSTRY RESULTS, TO BE MATERIALLY DI FFERENT FROM ANY FUTURE
RESULTS, PERFORMANCE OR  ACHI EVEMENTS EXPRESSED OCR IMPLIED BY SUCH
FORWARD- LOOKI NG STATEMENTS. WHEN USED I N THI S ANNUAL REPORT, STATEMENTS THAT ARE
NOT STATEMENTS OF CURRENT OR HI STORI CAL FACT MAY BE DEEMED TO BE FORWARD- LOOKI NG
STATEMENTS. W THOUT LIM TING THE FOREGO NG, THE WORDS "PLAN', "INTEND', "DMAY,"
"WLL," "EXPECT," "BELIEVE", "COULD," "ANTICIPATE," "ESTIMATE," OR "CONTI NUE" OR
SIM LAR EXPRESSI ONS OR OTHER VARI ATI ONS OR COVPARABLE TERM NOLOGY ARE | NTENDED
TO | DENTI FY SUCH FORWARD- LOOKI NG STATEMENTS.  READERS ARE CAUTI ONED NOT TO PLACE
UNDUE RELI ANCE ON THESE FORWARD- LOOKI NG STATEMENTS, WHI CH SPEAK ONLY AS OF THE
DATE HERECF. EXCEPT AS REQUI RED BY LAW THE COVPANY UNDERTAKES NO OBLI GATI ON TO
UPDATE ANY FORWARD- LOOKI NG STATEMENTS, WHETHER AS A RESULT OF NEW | NFORMATI ON,
FUTURE EVENTS OR OTHERW SE.
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PART |
| TEM 1. BUSI NESS
Elite Pharmaceuticals, |Inc. ("Elite Pharnaceuticals") was incorporated on
Cctober 1, 1997 under the laws of the State of Delaware, and our wholly-owned
subsidiaries, Elite Laboratories, |Inc. ("Elite Labs") and Elite Research, Inc.

("Elite Research") were incorporated on August 23, 1990 and Decenber 20, 2002,
respectively, wunder the laws of the State of Delaware. Elite Pharnmaceuticals,
Elite Labs and Elite Research are referred to herein, collectively, as "Elite",

we", "us", "our" or the "Conpany".

On Cctober 24, 1997, Elite Pharmaceuticals nerged with and into our



predecessor conpany, Prologica International, Inc. ("Prologica") an inactive
publicly held corporation formed under the |aws of the State of Pennsylvania. At
the same time, Elite Labs merged with a wholly-owned subsidiary of Prologica.
Following these nergers, Elite Pharmaceuticals survived as the parent to its
whol | y owned subsidiary, Elite Labs.

On Septenber 30, 2002, we acquired fromElan Corporation, plc and Elan
International Services, Ltd. (together "Elan") Elan's 19.9%interest in Elite
Research, Ltd. ("ERL"), a joint venture forned between Elite and Elan in which
our initial interest was 80.1% of the outstanding capital stock (100% of the
outstanding common stock). As a result of the termination of the joint venture,
we owned 100% of ERL's capital stock. On Decenber 31, 2002, ERL (a Bernuda
Corporation) was nerged into Elite Research, our wholly owned subsidiary.

See " Proposed Acqui sition" for possible acquisition of Nostrum
Phar maceutical s Inc.

The address of our principal executive offices and our telephone and
facsimle numbers at that address are:

Elite Pharnaceuticals, |Inc., 165 Ludlow Avenue, Northvale, New Jersey
07647; Phone No.: (201) 750-2646; Facsimile No.: (201) 750-2755.

We file registration statenents, periodic and current reports, proxy
statements and other materials with the Securities and Exchange Conmi ssion. You
may read and copy any materials we file with the SEC at the SEC s Public
Ref erence Room at 450 Fifth Street, NW Washington, DC 20549. You nmay obtain
information on the operation of the Public Reference Roomby calling the SEC at
1-800- SEC-0330. The SEC nmmintains a web site at ww.sec.gov that contains
reports, proxy and information statenents and other information regarding
issuers that file electronically with the SEC, including our filings.
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BUSI NESS OVERVI EW AND STRATEGY

Elite engages primarily in resear chi ng, devel oping and |icensing
proprietary controlled release drug delivery systens and products. W are also
equi pped to manufacture controlled release products on a contract basis for
third parties and for ourselves if, and when, our products are approved.
Controlled rel ease drug delivery of a pharnmaceutical conpound offers a safer and
nore effective neans of admnistering drugs through releasing a drug into the
bl oodstream or delivering it to a certain site in the body at predeternined
rates or predetermined times. The goal is to provide nore effective drug therapy
while reducing or elimnating nmany of the side effects associated wth
conventional drug therapy and/or to reduce the frequency of adm nistration.

We have concentrated on devel oping orally adm nistered controlled rel ease
products. These products include drugs that cover therapeutic areas for pain,
angi na, hypertension, allergy and infection. The Food and Drug Adnmi nistration
(FDA) has not yet approved any of our products and, therefore, currently we do
not market any products. Qur products are at various stages of devel opnent.

We are focusing our efforts on the following areas: (i) obtaining FDA
approval for one or nore of six oral controlled rel ease pharnaceutical products
already in developnent, either directly or through other conpanies; (ii)
comrercial exploitation of these products either by |icense and the collection
of royalties, or through the nanufacture of tablets and capsules using our
formulations, and (iii) developnent of new products and the expansion of our
licensing agreenents with other pharnmaceutical conpanies, including contract
research and devel opment projects, joint ventures and other coll aborations.

In an effort to reduce costs and i nprove focus and enhance efficiency, we
reduced the nunber of products that we are actively developing fromfifteen to
si x. The six products that continue in devel opment were deened by us to be the
nost suitable for continued devel opment given our linmited resources.

We are focusing on the developnment of both branded drug products (which
requi re new drug applications ("NDA")) and generic drug products (which require
abbrevi ated new drug applications ("ANDA")).

We intend to continue to collaborate in the developnent of products with
our current partners. We also plan to seek additional collaborations to devel op
nore products.

W believe that our business strategy enables us to reduce our risk by

o having a diverse product portfolio that includes both branded and
generic products in various therapeutic categories; and
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o building collaborations and establishing licensing agreenents wth
conpanies wth greater resources thereby allowing us to share costs of
devel opnent and to inprove cash-flow

PRCPCSED ACQUI SI TI ON

Qur Board of Directors authorized in August 2003 the negotiation of an
agreement to acquire Nostrum Pharmaceuticals Inc., a privately held corporation
engaged in the devel opnent of drug delivery products and systens ("Nostruni), by
neans of a merger wi th our whol|ly-owned subsidiary.

If the nerger is effected on the terns as initially proposed, the
outstanding shares of Nostrumwi |l be converted into (i) shares of our Conmmon
Stock which will represent in the aggregate 75% of the shares of our Common
Stock to be outstanding immediately after such nerger and (ii) options to
purchase a substantial nunmber of additional shares of our Comon Stock
exerci sabl e upon satisfaction of certain conditions. No assurance can be given
that the nerger wll be consummated or if consummated will be effected on
materially the same terms. If an agreement is executed, it is to contain several
conditions to the consummation of the nmerger, including approval by our
stockhol ders and that the Conpany will have imediately prior to effectiveness
of the nerger |liquid assets of at |east $8,000,000. No assurance can be given
that the Agreement will be executed or if executed that the foregoing terns wll
not be materially changed adversely to the Conpany or that it will be approved
by the Conpany's stockhol ders.

Nostrumis a specialty pharmaceutical conpany engaged in the formnulation
and commercialization of controlled-release orally-adnministered generic drugs
utilizing Nostrum s proprietary drug delivery technol ogies.

RESEARCH AND DEVELOPMENT

During each of the last three fiscal years, we have focused on research
and devel opment activities. W spent $ 2,075,074 in the fiscal year ended March
31, 2004, $2,013,579 in the fiscal year ended March 31, 2003 and $1,609,108 in
the fiscal year ended March 31, 2002 on research and devel opnent activities.

It is our general policy not to disclose products in our devel opnent
pi peline or the status of such products until a product reaches a stage that we
determ ne, for conpetitive reasons, in our discretion, to be appropriate for
di scl osure and because the disclosure of such information mght suggest the
occurrence of future matters or events that mamy not occur. In this instance, we
bel i eve that disclosure of the information in the following table is hel pful for
the description of the general nature, orientation and activity of the Conpany,
and the disclosures are nade for such purpose. No inference should be nmade as to
the occurrence of matters or events not specifically described. W may or nay
not disclose such information in the future based on conpetitive reasons and/or

<PAE>

contractual obligations. W believe that the information is helpful on a
one-tinme basis for the purpose described above.

The following table provides information concerning the controlled rel ease
products that we are developing and to which we are devoting substantial
resources and attention. None of these products has been approved by the FDA and
all are in developnent ("N A" neans not applicable because there is no branded
product on the market).

<TABLE>
<CAPTI ON>
PRODUCT BRANDED PRODUCT( A) APPROX. U.S. APPROX. NDA/ I NDI CATI C
BRAND SALES GROWIH ANDA
(2003)
$MV(B) (9 (09

<S> <C <C < <C < <C

1 Oxycodone CR OxyConti n(R) $1, 800+ 10% NDA Pai n

Once a day twi ce a day
2 Abuse Resistance N A N A N A NDA Pai n

Product for use with



Oxycodone (or other

opi oi ds)

3 Ditiazem Cardizeme(R) sso+ “30%  ANDA  Cardiovascul ¢
Once a day

‘4 ndisclosed product  NA  NA NA  Undisclosed  Alergy

with a partner

5 Undi scl osed product with N A N A N A
par t ner
6 Undi scl osed Undi scl osed $150+ 10%

Twi ce a day

(a) The name of our conpetitor's branded product.

(b) Indicates the approxi mate anount of sales of our conpetitor's product and
not the sales of any of our products.

(c) Indicates the approximte hi stori cal growmh rate of sales of our
conpetitor's product and not the growh rate of sales of any of our products.

The followi ng table presents infornation wth respect to the devel opnent
stage of our principal products under devel opnent. W intend to nmake NDA filings
under Sections 505(b)(1) or 505(b)(2) of the Drug Price Conpetition and Patent
Term Restoration Act of 1984 (the "Drug Price Act"). Accordingly, we anticipate
that the developnment tinmetable for the products for which such NDA filings are
made woul d be shorter and | ess expensive. Conpletion of devel opment of products
by us depends on
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a nunber of factors, however, and there can be no assurance that specific tinme
frames will be met during the devel opnent process or that the devel opnent of any
particul ar products will be continued.

In the table below, preclinical testing refers to studies done before
initiation of any human studies. Pilot Phase | studies for the NDA products are
generally prelimnary studies done in healthy human subjects to assess the
tol erance/ saf ety and pharmacoki netics of the product. Additional |arger studies
in humans will be required prior to submission of this product to the FDA for
review. Pilot bioequivalence studies are initial studies done in humans for
generic products and are used to assess the I'i kel i hood of achieving
bi oequi val ence for generic products. Larger pivotal bioequival ence studies will
be required prior to submssion of the product to the FDA for review Qur
prelaunch activity indicates that the final activities are being conducted prior
to the product |aunch.

DEVELOPMENT STAGE NUMBER OF PRODUCTS NDA/ ANDA
© ereclinical o1 -
"~ ereclinical 1 indisclosed
Pilot Phase ! study o1 NOA
Pilot bioequivalence study 2 DA
© erelach 1 Undisclosed

MANUFACTURI NG AND DEVELOPMENT CONTRACTS

In Septenber 1999 Elite entered into an agreenment wth an undisclosed
partner to co-develop a chrono diltiazem product. A pilot pharmacokinetic study
has been conducted and we and our partner are seeking a license for the product
prior to performng further clinical studies.

In June 2001, we entered into tw devel opnent contracts wth an
undi scl osed conpany pursuant to which it agreed to develop two products in
exchange for devel opnent fees, «certain paynents, royalties and nmanufacturing
rights. W have manufactured validation batches for one of the products and are



awai ting its |aunch.

The paynments under both agreements for the year ended March 31, 2004 were
not material.

In May 2004 we entered into an agreenent with Purdue Pharma LP granting
Purdue the exclusive right to evaluate certain of our abuse resistance
technology and an exclusive option to negotiate a license to develop and
commer ci al i ze oxycodone products under the technol ogy.

JO NT VENTURE W TH ELAN

In Cctober 2000, we entered into a joint venture wth Elan to devel op
products using drug delivery technol ogi es and expertise of both conpanies. This
joint venture,
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ERL, was initially owned 80.1%by us and 19.9% by Elan. ERL funded its research
through capital contributions from its partners based on the partners'
respective ownership percentage.

On Septenber 30, 2002, we entered into an agreenent with Elan to term nate
the joint venture (the "Termination Agreenment"). Pursuant to the Term nation
Agreenent, we ternminated the joint venture and acquired fromElan its entire
interest in ERL. As a result of the Termination Agreenent, the joint venture
terminated and we owned 100 percent of ERL's capital stock. On Decenber 31,
2002, ERL was nerged into a new Del aware corporation, Elite Research, our wholly
owned subsi di ary.

Under the Term nation Agreenent, we acquired all proprietary, devel opnent
and commercial rights for the worldwi de markets for the products devel oped by

the joint venture. |In exchange for this assignment, we agreed to pay Elan a
royalty on certain revenues that may be realized in the future fromthe
once-a-day Oxycodone product that was in devel opnent by the joint venture, if
and when FDA approval is obtained. In the future, we will be solely responsible
for funding product developnent, which funding we anticipate wll be derived

frominternal resources or through loans or investment by third parties. The
joint venture had conpleted the initial Phase | study for its first product, the
once-a-day Oxycodone fornulation. Currently there is no once-a-day fornul ation
for this conpound.

The joint venture had al so perforned work on a second, related product in
the central nervous systemtherapeutic area. Initial fornmulation work on a third
product conbining Oxycodone with a narcotic antagonist has been perforned. We
have the exclusive rights to the proprietary, developrment and commercial
exploitation for the worldw de markets for these two products devel oped by ERL.
We will not have to pay Elan royalties on revenues that nmay be realized from
these products.

Under the joint venture, Elan had received 409,165 shares of our common
stock; warrants exercisable at $18.00 per share for 100,000 shares of our conmmon
stock; and Series A and Series B preferred stock of Elite Labs, which were
convertible into 764,221 shares and 52,089 shares, respectively, of our comon
stock. Under the Termination Agreement, Elan and its transferees retained the
securities, and the shares of Series A and Series B preferred stock were
converted into our commpn stock under the preexisting terns for conversion. W
did not pay, nor did Elan receive, any cash consideration under the Term nation
Agreenent .

PATENTS

We have secured five United States patents and have pending applications
for five United States patents and seven foreign patents. Two of the United
States issued patents have been assigned for a fee to Colgene Corporation for
the pul sed rel ease delivery of nmethyl phenidate.

The pending patent applications relate to four different control release
phar maceutical products on which we are working. Included anpng these patent
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applications are applications for U S. patents relating to fornulations for
del ayed and sustained release of drugs. In addition, an application for a U S.
patent for a narcotic antagonist product that we are devel oping to be used with
Oxycodone and other narcotics to minimze the abuse potential for the narcotics
was filed. We intend to apply for patents for other products in the future;



however, there can be no assurance that any of the pending applications or other
application which we nay file will be granted.

Prior to the enactment in the United States of new | aws adopting certain
changes mandated by the General Agreement on Tariffs and Trade (GATT), the
exclusive rights afforded by a U S. Patent were for a period of 17 years
neasured fromthe date of grant. Under these new laws, the termof any US.
Patent granted on an application filed subsequent to June 8, 1995, terninates 20
years fromthe date on which the patent application was filed in the United
States or the first priority date, whichever occurs first. Future patents
granted on an application filed before June 8, 1995 will have a termthat
termnates 20 years from such date, or 17 years from the date of grant,
whi chever date is later.

Under the Drug Price Act, a US. Product patent or use patent may be
extended for up to five years under certain circunstances to conpensate the
patent holder for the time required for FDA regulatory review of the product.
The benefits of this act are available only to the first approved use of the
active ingredient in the drug product and nmay be applied only to one patent per
drug product. There can be no assurance that we will be able to take advantage
of this |aw

Al'so, different countries have different procedures for obtaining patents,
and patents issued by different countries provide different degrees of
protection against the use of a patented invention by others. There can be no
assurance, therefore, that the issuance to us in one country of a patent
covering an invention wll be followed by the issuance in other countries of
patents covering the same invention, or that any judicial interpretation of the
validity, enforceability, or scope of the claims in a patent issued in one
country will be sinmilar to the judicial interpretation given to a corresponding
patent issued in another country. Furthernore, even if our patents are
determned to be valid, enforceable, and broad in scope, there can be no
assurance that conpetitors will not be able to design around such patents and
conpete with us using the resulting alternative technol ogy.

We also rely upon unpatented proprietary and trade secret technol ogy that
we seek to protect, in part, by confidentiality agreenents with our
col | aborative partners, enpl oyees, consul tants, out si de scientific
col |l aborators, sponsored researchers, and other advisors. There can be no
assurance that these agreenents provide nmeaningful protection or that they wll

not be breached, that we will have adequate renedies for any such breach, or
that our trade secrets, proprietary know how, and technol ogical advances will
not otherwi se becone known to others. In addition, there can be no assurance
that, despite precautions taken by us, others have not and will not obtain

access to our proprietary technol ogy.
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TRADEMVARKS

We have received Notices of Allowance fromthe U S. Patent and Tradenark
O fice granting trademark protection for the followi ng trademarks: Albulite CR
Nifelite CR, Diltilite CD, Ketolite CR Verelite CR and Gucolite CR However,
since we currently plan to license our products to marketing partners and not to
sell under our brand nane, we do not «currently intend to register or maintain
any trademarks.

GOVERNMENT REGULATI ON AND APPROVAL

The design, developnent and narketing of pharnmaceutical conpounds, on
whi ch our success depends, are intensely regulated by governmental regulatory

agencies, including the FDA. Non-conpliance wth applicable requirenments can
result in fines and other judicially inposed sanctions, including product
seizures, injunction actions and crimnal prosecution based on products or
manufacturing practices that violate statutory requirements. |In addition,

adm ni strative renedies can involve voluntary w thdrawal of products, as well as
the refusal of the FDA to approve ANDAs and NDAs. The FDA also has the authority
to withdraw approval of drugs in accordance wth statutory due process
procedur es.

Before a drug may be nmarketed, it nust be approved by the FDA. The FDA
approval procedure for an ANDA relies on bioequival ency tests which conpare the
applicant's drug with an already approved reference drug, rather than with
clinical studies. Because we concentrated, during our first few years of

busi ness operations, on devel opi ng products which are intended to be
bi oequi val ent to existing controlled-release fornulations, we expect that such
drug products wll require ANDA filings and not clinical efficacy and safety

studi es, which are generally nore expensive and time-consuni ng.



The FDA approval procedure for an NDA is generally a two-step process.
During the Initial Product Developnent stage, an investigational new drug
application ("IND') for each product is filed with the FDA. A 30-day waiting
period after the filing of each INDis required by the FDA prior to the
comrencenent of initial «clinical testing. |f the FDA does not comment on or
question the IND within such 30-day period, initial clinical studies may begin.
If, however, the FDA has coments or questions, the questions nust be answered
to the satisfaction of the FDA before initial «clinical testing can begin. In
some instances this process could result in substantial delay and expense. These
initial clinical studies generally constitute Phase | of the NDA process and are
conducted to denobnstrate the product tolerance/safety and pharnmacokinetic in
heal t hy subjects.

After Phase | testing, extensive efficacy and safety studies in patients
must be conducted. After conpletion of the required clinical testing, an NDA is
filed, and its approval, which is required for marketing in the United States,
invol ves an extensive review process by the FDA. The NDA itself is a conplicated
and detailed application and nust include the results of extensive clinical and
other testing, the cost of which is substantial. However, the NDA filings
contenplated by us on already marketed drugs would be nade under Sections 505
(b)(1) or 505 (b)(2) of the Drug Price Act, which do
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not require certain studies that woul d otherw se be necessary; accordingly, the
devel opment tinetable would be shorter. Wiile the FDAis required to review
applications within a certain timeframe in the review process, the FDA
frequently requests that additional information be subnmitted. The effect of such
request and subsequent submission can significantly extend the tinme for the NDA
review process. Until an NDA is actually approved, there can be no assurance
that the information requested and subnmitted will be considered adequate by the
FDA to justify approval. The packaging and |abeling of our devel oped products
are al so subject to FDA regulation. It is inpossible to anticipate the amount of
time that will be needed to obtain FDA approval to market any product.

Whet her or not FDA approval has been obtained, approval of the product by
conparabl e regulatory authorities in any foreign country nust be obtained prior
to the comrencenent of marketing of the product in that country. Al narketing
in territories other than the United States will be conducted through other
phar maceuti cal conpani es based in those countries. The approval procedure varies
fromcountry to country, can involve additional testing, and the tine required
may differ from that required for FDA approval. Although there are sone
procedures for unified filings for certain European countries, in general each
country has its own procedures and requirenents, nmany of which are tine
consunming and expensive. Thus, there can be substantial delays in obtaining
required approvals fromboth the FDA and foreign regulatory authorities after
the relevant applications are filed. After such approvals are obtained, further
del ays may be encountered before the products becone comrercially avail able.

Al facilities and manufacturing techniques wused for the manufacture of
products for clinical use or for sale nust be operated in conformty wth Good
Manufacturing Practice ("GW") regulations issued by the FDA. In the event the
Conmpany engages in manufacturing on a commercial basis for distribution of
products, it will be required to operate its facilities in accordance wth GW
regulations. |If we hire another conpany to performcontract manufacturing for
us, we nust ensure that our contractor's facilities conformto GW regul ations.

Under the GCeneric Drug Enforcenment Act, ANDA applicants (including
officers, directors and enployees) who are convicted of a crinme involving
di shonest or fraudulent activity (even outside the FDA regulatory context) are
subj ect to debarnent. Debarnment is disqualification from submtting or
participating in the submssion of future ANDAs for a period of years or
permanently. The Generic Drug Enforcenent Act also authorizes the FDA to refuse
to accept ANDAs fromany conpany which enploys or uses the services of a
debarred individual. W do not believe that we receive any services from any
debarred person.

We are also subject to federal, state, and local laws of general
applicability, such as laws relating to working conditions. We are also |icensed
by, registered with, and subject to periodic inspection and regulation by the
DEA and New Jersey state agencies, pursuant to federal and state |egislation
relating to drugs and narcotics. Certain drugs that we may develop in the future
may be subject to regulations under the Controlled Substances Act and related
statutes. At such tine as we begin manufacturing products, we nay becone subject
to the Prescription Drug Marketing Act, which regulates wholesale distributors
of prescription drugs.
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COWPLI ANCE W TH ENVI RONMENTAL LAWS

We are subject to conprehensive federal, state and |local environnental
laws and regul ati ons that govern, anobng other things, air polluting em ssions,
wast e water discharges, solid and hazardous waste disposal, and the renediation
of contamination associated with current or past generation handling and
di sposal activities, including the past practices of corporations as to which we
are the successor. W do not expect that conpliance with such environnental |aws
will have a material effect on our capital expenditures, earnings or conpetitive
position in the foreseeable future. There can be no assurance, however, that
future changes in environnental |aws or regulations, administrative actions or
enforcenment actions, or renediation obligations arising under environnental |aws
wi Il not have a material adverse effect on our capital expenditures, earnings or
conpetitive position.

COWPETI TI ON

We conpete in two related but distinct areas: we performcontract research
and devel opment work regarding controlled-release drug technology for other
phar maceutical conpanies, and we seek to develop and narket (either on our own
or by license to other conpanies) proprietary controlled-rel ease pharnmaceutical
products. In both areas, our conpetition consists of those conpanies which
devel op control |l ed-rel ease drugs and alternative drug delivery systens.

In recent years, an increasing nunber of pharmaceutical conpanies have
becone interested in the developnment and commer ci al i zation of products
i ncorporating advanced or novel drug delivery systens. We expect that
conpetition in the field of drug delivery will significantly increase in the
future since smaller specialized research and devel opnent conpanies are
beginning to concentrate on this aspect of the business. Some of the major
phar maceutical conpani es have invested and are continuing to invest significant
resources in the devel opment of their own drug delivery systems and technol ogi es
and sone have invested funds in such specialized drug delivery conpanies. Many
of these conpanies have greater financial and other resources as well as nore
experience than we do in commercializing pharmaceutical products. Certain
conpani es have a track record of success in developing controlled-rel ease drugs.
Significant anong these are Al pharma, Inc., Andrx Corporation, Elan Corporation
Plc, Biovail Corporation, EthypharmS. A, Eurand, |npax Laboratories, Inc., K-V
Phar maceuti cal Conpany, Penwest Pharmaceutical s Conpany and Skyepharma Plc. Each
of these conpanies has developed expertise in certain types of drug delivery
syst ens, al though such expertise does not carry over to developing a
control |l ed-rel ease version of all drugs. Such conpanies nay devel op new drug
fornul ati ons and products or may inprove existing drug fornulations and products
nore efficiently than we can. In addition, alnpst all of our conpetitors have
vastly greater resources than we do. Wile our product devel opment capabilities
and patent protection nay help us to maintain our market position in the field
of advanced drug delivery, there can be no assurance that others will not be
abl e to devel op such capabilities or alternative technol ogies outside the scope

of our patents, if any, or that even if patent protection is obtained, such
patents will not be successfully challenged in the future.

- 11 -
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SOURCES AND AVAI LABI LI TY OF RAW MATERI ALS; MANUFACTURI NG

We are not currently in the nanufacturing phase of any product and
therefore we do not require significant anounts of raw materials. W currently
obtain the raw materials that we need fromover twenty suppliers.

We have acquired pharmaceutical nanufacturing equi pment with the intention
of manufacturing products that we devel op and, on a contract basis, products
devel oped by other phar maceuti cal conpani es. I'n anticipation of this
manufacturing, we have registered our facilities with the FDA and the Drug
Enf or cenent Agency (DEA).

DEPENDENCE ON ONE OR A FEW MAJOR CUSTOMERS

Each year we have had sone custoners that have accounted for a large
percentage of our sales. |If our contracts wth these customers termnminate or
expire, we will lose substantially all of our revenues. W are constantly
working to devel op new rel ationships with existing or new custoners, but despite
these efforts we may not, at the tine that any of our current contracts expire,
have other contracts in place generating simlar revenue.

EMPLOYEES

As of June 25, 2004, we had 15 full-tinme enployees and three part-tine



enpl oyees. Both full-tinme and part-tinme enpl oyees are engaged in admi nistration,
research and devel opnment. None of our enployees is represented by a |abor union
and we have never experienced a work stoppage. We believe our relationship with
our enployees to be good. However, our ability to achieve our financial and
operational objectives depends in large part upon our continuing ability to
attract, integrate, retain and notivate highly qualified personnel, and upon the
continued service of our senior managenent and key personnel.

RI SK FACTCRS

In addition to the other information contained in this report, the
following risk factors should be considered carefully in evaluating an
investnent in Elite and in analyzing our forward-|ooking statenents.

QOUR CONTI NUI NG LOSSES ENDANGER OUR VI ABILITY AS A GO NG CONCERN AND HAVE CAUSED
QOUR AUDI TORS TO | SSUE A "GO NG CONCERN' ANNUAL AUDI T REPORT.

We reported net losses of $6,514,217, $4, 061, 422, $1,774,527 and
$13,964,981 for the fiscal years ended March 31, 2004, 2003, 2002 and 2001,
respectively. At March 31, 2004, we had an accunul ated deficit of approxi mately
$35.1 nmillion, consolidated assets of approximately $7.9 nillion, stockhol ders’
equity of approxinmately
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$4.0 million, and working capital of approximately $1.3 nmillion. Qur products
are in the developnent and early deploynment stage and have not generated any
significant revenue to date. Qur independent auditors have issued a "going
concern" audit report for our financial statenments for each of the fiscal years
ended March 31, 2004 and March 31, 2003.

WE HAVE A RELATIVELY LIMTED OPERATING HI STORY, WH CH MAKES IT DI FFICULT TO
EVALUATE OUR FUTURE PROSPECTS.

Al though we have been in operation since 1990, we have a relatively short
operating history and limted financial data upon which you nay evaluate our
busi ness and prospects. In addition, our business nodel is likely to continue to
evolve as we attenpt to expand our product offerings and enter new narkets. As a
result, our potential for future profitability nust be considered in light of
the risks, uncertainties, expenses and difficulties frequently encountered by
conpanies that are attenpting to nmove into new nmarkets and continuing to
innovate with new and unproven technologies. Sone of these risks relate to our
potential inability to:

o devel op new products;

o obtain regul atory approval of our products;

[¢] manage our growth, control expenditures and align costs with
revenues;

o] attract, retain and notivate qualified personnel; and

o] respond to conpetitive devel opnents.

If we do not effectively address the risks we face, our business nodel nmay
becone unwor kable and we nay not achieve or sustain profitability or
successful Iy devel op any products.

WE HAVE NOT BEEN PROFI TABLE AND EXPECT FUTURE LOSSES.

To date, we have not been profitable, and since our inception in 1990, we
have not generated any significant revenues. W may never be profitable or, if
we becone profitable, we may be wunable to sustain profitability. W have
sustained |osses in each year since our incorporation in 1990. W incurred net
| osses of $6,514,217, $4,061, 422, $1,774,527 and $13, 964,981 for the years ended
March 31, 2004, 2003, 2002 and 2001, respectively. W expect to realize
significant |osses for the current year of operation. W expect to continue to
incur losses until we are able to generate sufficient revenues to support our
operations and offset operating costs.
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OUR FOUNDER AND FORMER PRESI DENT AND CHI EF EXECUTI VE OFFI CER RESI GNED I N JUNE
2003 ALL OF HI'S POCSITIONS WTH ELITE, WH CH MAY HAVE A MATERI AL ADVERSE EFFECT
N s



On June 3, 2003, Dr. Atul M Mehta, our founder and former President and
Chief Executive Oficer resigned fromall of his positions with Elite. In the
past, we have been reliant on Dr. Mehta's scientific expertise in devel opi ng our
products. There can be no assurance that we will successfully replace Dr.
Mehta's expertise. In addition, the loss of Dr. Mehta's services may adversely
affect our relationships with our contract partners.

Under the settlement of a litigation initiated by Dr. Mehta in July 2003
for alleged breach of his enploynent agreement we paid Dr. Mehta $400, 000 and
certain expense reinbursenents, and the Conpany received a short termoption for
it or its designees to acquire all of the shares of Common Stock owned by Dr.
Mehta and his affiliate at $2.00 per share. As part of the settlenent the
Conmpany al so extended the expiration date of options to purchase 770,000 shares
of Common Stock held by Dr. Mehta and he relinquished any rights to the
Conpany's intellectual property and agreed to certain non-disclosure and
non-conpetition covenants. The Conpany al so provided him with certain
"pi ggyback" registration rights with respect to the 770,000 shares issuabl e upon
exercise of the foregoing options granted by the Conpany.

WE HAVE NOT YET SUCCESSFULLY DEVELOPED A PRODUCT FOR COMVERCI AL USE, AND | F VE
ARE UNABLE TO DO SO OUR BUSI NESS MAY NOT CONTI NUE.

We have not yet devel oped a product to the stage of generating commercial
sales. Qur research activities are characterized by the inherent risk that the
research will not yield results that will receive FDA approval or otherw se be
suitable for comerci al expl oi tation. O  the products currently under
devel opnent and on which we are devoting substantial attention, we have had one
product in prelaunch state, one product in pilot Phase | study, one product in
bi oequi val ence stage and two additional products in preclinical testing.
Addi tional studies including either pivotal bioequivalence or efficacy studies
wi Il be required before comercialization.

Successful conpletion of pivotal biostudies is required for us to file an
ANDA with the FDA, and successful conpletion of pivotal <clinical trialsis
required for us to file a NDAwith the FDA. ANDAs are filed wth respect to
generic versions of existing FDA approved products while NDAs are filed with
respect to new products. |In order for any of our products to be comercialized,
FDA approval is required.

IF VE NEED ADDI TI ONAL FI NANCING | N ORDER TO SATI SFY OUR SI GNI FI CANT CAPI TAL
REQUI REMENTS, AND ARE UNABLE TO OBTAI N ADDI TI ONAL FI NANCI NG, | T WOULD | MPAI R OUR
ABI LI TY TO CONTI NUE TO DO BUSI NESS.
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We conpleted a private placenent in Decenber 2003 of 1,645,000 shares of
our common stock yielding gross proceeds of $3,290,000 before commssions and
expenses. W anticipate, based on our assunptions relating to our operations,
and assuming the consummation of a financing and refinancing of equipnent
purchases currently being negotiated and consunmation of a private placenent of
shares of our common stock which is the subject of a non-binding agreenent in
principle with a broker-dealer, that we have sufficient capital to satisfy our
contenpl ated cash requirenents through March 31, 2005. After that tinme, we my
require additional financing. |In particular, we expect to make substantial
expenditures as we further develop and seek to commercialize our products. W
al so expect that our rate of spending will accelerate as the result of increased
costs and expenses associ at ed with seeki ng regul atory approval and
comercialization of products nowin developnent. One of the conditions to
consunmation of a proposed acquisition (see "Proposed Acquisition") as currently
proposed is that we have |iquid assets of approxinmately $8,6000,000. W have no
current arrangenents; however, (i) we are currently negotiating an equi pnent
purchase financing agreement, which we anticipate closing in the reasonably
forseeable future, (ii) we have entered into a non-binding agreement in
principle with a broker-dealer to effect a private placenent of shares of our
Common Stock and (iii) there is the potential exercise of options and warrants
that are currently outstanding. W have no way of knowi ng whether any of the
options or warrants will be exercised. W do not currently have commitnents for
other financing, and so do not know whether additional financing would be

available to us on favorable terms, or at all. Qur inability to obtain
additional financing when needed would inpair our ability to continue our
busi ness and to consunmate the proposed acquisition on the ternms proposed. |If

any future financing involves the sale of our securities, our then-existing
stockhol ders' equity could be substantially diluted. On the other hand, if we
incurred debt, we would be subject to risks associated wth indebtedness,
including the risk that interest rates might fluctuate and cash flow would be
insufficient to pay principal and interest on such indebtedness. |[|f our plans
change, or our assunptions change or prove to be inaccurate, or our cash flow
proves to be insufficient to fund our operations due to unanticipated expenses
or problens, we would be required to seek additional financing sooner than



anti ci pat ed.

I F VE ARE UNABLE TO PROTECT OUR | NTELLECTUAL PROPERTY RIGHTS AND AVO D CLAI M5
THAT WE | NFRINGED ON THE | NTELLECTUAL PROPERTY RI GHTS OF OTHERS, OUR ABI LI TY TO
CONDUCT BUSI NESS MAY BE | MPAI RED.

Qur success, conpetitive position and amount of royalty income will depend
in part on our ability to obtain patent protection in various jurisdictions
related to our technologies, processes and products. W intend to file patent
applications seeking such protection, but we cannot be certain that these
applications wll result in the issuance of patents. |f patents are issued,
third parties may sue us to challenge such patent protection, and although we
know of no reason why they should prevail, it is possible that they could. It is
i kewi se possible that our patents may not prevent third parties from devel opi ng
simlar or conpeting products. In addition, although we are not aware of any
threatened or pending actions by third parties asserting that we have infringed
on their patents, and are not aware of any actions we have taken that woul d | ead
to such a claim it is possible that we m ght be sued for infringement. The cost
involved in bringing suits against others for infringement of our patents, or in
def endi ng any suits brought against us, can be substantial. W nmay not possess
sufficient funds to prosecute or defend such suits. |f our products were found
to infringe upon patents
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issued to others, we would be prohibited from nanufacturing or selling such
products and we could be required to pay substantial damages.

In addition, we may be required to obtain |icenses to patents, or other
proprietary rights of third parties, in connection with the devel opment and use
of our products and technol ogies as they relate to other persons' technol ogies.
At such time as we discover a need to obtain any such license, we will need to
establish whether we will be able to obtain such a license on favorable terns.
The failure to obtain the necessary |icenses or other rights could preclude the
sal e, manufacture or distribution of our products.

We also rely upon trade secrets and proprietary knowhow W seek to
protect this knowhow in part by confidentiality agreenments. W consistently
requi re our enployees and potential business partners to execute confidentiality

agreenents prior to doing business wth us. However, it is possible that an
enpl oyee would disclose confidential information in violation of his or her
agreenent, or that our trade secrets would otherwise becone known or be
i ndependently developed in such a nmanner that we wll have no practical
recour se.

We are not engaged in any litigation, nor contenplating any, with regard
to a claimthat soneone has infringed one of our patents, revealed any of our
trade secrets, or otherw se misused our confidential information.

See al so the risk under the heading "OUR FOUNDER AND FORMER PRESI DENT AND
CHI EF EXECUTI VE OFFI CER RESI GNED I N JUNE 2003 ALL OF HI'S PCSI TIONS W TH ELI TE,
WHI CH MAY HAVE A MATERI AL ADVERSE EFFECT ON US".

THE PHARMACEUTI CAL | NDUSTRY IS SUBJECT TO EXTENSI VE FDA REGULATI ON AND FOREI GN
REGULATI ON, WHI CH PRESENTS NUMERQUS RI SKS TO US.

The manufacturing and marketing of pharmaceutical products in the United
States and abroad are subject to stringent governnental regulation. The sale of
any of our products for use in humans in the United States will require the
prior approval of the FDA. Sinmilar approvals by conparable agencies are required
in nost foreign countries. The FDA has established nandatory procedures and
safety standards that apply to the clinical testing, manufacture and marketing
of pharmaceutical products. Obtaining FDA approval for a new therapeutic product
may take several years and involve substantial expenditures. None of our
products has been approved for sale or use in hunans in the United States or
el sewhere.

If we or our licensees fail to obtain or maintain requisite governmental
approvals or fail to obtain or maintain approvals of the scope requested, it
will delay or preclude us or our licensees or marketing partners from narketing
our products. It could also linmt the commercial use of our products.
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THE PHARMVACEUTI CAL I NDUSTRY IS HIGHLY COWETITIVE AND SUBJECT TO RAPID AND
SI GNI FI CANT TECHNOLOG CAL CHANGE, WHI CH COULD | MPAIR QUR ABILITY TO | MPLEMENT
QOUR BUSI NESS MODEL.



The pharmaceutical industry is highly conpetitive, and we may be unable to
conpete effectively. In addition, it is wundergoing rapid and significant
technol ogi cal change, and we expect conpetition to intensify as technical
advances in each field are nade and become nore widely known. An increasing
nunber of pharnaceutical conpanies have been or are becoming interested in the
devel opnent and conmercialization of products incorporating advanced or novel
drug delivery systens. W expect that conpetition in the field of drug delivery
will increase in the future as other specialized research and devel opnent
conmpani es begin to concentrate on this aspect of the business. Sone of the mgjor
phar maceutical conpani es have invested and are continuing to invest significant
resources in the devel opment of their own drug delivery systenms and technol ogi es
and some have invested funds in such specialized drug delivery conpanies. Many
of our conpetitors have longer operating histories and greater financial,
research and developrment, marketing and other resources than we do. Such
conpani es may devel op new fornulations and products, or nmay inprove existing
ones, nore efficiently than we can. Qur success, if any, will depend in part on
our ability to keep pace with the changing technology in the fields in which we
oper at e.

IF OTHER KEY PERSONNEL WERE TO LEAVE ELITE OR |IF WE ARE UNSUCCESSFUL [N
ATTRACTING QUALIFIED PERSONNEL, OUR ABILITY TO DEVELOP PRODUCTS COULD BE
MATERI ALLY HARVED.

Qur success depends in large part on our ability to attract and retain
highly qualified scientific, technical and business personnel experienced in the
devel opnent, manufacture and marketing of controlled release drug delivery
systems and products. CQur business and financial results could be materially
harnmed by the inability to attract or retain qualified personnel.

WE HAVE BEEN DEPENDENT ON CONTRACTS W TH A FEW MAJOR CUSTOMERS FOR SUBSTANTI ALLY
ALL OF OQUR REVENUES, AND |F THOSE CONTRACTS TERM NATE OR EXPIRE, WE WLL BE
W THOUT THE STREAMS OF REVENUE THAT THEY HAVE REPRESENTED, UNLESS WE ARE ABLE TO
NEGOTI ATE OTHER CONTRACTS W TH OTHER CUSTOMVERS THAT GENERATE SI M LAR REVENUES.

Each year we had some custonmers that accounted for a large percentage of
our sales. If our contracts with these custoners ternminate or expire, we wll
lose substantially all of our revenues. As a result of inadequate funds to
conduct research and devel opnent we were unable to generate nmaterial revenues
under existing contracts for the year ended March 31, 2004, we had only $258, 250
of revenues, of which $108,250 were research and developnment fees earned in

conjunction with our distinct devel opment, |icense and nanufacture agreenents.
There can be no assurance that at the tinme that any of our current contracts
expire, other contracts will be in place generating simlar revenue.
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IF WE WERE SUED ON A PRODUCT LIABILITY CLAIM AN AWARD COULD EXCEED OUR
| NSURANCE COVERAGE AND COST US SI GNI FI CANTLY.

The design, developnent and nanufacture of our products involve an

inherent risk of product Iliability clains. W have procured product liability
insurance having a maximmlimt of $1,000,000; however, a successful claim
against us in excess of the policy limts could be very expensive to us,

danagi ng our financial position. Qur insurance coverage nmay be materially bel ow
the coverage mmintained by many of the other conmpanies engaged in simlar
activities. To the best of our know edge, no product liability claimhas been
made agai nst us as of May 31, 2004.

QUR STOCK PRI CE HAS BEEN VOLATI LE AND MAY FLUCTUATE | N THE FUTURE.

There has been significant volatility in the market prices for publicly
traded shares of pharnmaceutical conpanies, including ours. For the twelve nonths
ended March 31, 2004, the closing sale price on the Anerican Stock Exchange of
our conmon stock fluctuated froma high of $3.80 per share to a | ow of $1.34 per
share. The per share price of our Common Stock may not renmin at or exceed
current levels. The nmarket price for our Common Stock, an and for the stock of
phar maceutical conpanies generally, has been highly volatile. The market price
of our Conmmon Stock may be affected by:

o Results of our clinical trials;

o] Approval or disapproval of abbreviated new drug applications or new
drug applications;

o Announcenents of innovations, new products or new patents by us or
by our conpetitors;

o] CGovernnent al regul ation;



o] Patent or proprietary rights devel opnents;
o] Proxy contests or litigation;

o] News regarding the efficacy of, safety of or demand for drugs or
drug technol ogi es;

o Econonmic and narket conditions, generally and related to the
pharmaceutical industry;

o] Heal thcare | egislation;
o] Changes in third-party reinbursenment policies for drugs; and
. 18 -
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o] Fl uctuations in our operating results.

I F ADDI TI ONAL AUTHORI ZED SHARES OF OUR COMMON STOCK AVAI LABLE FOR | SSUANCE OR
SHARES ELI G BLE FOR FUTURE SALE WERE | NTRODUCED | NTO THE MARKET, | T COULD HURT
OUR STOCK PRI CE AND MAKE A CHANGE OF CONTROL MORE DI FFI CULT TO ACHI EVE.

As of June 22, 2004, there were 25,000,000 shares of our Commpn Stock
authorized of which 12,104,423 shares of our Common Stock were issued and

outstanding. |In addition, as of that date there were 5,071,289 shares eligible
for issuance upon exercise of currently outstanding options and warrants,
al though options for 790,000 of those shares of stock had not yet vested. |If

every warrant and option holder exercised his or her rights, once all the
currently unvested options vested, there would be 17,175,712 shares of Conmon
St ock outstanding. An amendrment to our Certificate of Incorporation which would
increase the authorized shares of capital stock from 25,000,000 shares of Common
Stock to 65,000,000 shares of Commopn Stock and 5,000,000 shares of Preferred
Stock is being considered by our stockholders for approval at the adjourned
Annual Meeting of Stockhol ders scheduled to be held on July 19, 2004.

Currently, nore than 11, 030, 000 outstanding shares are eligible for resale
and 150, 000 shares are registered for resale upon exercise of certain
outstanding warrants and options. We are unable to estimate the anount, timng
or nature of future sales of outstanding Commobn Stock. Sales of substantial
amounts of the Common Stock in the public nmarket by these hol ders or perceptions
that such sales may take place nay | ower the Common Stock's narket price.

The authorized but uni ssued shares of the Conmpany's Common Stock or if the
proposed amendment to our Certificate of Incorporation is approved by
stockhol ders the issuance of one or nore series of Preferred Shares could be
used to make a change of control of the Conpany nore difficult and expensive.
Under certain circunstances, such shares could be used to create inpedinents to
or frustrate persons seeking to cause a takeover or to gain control of the
Conmpany. Such shares could be sold to purchasers who nmight side with the Board
in opposing a takeover bid that the Board deternmines not to be in the best
interests of its stockholders. The Anendnent, if approved, might also have the
effect of discouraging an attenpt by another person or entity, through the
acqui sition of a substantial nunber of shares of the Conpany's Common Stock to
acquire control of the Conpany with a view to consummating a nerger, sale of all
or part of the Conpany's assets, or a simlar transaction, since the issuance of
new shares could be used to dilute the stock ownership of such person or entity.

I'F PENNY STOCK REGULATIONS BECOME APPLICABLE TO OUR COMMON STOCK THEY W LL
| MPOSE RESTRI CTI ONS ON THE MARKETABI LI TY OF OUR COMMON STOCK, THE ABILITY OF OUR
STOCKHOLDERS TO SELL SHARES OF OUR STOCK COULD BE | MPAI RED.
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The SEC has adopted regulations that generally define a "penny stock"” to
be an equity security that has a market price of |ess than $5.00 per share or an
exercise price of less than $5.00 per share subject to certain exceptions.
Exceptions include equity securities issued by an issuer that has (i) net

tangi ble assets of at least $2,000,000, if such issuer has been in continuous
operation for nore than three years, or (ii) net tangible assets of at |east
$5, 000, 000, if such issuer has been in continuous operation for less than three

years, or (iii) average revenue of at |east $6,000,000 for the preceding three
years. Unless an exception is available, the regulations require that prior to
any transaction involving a penny stock, a risk of disclosure schedule nust be
delivered to the buyer explaining the penny stock market and its risks. Qur
Common Stock is currently trading at under $5.00 per share. Although we
currently fall under one of the exceptions, if at a later tine we fail to meet



one of the exceptions, tour Conmpn Stock will be considered a penny stock. As
such the market liquidity for our Common Stock will be limted to the ability of
broker-dealers to sell it in conpliance with the above-nentioned disclosure
requirenents.

You should be aware that, according to the SEC, the narket for penny
stocks has suffered in recent years from patterns of fraud and abuse. Such
patterns include:

o] Control of the narket for the security by one or a few
br oker - deal ers;

o "Boiler roont' practices involving high-pressure sales tactics;

o] Mani pul ati on of prices through prearranged matching of purchases and
sal es;

o The rel ease of misleading information;

o] Excessive and undisclosed bid-ask differentials and narkups by

sel ling broker-deal ers; and

o] Dunpi ng of securities by broker-dealers after prices have been
mani pul ated to a desired level, which hurts the price of the stock
and causes investors to suffer |oss.

We are aware of the abuses that have occurred in the penny stock nmarket.
Al though we do not expect to be in a position to dictate the behavior of the
mar ket or of broker-dealers who participate in the narket, we will strive within
the confines of practical limtations to prevent such abuses with respect to our
Common St ock.

SECTI ON 203 OF THE DELAWARE GENERAL CORPORATI ON LAW MAY DETER A THI RD PARTY FROM
ACQUI RING US.

Section 203 of the Del aware GCeneral Corporation Law prohibits a merger
with a 15% sharehol der within three years of the date such sharehol der acquired
15% unl ess the nerger nmeets one of several exceptions. The exceptions include,
for exanple, approval by the holders of two-thirds of the outstanding shares
(not counting the 15%
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sharehol der), or approval by the Board prior to the 15% sharehol der acquiring
its 15% ownership. This provision makes it difficult for a potential acquirer to
force a nerger with or takeover of the Conpany, and could thus linit the price
that certain investors might be willing to pay in the future for shares of our
Common St ock.

| TEM 2. PROPERTI ES

Qur facility, which we own, is located at 165 Ludl ow Avenue, Northvale,
New Jersey, and contains approximtely 20,000 square feet of floor space. This
real property and the inprovenments thereon are encunbered by a nortgage in favor
of the New Jersey Economi c Devel opment Authority (NJEDA) as security for a |oan
through tax-exenpt bonds fromthe NJEDA to Elite. The nortgage docunent contains
certain customary provisions including, wthout linmtation, the right of NJEDA
to foreclose upon a default by Elite.

We are currently using our facilities as a |aboratory and office space and
intend to use it in the future for manufacturing, as well. Properties used in
our operations are considered suitable for the purposes for which they are used
and are believed to be adequate to nmeet our needs for the reasonably foreseeable
future.

I TEM 3. LEGAL PROCEEDI NGS

In the ordinary course of business, we nmay be party to litigation from
time to tine.

We had an enpl oynent agreenent ("Enploynment Agreenent") with our forner
President and Chief Executive Oficer, Dr. Atul M Mehta.

On June 3, 2003, Dr. Mehta resigned fromall positions, including as a
director, that he held with us, while reserving his rights under his Enployment
Agreenent and under common law. On July 3, 2003, Dr. Mehta instituted litigation
agai nst the Conpany and one of our directors, M. More, in the Superior Court
of New Jersey for, anpbng other things, allegedly breaching his Enploynment
Agreenent and for defamation, and clains that he is entitled to receive his



salary through June 6, 2006. His salary would total approximtely $1,000, 000
t hrough June 6, 2006.

Prior to Dr. Mehta's resignation, a nmjority of the nmenbers of the
Conmpany's Board of Directors had notified Dr. Mehta that they believed that
sufficient grounds existed for the termnation of his enploynent for "severe
cause" pursuant to his Enploynent Agreenment. We filed counterclains against Dr.
Mehta and a notion to disnmiss Mehta's clains and, as part of that notion, sought
to conpel Mehta to assign and transfer to the Conpany all patents in Mehta's
nane whi ch were devel oped during his enploynent with us. M. More's notion to
di smiss Mehta's clai magainst himindividually was granted.
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I'n Novenber 2003, the parties settled the action. In April 2004, the
parties closed upon the settlement. Under the settlenent the Conpany paid to
Meht a $400, 000 and certain expense reinbursenments and the Conpany received a
short term option in favor of the Conmpany or its designees to acquire all of
Mehta's shares of common stock of the Conpany (including those held by his
affiliates) at $2.00 per share. The Conpany paid $100,000 into escrow which
shall be released to Mehta if the option to purchase the shares of conmon stock
hel d by Mehta and his affiliates is not exercised within a specified time. As
part of the settlenent, the Conpany extended expiration dates of options to
purchase 770,000 shares held by Mehta including options with respect to 70,000
shares which had expired and Mehta relinquished any rights to the Conpany's
intellectual property, and Mehta agreed to certain non-di scl osure and
non-conpetition covenants. Under the settlenent the Conpany al so provided Mehta
with certain "piggyback" registration rights with respect to shares not sold
pursuant to the options granted to him by the Conpany.

We are not currently a party to any material |egal proceedings.
| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

No natter was submtted to a vote of stockholders during the fourth
quarter of our fiscal year ended March 31, 2004. However at the Annual Meeting
of Stockholders held on June 22, 2004 the stockholders (i) elected as its four
Directors Messrs. Bernard Beck, Harnon Aronson, John A. Mdore and Eric L.
Sichel; (ii) approved our 2004 Stock Option Plan; (iii) ratified the actions of
the Board of Director's anending certain outstanding options and warrants and
(iv) approved our sale of an aggregate of 70,000 shares of Common Stock to a
Director and an affiliate of a Director. The Meeting was adjourned to July 19,
2004 for additional tine for the stockholders to consider the proposal to
approve the Amendnent to Article Fourth of the Certificate of Incorporation to
increase the authorized capital stock from 25,000,000 shares of Commmon Stock,
par value $.01 per share, to 65,000,000 shares of Common Stock, par value $.01
per share, and 5,000,000 shares of Preferred Stock, par value $.01 per share.

<PACE>
PART 1[I
I TEM 5. MARKET FOR REG STRANT' S COVMON EQUI TY AND RELATED STOCKHOLDER MATTERS
Qur common stock is quoted on the American Stock Exchange under the synbol
"ELI". The followi ng table shows, for the periods indicated, the high and |ow
sales prices per share of our commpn stock as reported by the American Stock

Exchange.

COVMMON STOCK

QUARTER ENDED HI GH LOwW
FI SCAL YEAR

ENDI NG MARCH 31, 2004:

March 31, 2004. ... . ... $3. 80 $2. 40
Decenmber 30, 2003. . ... ...ttt $3. 30 $2.70
Septenber 30, 2003. ... . . .. $3. 49 $2. 05
June 30, 2003 ... $3. 49 $1.25
FI SCAL YEAR

ENDI NG MARCH 31, 2003:

March 31, 2003. ... ...t $2. 20 $1. 45
Decenmber 31, 2002. . ... ...\ttt $3. 15 $1. 80
Septenber 30, 2002. ... ... ... $5. 25 $2. 41

June 30, 2002. ... ... . ... $7.75 $4.50



FI SCAL YEAR
ENDI NG MARCH 31, 2002:

March 31, 2002. . . . . .. $8. 30 $5. 65
Decenber 31, 2001........ ...ttt $7.75 $5. 90
Septenber 30, 2001.. ... ... ..t e $11. 50 $5. 10
June 30, 2001. ... ... .. ... $11. 45 $4. 85

As of June 21, 2004, the last reported sale price of our common stock, as
reported by the American Stock Exchange, was $2.34 per share.

As of June 23, 2004, there were approximately 130 holders of record and
approxi mately 1600 beneficial owners of our common stock. W are inforned and
believe that as of April 20, 2004, Cede & Co. held 7,069,228 shares of our
common stock as nomi nee for Depository Trust Conpany, 55 Water Street, New York,
New York 10004. It is our understanding that Cede & Co. and Depository Trust
Conpany both di sclai many beneficial ownership therein and that such shares are
hel d for the account of nunerous other persons.
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We have never paid cash dividends on our capital stock. W currently
anticipate that we will retain all available funds for use in the operation and
expansi on of our business, and do not anticipate paying any cash dividends in
the foreseeable future.

We issued in 2003 nontransferable Class C Warrants to the record hol ders
of our Class A Warrants on Novenber 30,2002, their expiration date, on a
one-for-one basis. The Class C Warrants are exercisable for the sane nunber of
shares of Common Stock as the Class A Warrants, have an exercise price of $5.00
per share (subject to adjustment in certain circunstances), expire Novenber 30,
2005, and have substantially all of the same terns and conditions as the Cass A
Warrants. The issuance was exenpt fromregistration under the Securities Act of
1933, as anended (the "Act") by virtue of the provisions of Section 3(a)(9).

On February 6, 2004 the Board of Directors authorized the extension of the
expiration date from June 30, 2004 to Novenber 30, 2005 of the outstanding C ass
B Warrants to purchase an aggregate of 681,002 shares of our Common Stock at a
price of $5.00 per share. The Class B Warrants were originally issued as part of
units of shares of Common Stock and Class B Warrants in a private placenent to a
group of investors. Included anong the holders of the Class B Wirrants are
Richard A Brown, then a Director, who holds, along wth his son and an
affiliated trust, an aggregate of 156,250 Class B Warrants and Bridge Ventures
Inc., a consultant to the Conpany since Decenber, 2003, which holds 25,000 d ass
B Warrants.

In Decenber 2003, Elite conpleted a placenent to a group of investors of
1,645,000 shares of Common Stock at a price of $2.00 per share for aggregate
gross proceeds of $3,290,000. W paid Mntauk Financial Goup Inc., the
Pl acenent Agent cash commissions of $72,000 and granted the Placenment Agent and
its associates five year warrants to purchase an aggregate of 50,000 shares of
our Common Stock at a price of $2.00 per share. The issuance of the shares and
warrants was exenpt fromregistration under the Act by virtue of the provisions
of Section 4(2).

EQUI TY COVPENSATI ON PLAN | NFORVATI ON

The following table provides information about conpensation plans
(including individual conpensation arrangenents) under which our equity
securities are authorized for issuance to enployees or non-enployees (such as
directors and consultants), as of March 31, 2004:
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<TABLE>
<CAPTI ON>
Pl an category Number of securities to be  Weighted average exercise
i ssued upon exercise of price of outstanding
out st andi ng options, options, warrants and
warrants and rights* rights
(a) (b)
<S> <C <C
Equi ty conpensation approved 1, 133, 300 $2. 68
by security hol ders of a
subsi di ary

Equi ty conpensation plans not 1, 283, 750 $4. 63

Nunber of securities
remai ning avail able for
future issuance

(¢)

<C
70, 700



approved by security hol ders

Tot al 2,417,050 $3.70 70, 700
</ TABLE>

* Exclusive of Class B and Class C Warrants.

Qur stockhol ders approved on June 22,2004 the adoption by the Board of
Directors of the 2004 Stock Option Plan which provides that 1,500,000 shares of
our Common Stock are subject to options to be granted under the Plan. If options
granted under the Plan |apse without being exercised, other options may be
granted covering the shares not purchased under such | apsed options. Options may
be granted pursuant to the Plan to enployees, officers, Directors of and
consultants to Elite. The Plan pernmits the Conpany to grant both incentive stock
options ("lIncentive Stock Options" or "ISCs") within the neaning of Section 422
of the Code, and other options which do not qualify as Incentive Stock Options
(the "Non-Qualified Options").

The aggregate number of shares of Commobn Stock reserved for issuance under
the Plan is 1,500,000, of which incentive stock options with respect to 123, 300
shares with an exercise price of $2.34 per share were granted on June 22, 2004
to enployee holders of outstanding options previously granted by the Conpany
having on the date of the grant a higher exercise price; such grants subject to
the cancellation of the previously granted options. To the extent that stock
options previously granted are not surrendered for cancellation then options

exercisable for that sanme nunber of shares of Common Stock will be available for
grant under the Plan. Such grants may be deemed repricing of the outstanding
options and will result in charges to earnings of the Conmpany equal to the

difference between (i) the fair value of the vested portion of the new options
granted, utilizing the Black-Scholes options pricing nodel on each grant date
and (ii) the charges to earnings previously made as a result of the grants of
the options being replaced, which will have a dilutive effect on the earnings
per share and, as a result, wll 1likely have an adverse effect on the narket
price of the Common Stock of the Conpany.

Options to purchase 30,000 shares of Conmpn Stock were granted on June 22,
2004 to each of the Conpany's four Directors under the Pan exercisable at $2.34
per share.

<PAGE>

Unless wearlier termnated by the Board of Directors, the Plan (but not
outstanding options) termnates on March 1, 2014, after which no further awards
may be granted under the Plan. The Plan is adnministered by the full Board of
Directors or, at the Board's discretion, by a committee of the Board consisting
of at least two persons who are "disinterested persons" defined under Rule
16b-2(c)(ii) wunder the Securities Exchange Act of 1934, as anended (the
"Committee").

Reci pients of options wunder the Plan ("Optionees") are selected by the
Board or the Committee. The Board or Committee determines the terms of each
option grant including (1) the purchase price of shares subject to options, (2)
the dates on which options becone exercisable and (3) the expiration date of
each option (which may not exceed ten years fromthe date of grant). The mi ninmum
per share purchase price of options granted under the Plan for Incentive Stock
Options is the fair market value (as defined in the Plan) or for Nonqualified
Options is 85% of Fair Market Value of one share of the Commobn Stock on the date
the option is granted.

Optionees will have no voting, dividend or other rights as stockhol ders
with respect to shares of Common Stock covered by options prior to becomi ng the
hol ders of record of such shares. The purchase price upon the exercise of
options may be paid in cash, by certified bank or cashier's check, by tendering
stock held by the Optionee, as well as by cashless exercise either through the
surrender of other shares subject to the option or through a broker. The total
nunber of shares of Common Stock available under the Plan, and the nunber of
shares and per share exercise price wunder outstanding options wll be
appropriately adjusted in the event of any stock dividend, reorganization,
merger or recapitalization of the Conpany or sinilar corporate event.

The Board of Directors may at any tine termnate the Plan or fromtine to
time nmake such nodifications or anendnents to the Plan as it may deem advi sabl e
and the Board or Committee may adjust, reduce, cancel and regrant an unexercised
option if the fair market value declines below the exercise price except as my
be required by any national stock exchange or national nmarket association on
which the Common Stock is then listed. In no event may the Board, without the
approval of stockholders, anend the Plan to increase the nmaxi mum nunber of



shares of Comnmobn Stock for which options may be granted under the Plan or change
the class of persons eligible to receive options under the Plan.

Subject to limtations set forth in the Plan, the terns of option
agreements will be determined by the Board or Conmittee, and need not be uniform
anong Opti onees.

| TEM 6. SELECTED FI NANCI AL DATA

The followi ng consolidated selected financial data, at the end of and for
the last five fiscal years, should be read in conjunction with our Consolidated
Financial Statenents and related Notes thereto appearing elsewhere in this
Annual Report on Form 10-K. The consolidated sel ected financial data are derived
fromour consolidated financial statenents that have been audited by Mller,
Ellin & Conpany, LLP, our independent auditors, as
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indicated in their report included herein. The selected financial data provided
below is not necessarily indicative of our future results of operations or
financial performance.

<TABLE>
<CAPTI ON>

2004 2003 2002
<S> <C <C <C <C
Net Revenues $ 258, 250 $ 630, 310 $ 1,197,507 $
Net (1 o0ss) $ (6,514, 217) $ (4,061, 422) $ (1,774,527) $(13,
Net (1 oss) per $ (0.58) $ (0. 40) $ (0.19) $
conmon share
Total Assets $ 7,853,434 $ 8,696,222 $ 12,724,498 $ 12,
Long-term obl i gati ons $ 2,495,000 $ 2,720,000 $ 3,788,148 $ 2,
Wei ght ed aver age 11, 168, 618 10, 069, 991 9, 561, 299 9,

nunber of shares
out st andi ng
</ TABLE>

| TEM 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S COF FI NANCI AL CONDI TI ON AND RESULTS
CF CPERATI ON

CGENERAL

The followi ng discussion and analysis should be read with the financial
statements and acconpanying notes, included elsewhere in this Annual Report on
Form 10-K. It is intended to assist the reader in understanding and evaluating
our financial position.

OVERVI EW

We are involved in the devel opnent of controlled drug delivery systens and
products. Qur products are in varying stages of devel opnent and testing. W al so
conduct research and developnent, from time to time, on behalf of other
phar maceutical conpanies although these activities have generated only linited
revenue to date.

CRI TI CAL ACCOUNTI NG PCLI CI ES AND ESTI MATES

Managenent's di scussi on addresses our consolidated financial statenents,
whi ch have been prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of these financial
statenments requires nanagenent to meke estinmates and assunptions that affect the
reported anounts of
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assets and liabilities, the disclosure of contingent assets and liabilities at
the date of financial statenents and the reported anounts of revenues and
expenses during the reporting period. On an ongoing basis, nanagenent eval uates
its estimates and judgrment, including those related to bad debts, intangible
assets, incone taxes, workers conpensation, and contingencies and litigation.
Managenent bases its estimates and judgnents on historical experience and on

2001

95, 246
964, 981)

(1.53)

350, 301
765, 000

135, 369

2000

<
$ 10, 315
$ (2,976,392)

$ (0. 35)

$ 9,162,383
$ 2,885,000

8, 287, 648



various ot her factors that are believed to be reasonabl e under the
circumstances, the results of which formthe basis for naking judgments about
the carrying values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ fromthese estimtes wunder different
assunptions or conditions.

Managenent believes the following critical accounting policies, anpng
others, affect its nore significant judgnments and estimates used in the
preparation of its consolidated financial statenents. Qur nost critical
accounting policies include the recognition of revenue wupon conpletion of
certain phases of projects under research and devel opnent contracts. The Conpany
al so assesses a need for an allowance to reduce its deferred tax assets to the
amount that it believes is nore likely than not to be realized. The Conpany
assesses the recoverability of long-lived assets and intangi bl e assets whenever
events or changes in circunstances indicate that the carrying value of the asset
may not be recoverable. The Conpany assesses its exposure to current conmitnents
and contingencies. It should be noted that actual results nay differ fromthese
estimates under different assunptions or conditions.

During the year ended March 31, 2003, we elected to prospectively
recognize the fair value of stock options granted to enployees and nenbers of
the Board of Directors, effective as of the beginning of the fiscal year, which
resulted in our taking a charge of $20,550 and $1, 166, 601 during the years ended
March 31, 2003 and 2004, respectively. The fair value of stock options held by
enpl oyees and nenbers of the Board of Directors which have been granted or
repriced subsequent to March 31, 2004 is expected to continue to affect the
results of operations of future periods, as we continue to grant or reprice
stock options to reward our management team

YEAR ENDED MARCH 31, 2004 VS. YEAR ENDED MARCH 31, 2003

Qur Auditor's Report on the acconmpanying financial statenents states that
such financial statenents have been prepared assuning that we will continue as a
going concern. W have incurred a significant |oss and negative cash flows
during our fiscal year ended March 31, 2004 which have significantly decreased
our working capital and increased our accunulated deficit. CQur auditors have
stated in their report that these conditions raise substantial doubt about our
ability to continue as a going concern. The financial statements do not include
any adjustnents to reflect the possible future effects on the recoverability and
classification of the assets or the ampunts and classification of liabilities
that nmay result fromthe outconme of this uncertainty. Managenent believes that
cost reductions already inplenented will reduce losses in the future, and with
our existing working capital levels, anticipate that we will be able to continue
our operations at |east through the end of our current fiscal year.
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Qur revenues for the year ended March 31, 2004 were $258,250, a decrease
of $372,060 over the conparable prior year, or approximately 59%fromthe prior
year. For the year ended Mrch 31, 2003, revenues consisted of product
formul ation fees of $187,810 earned in conjunction with our joint venture in ERL
which terminated on Septenmber 30, 2002. O our revenues for the years ended
March 31, 2004 and March 31, 2003, $108,500 and $442,500, respectively, were
research and developrent and testing fees earned in conjunction wth our
di stinct devel opnent, |icense and nmanufacturing agreements.

General and administrative expenses for the year ended March 31, 2004 were
$2, 549,846, an increase of $691,777, or approximately 37% fromthe prior year.
The increase in general and administrative expenses was substantially due to
increases in legal and consulting fees as well as approximtely $550,000 in
expenses including $400,000 as conpensation, resulting froma settlenent of
litigation instituted by our former President with respect to the term nation of
hi s enpl oynent agreenent.

Research and devel opment costs for the year ended March 31, 2004, were
$2, 075,074, an increase of $61,495 or approximtely 3% fromthe prior year, due
primarily due to increased research and devel opnent wages, addi ti onal
bi ostudies, l|aboratory supplies and raw materials wused in our research and
devel opment processes. W expect our research and devel opnent costs to continue
to increase in future periods as a result of the ERL joint venture termnation
as we will be solely responsible to fund product developnent, which we will do
frominternal resources or through | oans or investment by third parties.

We are unable to provide a break-down of the specific costs associated
with the research and devel opnent of each product on which we devoted resources
because a significant portion of the costs are generally associated wth
salaries, |laboratory supplies, |aboratory and manufacturing expenses, utilities
and simlar expenses. W have not historically allocated these expenses to any
particular product. In addition, we cannot estimate the additional costs and



expenses that may be incurred in order to potentially conplete the devel opment
of any product, nor can we estinmate the amount of time that might be involved in
such devel opnent because of the uncertainties associated with the devel opnent of
controlled rel ease drug delivery products as described in this report.

O her expenses for the year ended Mrch 31, 2004 were $1,813,711, an
increase of $1,304,903, or approximately 256% fromthe prior year. The increase
was primarily due to charges related to the nodification of the warrant exchange
offer, the issuance of stock options and warrants valued at $1,926,908 (an
increase of $1,664,020) and the reduction in interest income due to |ower rates
and conpensating balances in the amunt of $72,927, partially offset by
increases in sale of New Jersey Tax |osses of $79,353 and the related settlenent
of vendor litigation for $150, 000.

<PAGE>

Qur net loss for the year ended March 31, 2004 was $6,514,217 as conpared
to $4,061,422 in the prior year, or an increase of approximately 60%fromthe
prior year, prinmarily due to the decrease in net revenues, and increases in
research and developrent and adnministrative expenses, including increased
charges of $1,664,020 due to the issuance of stock options, warrants and the
nodi fication of warrant exchange offer.

YEAR ENDED MARCH 31, 2003 VS. YEAR ENDED MARCH 31, 2002

Revenues for the year ended March 31, 2003 were $630,310, a decrease of
$567, 197 over the conparable prior year, or approximately 47.4%fromthe prior
year. For the years ended March 31, 2003 and 2002, revenues consisted of product
formul ation fees of $187,810 and $601, 057, respectively, earned in conjunction
with our joint venture in ERL. Revenues also consisted of research and
devel opnent, and testing fees of $442,500 and $593, 000, respectively, earned in
conjunction with our distinct devel opment, |icense and nanufacturing agreenents.
ERL had no revenue after our acquisition of Elan's interest in it on Septenber
30, 2002. Elan's obligation to nake payments to us or to ERL termi nated upon the
termination of the joint venture with Elan. The absence of paynents from El an
will affect revenues for periods subsequent to Septenber 30, 2002.

General and administrative expenses for the year ended March 31, 2003 were
$1, 858,069, an increase of $1,094,382, or approximately 143%fromthe prior
year. The increase in general and admi nistrative expenses was substantially due
to increases in legal and consulting fees as well as approximtely $600,000 in
expenses resulting froma consent solicitation and a proxy solicitation wth
regard to the election of our directors.

Research and devel opnent costs for the year ended March 31, 2003, were
$2, 013,579, an increase of $404,471 or approxinmately 25%fromthe prior year.
Research and devel opnent costs have increased primarily fromthe result of
increased research and devel opnent wages, additional biostudies, |aboratory
supplies and raw materials used in our research and devel opnent processes. W
expect our research and developnent costs to increase in future periods as a
result of the ERL joint venture termination as we will be solely responsible to
fund product devel opnment, which we will do frominternal resources or through
loans or investment by third parties.

We are unable to provide a break-down of the specific costs associated
with the research and devel opnent of each product on which we devoted resources
because a significant portion of the costs are generally associated wth

salaries, |laboratory supplies, |aboratory and manufacturing expenses, utilities
and simlar expenses. W have not historically allocated these expenses to any
particular product. In addition, we cannot estimate the additional costs and

expenses that may be incurred in order to potentially conplete the devel oprent
of any product, nor can we estinmate the amount of time that might be involved in
such devel opment because of the uncertainties
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associated with the devel opnent of controlled release drug delivery products as
described in this report.

O her expenses for the year ended March 31, 2003 were $580,482, an
increase of $112,774, or approximately 24%fromthe prior year. A decrease in
equity loss in joint venture of $321,261 due to its ternmination was nore than
of fset by charges related to the exchange of warrants and the issuance of stock
options in the ampbunt of $262,888 and the reduction in interest incone due to
| ower rates and conpensating bal ances in the ambunt of $163, 363.

Qur net loss for the year ended March 31, 2003 was $4, 061,422 as conpared



to $1,774,527 in the prior year, an increase of 129%over the prior year. The
increase in the net loss was primarily due to the decrease in net revenues, and
an increase in research and devel opment and adninistrative expenses associated
with the consent solicitation and proxy solicitation with regard to the election
of our directors. Qur net loss included our 80.1%equity loss in ERL, which was
$186,379 and $507,640, respectively, for the years ended March 31, 2003 and
2002. ERL's net loss for the years ended March 31, 2003 and 2002 was $232, 682
and $633, 642, respectively.

MATERI AL CHANGES | N FI NANCI AL CONDI TI ON

Qur working capital (total current assets less total current liabilities),
whi ch was $2, 950,513 as of March 31, 2003, decreased to $1,289, 764 as of March
31, 2004, or approximately 56%fromthe prior year. The decrease is primarily
due to our net |oss fromoperations and deposits on equi pnent, partially offset
by net proceeds of $3,179,000 fromthe sale of commpn stock through a private
pl acenent and the receipt of $30,000 fromthe exercise of stock options.

We experienced negative cash flow from operations of $3,658,321 for the
year ended March 31, 2004, primarily due to our net |loss from operations of
$6, 514, 217 of fset by non-cash charges of $2,259,744. Non-cash charges included,
but were not limted to $1,166,601 in connection wth the issuance of stock
options, a charge of $587,983 in connection with the issuance of warrants, and a
charge related to nodification of warrant exchange offer of $172,324.

The Conmpany recently conpleted a Good Manufacturing Practices ("GwW")
batch for a product «currently licensed with a pharnmaceutical conpany under a
devel opment and |icense agreenent entered into June 2001. The Conpany received
$30, 000 under the Agreenent and expects to conplete two additional GV batches
in the near future wunder the ternms of the licensing agreement. The Conpany
expects to manufacture the product with revenues projected to be generated in
the second quarter of fiscal year ended March 31, 2005. The Conpany projects
earning additional nilestone payments under the Agreenent subject to conpletion
of the GW batches.

On May 10, 2004, Elite Labs entered into an agreenent with Purdue Pharma,
L. P. ("Purdue") through which Purdue was granted the exclusive right to evaluate
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certain abuse resistance drug formulation technology of the Conpany and an
exclusive option to negotiate a license to devel op and commercialize Oxycodone
products under the Conpany's technology pursuant to which the Conpany received
$150,000 in the first quarter of fiscal year ended March 31, 2005. Shoul d Purdue
agree to proceed with licensing, the Conpany woul d receive significant upfront
licensing fees. The Conpany estimates that the sales market for Oxycodone
exceeds $2 billion annually.

The Conpany is also negotiating an agreement for the financing and
refinancing of equipment purchases and has entered into a non-binding agreenent
inprinciple with a broker-dealer to effect a private placement of shares of its
Common: St ock.

No assurance can be given that the Conpany will consummate any of the
transactions discussed above other than the foregoing $150,000 receipt or that
any of the agreenments will result in any material revenues.

LIQUI DI TY AND CAPI TAL RESCURCES

For our fiscal year ended March 31, 2004 our operations did not generate
positive cash flow W have financed our operations primrily through the
private sale of our equity securities. W had working capital (current assets
less current liabilities) of $1.3 million at March 31, 2004 conpared with $3.0
mllion at March 31, 2003. Cash and cash equivalents at March 31, 2004 were $2.1
mllion, a decrease of $1.2 million fromthe $3.3 million at March 31, 2003.

Net cash used in operating activities was $3, 658,000 during the year ended
March 31, 2004, conpared to $2,573,000 for the year ended March 31, 2003. Net
cash used in operating activities during the year ended March 31, 2004 resulted
primarily fromour net loss of $6.5 mllion, offset in part by an increase in
accounts payable and certain non-cash expenses. Net cash used in operating
activities during the year ended March 31, 2003 resulted primarily froma net
loss of $4.1 million, offset in part by a reduction in accounts receivable from
joint venture and certain non-cash expenses.

Investing activities wutilized net cash of $495,000 during the year ended
March 31, 2004 and utilized net cash of $469,000 during the year ended March 31,
2003. Net cash used in investing activities during the year ended March 31, 2004
resulted primarily from equi prent deposits, patent filings and an increase in



restricted cash. Net cash used in investing activities during the year ended
March 31, 2003 resulted primarily from the acquisition of property and
equi prent, offset in part by a decrease in restricted cash and the naturity of
short terminvestnents.

Financing activities provided net cash of $2,994,000 during the year ended
March 31, 2004 and utilized net cash of $546,000 during the year ended March 31,
2003. Net cash provided by financing activities during the year ended March 31,
2004 resulted primarily fromthe issuance of common stock through a private
pl acenent offset by the repaynment of indebtedness. Net cash used in financing
activities during the year ended March 31, 2003 resulted fromthe repurchase of
stock and the repaynent of indebtedness, offset in part by the sale of common
stock and warrants.

Qur capital expenditures aggregated $398,580 and $679,000 for the years
ended March 31, 2004 and 2003, respectively. Such expenditures consisted
primarily
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of the acquisition of property and equi prent necessary to support our existing
operations and expected growh. The Conpany is in process of aggressively
seeking financing for this equipnment. As discussed below, in June 2004 we are
negotiating an agreenent with a financial institution for a partial financing
and refinancing of our equipnment purchases and we have entered into a
non-binding agreenent in principle with a broker-dealer to attenpt a private
pl acenent of our shares of Common Stock. We anticipate that our capital
expenditures in addition to the foregoing financing for our fiscal year ending
March 31, 2005 will be limted to expenditures that can be funded entirely by
devel opment contracts that include provisions for such funding for these
expenditures. These expenditures substantially would relate to the acquisition
of property and equi pnent in connection with our operations.

As described in Note 6 to our consolidated financial statenments, we have
outstanding $2,495,000 in aggregate anount of bonds. The bonds bear interest at
arate of 7.75% per annum and are due on various dates between 2004 and
thereafter. The bonds are secured by a first lien on our facility in Northvale,
New Jersey. Pursuant to the terms of the bonds, several restricted cash accounts
have been established for the payment of bond principal and interest. Bond
proceeds were utilized for the refinancing of the land and building we currently
own, for the purchase of certain manufacturing equipnent and related building
i nprovenents and the nmi ntenance of a $300, 000 debt service reserve. All of the
restricted cash, other than the debt service reserve, is expected to be expended
within twelve nonths and is therefore categorized as a current asset on our
consol i dated bal ance sheet as of March 31, 2004. Pursuant to ternms of the bond
indenture agreenent pursuant to which the bonds were issued, we are required to
observe certain covenants, including covenants relating to the incurrence of
addi tional indebtedness, the granting of liens and the nmintenance of certain
financial covenants. As of March 31, 2004, we were in conpliance wth the
covenants contained in the bond indenture agreenent.

I'n August 2003, our Board of Directors authorized the negotiation wth
Nostrum Pharnaceuticals Inc., a privately held corporation, of an agreement to
acquire Nostrum through a nerger wth our wholly-owned subsidiary; such
acquisition to be subject to several conditions including the approval by the
st ockhol ders of the Conpany and the Company's having |iquid assets of at |east
$8, 000, 000. The agreenment if consummated on the proposed terms will result in
the issuance of three times the nunber of shares outstanding at the tine of
closing and options to purchase a substantial additional nunmber of shares. No

assurance can be given that any agreenment will be executed, that the nmerger wll
be consunmated or, if consummated, that it will be consummated of the foregoing
terns.

As a result of the significant expenditures associated wth potential
mergers and acquisitions in our fiscal year ended Mrch 31, 2004, and other
I egal, accounting and consul ting expenses, quarterly cash expenses far exceeded
our generated revenues in 2004. In order to conserve cash in fiscal year 2005,
we intend to continue to limt the number of products wunder active devel opnent
to six. The six products that continue in devel opment were deenmed by managenent
to be the nost suitable for continued developnment given the Conpany's linmited
resources. However, while we anticipate having adequate capital to support our
operati ons
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for the fiscal year ended March 31, 2005, we will need to raise capital and/or
generate additional revenues in order to support our operations beyond that



time. To the extent that revenues do not neet expectations or our cost cutting
measures do not beconme effective, we will need to raise additional capital
sooner .

Elite Labs is currently negotiating with a financial institution an
agreenment in order to finance the purchase of certain machinery and equipnent
and to recast the outstanding bal ance due to a bank in the approximte anmpunt of
$212,000. Under the terms of the proposed agreement, Elite Labs will borrow
$612, 000 payable in 36 nonthly installments of $20,917, including principal plus
interest at 14% per annum The loan is to be secured by two pieces of equipnent
and the guaranty of the Conpany. In addition, restricted cash currently held as
collateral under the note payable in the anount of $225,000 will be released to
the I ender, of which $125,500 is to be utilized to prepay the first six nonthly
paynents under the loan. The balance is to be held as a security deposit which
will be released if the Conpany raises certain proceeds fromthe sale of its

securities or other licensing fees. No assurance can be given that an agreenent
wi Il be executed or that if executed it will provide for materially the sane
terns.

The Company has entered into a non-binding agreenent in principle with a
regi stered broker-dealer to attenpt a private placenent of shares of its Common
Stock. Should Purdue Pharma decide to proceed with the terms of its licensing
agreenent with the Conpany, the terms of the agreenent provide for the Conpany
to receive significant mlestone paynents before March 31, 2005.

No assurance can be given that the Conpany will consummate any of the
transactions discussed above or that any material funds wll be derived
t herefrom

We also, fromtime to tine, consider potential strategic transactions
including acquisitions, strategic alliances, joint ventures and |icensing
arrangenments w th other pharnaceutical conpanies. The Conpany retained an
investment banking firmto assist with its efforts. There can be no assurance
that any such transaction will be available or consummated in the future.

Reference is made to "Risk Factors" wunder "Item1l -- Business" for a
description of certain risks that may affect the achievenent of our objectives
and results discussed herein.

As of March 31, 2004, our principal source of liquidity was approxinately
$2,105,000 of cash and cash equivalents. Additionally, we nay have access to
funds of approximately $200,000 that may be generated fromthe potential sale of
New Jersey tax |osses. There can be no assurance that the sale of tax |osses
will be effected or be material.

The followi ng table depicts our obligations and conmitnents to nake future
paynments under existing contracts and contingent conmitnents.
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<TABLE>
<CAPTI ON>
Paynents Due by Period

LESS THAN 1
CONTRACTUAL OBLI GATI ONS TOTAL YEAR 1-3 YEARS 4-5 YEARS
<S> <C <C <C <C
Not e payabl e 225,000 75, 000 150, 000 --
EDA Bonds payabl e 2,495, 000 150, 000 530, 000 430, 000
</ TABLE>

| TEM 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

We do not invest in or own any narket risk sensitive instrunents entered
into for trading purposes or for purposes other than trading purposes. Al |oans
to us have been made at fixed interest rates and; accordingly, the market risk
to us prior to maturity is mininal.

I TEM 8. FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA

Attached hereto and filed as a part of this Annual Report on Form 10-K are
our Consol idated Financial Statements, beginning on page F-1.

ITEM 9. CHANGES IN AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND
FI NANCI AL DI SCLCSURE

None.

AFTER 5
YEARS

<C

1, 385, 000



| TEM 9A. CONTROLS AND PROCEDURES

Wthin the 90 days prior to the date of this report, we carried out an
eval uation, under the supervision and with the participation of our managenent,
including our Chief Executive Oficer and Chief Financial Oficer, of the
effectiveness of the design and operation of our disclosure controls and
procedures pursuant to Securities Exchange Act Rule 13a-14. Based upon that
eval uation, our Chief Executive Oficer and Chief Financial Officer concluded
that our disclosure controls and procedures are effective in tinely alerting
them to material information relating to wus (including our consolidated
subsidiaries) required to be included in our periodic SEC filings. There have
been no significant changes in our internal controls or in other factors that
could significantly affect internal controls subsequent to the date of their
eval uati on, including any corrective actions wth regard to significant
deficiencies and material weaknesses.
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PART 111
I TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT
DI RECTORS AND EXECUTI VE OFFI CERS

Qur directors and executive officers, as of June 22, 2004, and their
bi ographi cal information are set forth bel ow

NAVE AGE POSI TI ON

Bernard Berk 55 Chairmn of the Board, Chief Executive Officer
John A Wore 39 oirector
Fermon Aronson 60  oDirector
Eric L Schel, MD 44  Director
Merk 1. Gttelmn 43 Chief Financial Oficer, Secretary and Treasurer

The principal occupations and enploynent of each such person during the
past five years is set forth below. In each instance in which dates are not
provided in connection with the person's business experience, he has held the
position indicated for at |east the past five years.

Bernard Berk was appointed the Chief Executive Officer of the Conpany in
June 2003, a Director in February 2004 and Chairman of the Board on May 12,
2004. M. Berk has been the President and Chief Executive O ficer of M chael
Andrews Corporation, a pharnmaceutical nanagement consultant firm since 1996.
M. Berk devotes and is to devote during his enploynent substantially all of his
time to the operations of the Conpany. From 1994 until 1996, M. Berk was
President and Chief Executive Oficer of Nale Pharnmaceutical Corporation. From
1989 until 1994, M. Berk was Senior Vice President of Sales, Mrketing and
Busi ness Devel opnent of Par Pharmaceuticals, Inc. M. Berk holds a B.S. from New
York University.

John A. More was Chairman of the Board from June 2003 wuntil his
resignation on May 12, 2004. He has been Chief Executive Oficer and President
of Edson Moore Healthcare Ventures, an investnment entity, since July 2002. M.
Moore had been Chief Executive Oficer and President from 1994 through June 2001
and since 1994 a director of Optiner, Inc., a research based polynmer devel oprment
conpany. He is also a director and Chairman of | maRx Therapeutics, Inc., a
privately-held conpany engaged in nedical technol ogy devel oprent and a director
of Medi-Hut Co., Inc., a publicly traded nedical products conpany. M. Moore
holds a B.A. in history from Rutgers University.

Harnon Aronson, Ph.D. has been enployed since 1997 as the President of
Aronson Kaufman Associates, Inc., a New Jersey-based consulting firmthat
provi des manufacturing, FDA regulatory and conpliance services to pharnmaceutical
and bi ot echnol ogy conpanies. Its clients include United States and international
firns
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manufacturing bulk drugs and finished pharnmaceutical dosage products who are



seeki ng FDA approval for their products for the U.S. Market. Prior to 1997, Dr.
Aronson was enployed by Biocraft Laboratori es, a leading generic drug
manuf acturer, rising to the position of Vice President of Quality Managenent;
prior to that he held the position of Vice President of Non-Antibiotic
Operations, where he was responsible for the manufacturing of all the firms
non-antibiotic products. Dr. Aronson holds a Ph.D. in Physics from the
University of Chicago. He is also a director of Elite Research, Ltd. OQher than
Elite Research Ltd., no conpany with which Dr. Aronson was affiliated in the
past was a parent, subsidiary or other affiliate of the Conpany.

Eric L. Sichel, MD. has been since 1997, owner and President of Sichel
Medi cal  Ventures, Inc., a conpany that provides bi ot echnol ogy conpany
assessments and i nvestnent banking services. From 1995 through 1996, Dr. Sichel
was a senior analyst in the biotechnology field for Alex Brown & Sons, Inc.
Prior to that, Dr. Sichel was affiliated wi th Sandoz Pharmaceuticals Corp. in
various capacities, including associate director of transplantation/inmunol ogy.
Dr. Sichel holds an MB. A from Colunbia University and an M D. from UVDNJ-- New
Jersey Medical School, and is licensed to practice nedicine by the State of New
York.

Mark 1. Gttelman, CPA, our Chief Financial Oficer, Secretary and
Treasurer, is the President of Gttelman & Co., P.C., an accounting firm Prior
to forming Gttelman & Co., P.C. in 1984, he worked as a certified public
accountant with the international accounting firmof KPMG Peat Marw ck, LLP. M.
Gttelman holds a B.S. in accounting from New York University and a Masters of
Science in Taxation from Farleigh Dickinson University. He is a Certified Public
Accountant licensed in New Jersey and New York, and is a nenber of the American
Institute of Certified Public Accountants ("AICPA") and the New Jersey and New
York States Societies of CPAs.

Each director holds office (subject to our By-Laws) until the next annual
meeting of shareholders and until such director's successor has been el ected and
qualified. Al of our executive officers are serving until the next annual
neeting of directors and until their successors have been duly elected and
qualified. There are no family relationships between any of our directors and
executive officers.

AUDI T COW TTEE

Qur Board of Directors has an Audit Committee and, since March 2004, a
Nominating Committee. The Board has no other standing conmttees. The Audit
Committee nmenbers are John A. Miore, Harnon Aronson and Eric L. Sichel. The
Audit Committee had two neetings during the fiscal year ended March 31, 2004.
The Conpany's Board of Directors has adopted a witten charter for the Audit
Committee, a copy of which was included as an appendix to the Conpany's proxy
statement sent to stockholders in connection with the annual neeting of
stockhol ders held Cctober 11, 2001.

O her than M. More, we deemthe nmenbers of its Audit Committee to be
i ndependent as independence is defined in Section 121(A) of the American Stock

- 37 -
<PACE>

Exchange Listing Standards, as amended effective Decenber 1, 2003. The Board
determined that M. Sichel, an independent director, qualifies as the audit
committee financial expert within the meaning of that termunder the applicable
regul ati ons under the Securities Exchange Act of 1934.

Audit Committee Report: The following is the Audit Conmittee Report nade
by all its nenbers.

The Audit Committee reviewed and discussed the audited financial
statements with managenent. The Audit Conmittee discussed with the independent
auditors of the Conpany the matters required to be discussed by SAS 61
(Codification of Statements on Auditing Standards, AU 380), as nodified or
suppl emented. The Audit Committee received the witten disclosures and the
letter fromthe i ndependent accountants required by |Independence Standards Board
Standard No. 1 (Independence Standards Board Standard No. 1, |ndependence
Di scussions with Audit Commttees), as nodified or supplenmented. The Audit
Commi ttee discussed with the independent accountant the independent accountant's
i ndependence. Based wupon the foregoing review and discussions, the Audit
Committee recomended to the Board of Directors of the Conpany that the audited
financial statements of the Conpany be included in the Conpany's Annual Report
on Form 10-K for the fiscal year ended Mirch 31, 2004 as filed wth the
Cormi ssi on.

HARMON ARONSON
JOHN A, MOORE
ERIC L. SICHEL



NCM NATI NG COMWM TTEE

The Nominating Committee appointed, on June 22, 2004, is authorized to
sel ect the nominees of the Board of Directors for election as directors. The
menbers are John A. More, Harnmon Aronson and Bernard Berk. |In selecting
nom nees the Committee identifies and evaluates the current Directors and their
commitnment to the policy of the Conpany and each individual's qualifications and
availability. The Committee believes that a nominee for director of the Conmpany
shoul d have an appropriate | evel of sophistication, know edge and understandi ng
of the Conmpany and the industry, stockholder relations and finance and
accounting for publicly held conpanies. The Conmittee al so considers the need to
sel ect a nomi nee who has the appropriate experience and financial background who
could qualify as an "audit committee financial expert"” within the neaning of the
rules wunder the Securities Exchange Act of 1934 and of the American Stock
Exchange. The Conpany has not engaged any third party to assist in the process
of identifying or evaluating candi dates.

The Conpany currently does not have a process for considering candidates
put forward by stockholders other than those who are directors of the Conpany.
In view of the recent effectiveness of the requirements under the Securities
Exchange Act of 1934 as to a policy with respect to the consideration of
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candi dates put forward by stockhol ders other than those who are directors of the
Conpany, the adoption of such policy and the procedures for stockholders to
subnit candidates is under consideration by the recently el ected Board.

MEETI NGS

During the fiscal year ended March 31, 2004, our Board of Directors held
nine neetings. Each director attended 75 percent or nore of the aggregate nunber
of meetings and committees of which he was a menber that were held during the
period of his service as a director.

The Conmpany does not have a formal policy regarding attendance by nenbers
of the Board of Directors at the Conpany's annual neeting of stockhol ders,
al though it does encourage attendance by the directors. Historically, nore than
a majority of the directors have attended the annual neeting.

CODE OF CONDUCT

At the first neeting of the Board of Directors following the Annual
Meeting of Stockholders held on June 22, 2004 it adopted a Code of Business
Conduct and Ethics for its directors, officers and enployees which it believes
conplies wth the requirenents for a conpany code of ethics for financial
officers that were pronul gated by the SEC pursuant to the Sarbanes-Oxley Act of
2002 (the "Sarbanes-Oxley Act") as well as for the nmenbers of our Board of
Directors. The directors will be surveyed annually regarding their conpliance
with the policies as set forth in the Code of Conduct for Directors. A copy of
the Code of Business Conduct and Ethics may be obtained w thout charge by a
witten request addressed to the Treasurer, Elite Pharmaceuticals, Inc., 165
Ludl ow Avenue, Northvale, New Jersey 07647. We intend to disclose any anendnent
to, or waiver of, a provision of the Business Conduct and Ethics for Directors
in areport filed under the Securities Exchange Act of 1934 within five business
days of the anendment or waiver.

STOCKHOLDER COVMUNI CATI ONS

St ockhol ders who wish to send communications to the Board of Directors
shoul d address their communication to Elite Pharmaceuticals 1Inc., 165 Ludl ow
Avenue, Northvale, New Jersey 07647, attention Mark |I. Gttelnan, Secretary. M.
G ttelman has been instructed to collect and organi ze stockhol der communi cati ons
and forward copies to each of the Directors. |f a comunication relates to the
Secretary, such conmmunication should be sent to the sane address, attention
Bernard Berk, Chairnman.

Typically, we do not forward to our directors conmunications from our
stockhol ders or other comunications which are of a personal nature or not
related to the duties and responsibilities of the Board, including:

o Junk mail and mass nailings
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o] New product suggestions



(o] Resunes and other forns of job inquiries
o Opi ni on surveys and polls
(o] Busi ness solicitations or advertisenments
COWPLI ANCE W TH SECTI ON 16(A) OF THE SECURI TI ES EXCHANGE ACT OF 1934

Section 16(a) of the Securities Exchange Act of 1934, as anended, requires
our directors and executive officers and persons who own nore than ten percent
of a registered class of our equity securities (collectively, "Reporting
Persons") to file with the SEC initial reports of ownership and reports of
changes in ownership of our common stock and other equity securities of Elite.
Reporting Persons are required by SEC regulation to furnish Elite with copies of
all Section 16(a) forns that they file. To our know edge, based solely on a
review of the copies of such reports furnished to us, we believe that during
fiscal year ended March 31, 2004 all Reporting Persons conplied wth all
applicable filing requirenents.

I TEM 11. EXECUTI VE COVPENSATI ON
EXECUTI VE OFFI CER COVPENSATI ON

The Conpany entered into a three-year enploynment agreenment effective July
23, 2003 with M. Berk providing for (i) his full time enployment as Chief
Executive Officer at an annual base salary of $200,000, (ii) the grant to him of
options which vest immediately to purchase 300,000 shares of Commobn Stock at a
price of $2.01 per share, the closing share price on the Anerican Stock Exchange
on the date of grant and (iii) the grant of options to purchase an additional
300,000 shares at the $2.01 per share to vest on consummation of a "strategic
transaction" while he is enployed as Chief Executive Oficer. The consummation
of such transaction wll result in the increase of his base annual salary to
$310, 140 effective with the consunmation. A strategic transaction is defined as
any one of the following transactions provided that the net value of the
consi deration to the Conpany or its stockhol ders deternmined in good faith by the
Board of Directors is at |east $10,000,000: (i) the sale of all or substantially
all of the assets of the Conpany, (ii) a nerger or consolidation or business
conbi nation, or (iii) the sale by the Conpany of debt or equity securities.

Ei ther party upon notice may terminate M. Berk's enploynment except that a
term nation by the Conpany wi thout cause or because of his permanent disability

or a termnation by himfor cause will result in severance pay in the form of
the continuation of his base salary for the balance of the termor two years,
whi chever is longer, less in the event of term nation for permanent disability

the anount of payments wunder a disability insurance policy maintained by the
Conpany. The Conpany is also to
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continue to pay during the foregoing period the premuns for life and disability

insurance policies. Furthernore, in the event that M. Berk termnates his
enpl oyment followi ng a "change of control" event he is to receive, payable in 24
monthly installnents, an amount which will depend on the fair value of the

consi deration deternmned in good faith by the Board of Directors received by the
Conpany or stockhol ders fromthe "change of control" event |ess related expenses
("Net Fair Value") -- $500,000 if the Net Fair Value is $10 nmillion or less; the
greater of $500,000 or twi ce his then base annual salary, if the Net Fair Value
is greater than $10 nmillion but not nore than $20 million, or $1,000,000 if the
Net Fair Value is greater than $20 nmillion. A "change of control" event is (i) a
merger or consolidation in which securities possessing nore than 50% of the
voting power is issued to persons other than the holders of voting securities of
the Conpany imrediately prior to the event, (ii) the sale, transfer or
disposition of all or substantially all the assets of the Conpany, or (iii) the
sal e by the Conpany of securities to a third party.

The agreement contains M. Berk's non-conpetition covenant for a period of
one year fromtermnation.

The Conpany is a party to an agreenment dated February 26, 1998 whereby
fees are paid to Gttelman & Co., P.C., a firm wholly-owed by Mrk I.
Gttelman, the Conpany's Chief Financial Officer, Secretary and Treasurer, in
consideration for services rendered by the firmas internal accountant and
financial and nanagenent consultant. The firnis services include the services
rendered by M. Gttelman in his capacity as Chief Financial Oficer, Secretary
and Treasurer. For the fiscal years ended March 31, 2004, 2003 and 2002, the
fees paid by the Conpany wunder the agreenent were $168,750, $167,544 and
$91, 260, respectively. The services rendered by the firmto the Conpany averaged
128, 127 and 69 hours per nonth, respectively, of which an average of 30 hours



per nonth were services rendered by himin his capacity as an officer of the
Conpany.

The following table sets forth the annual and |ong-term conpensation for
services in all capacities to the Conmpany for the three years ended March 31,
2004, awarded or paid to, or earned by Bernard Berk, our President and Chief
Executive Officer since June 2003 and our forner President and Chief Executive
Oficer, Dr. Atul M Mehta. Dr. Mehta resigned as an enpl oyee and as a director
of Elite as of June 3, 2003. No other executive officer of the Conpany received
conpensati on exceedi ng $100, 000 during those peri ods.
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SUMVARY COMPENSATI ON TABLE
<TABLE>
<CAPTI O\>
Annual Conpensati on Long Ter m Conpensation
(a) (b) (c) (d) (e) (f) (9) (h)
Nane and Fi scal Sal ary Bonus O her Annual Restricted Securities LTI P Al
Princi pal Year(1) ------  ----- Conpensa- St ock Awar ds Under | yi ng Payout s Cc
Position = ------- tion(3)  ------------ Options ~ -------
<S> <C <C <C <C <C <C <C
Bernard Berk, 2003- 04 $166, 667 -- -- -- 300, 000( 4) --
President and
Chi ef
Executive
Gficer
Atul M Mehta, 2003- 04 $ 53,684 -- $ 3,040 -- --(5) --
Ph.D. forner 2002-03 $330, 140 -- $ 3,040 -- -- --
Presi dent and 2001-02 $272, 855 -- $ 83, 856 -- 50, 000( 6) --
Chi ef
executive
Oficer(2)
</ TABLE>

(1) The Conpany's fiscal year begins on April 1 and ends on March 31. The
information is provided for each fiscal year beginning April 1.

(2) Dr. Mehta resigned as an enployee and as a director of Elite as of
June 3, 2003.

(3) Oher Annual Conpensation represents use of a conpany car, prem ums
paid by the Conpany for life insurance on Dr. Mehta's life for the benefit of
his wife and the purchase price of $80,856 for options acquired fromDr. Mehta.

(4) Does not include 300,000 options which are exercisable only upon
occurrence of a "strategic transaction”.

(5) See "lItem3 - Legal Proceedings" for settlenent of a litigation
providing for extension of expiration dates of options granted prior to April 1,
2001 to himto purchase 770,000 shares.

(6) By action on February 21, 2002, our Board of Directors corrected a
clerical error in options for 425,000 shares of our comon stock granted to Dr.
Mehta. This correction did not result in any additional shares being subject to
options held by Dr. Mehta, any change in the exercise price or a change in any
other material terms.

Option Grants to and Exercised by Executive Officers in Last Fiscal Year

Options granted to executive officers of the Conpany naned in the Summary
Conpensation Table during the fiscal year ended March 31, 2004 were as follows:

<PACE>
OPTI ON GRANTS | N LAST FI SCAL YEAR

<TABLE>
NUMBER OF



SHARES

UNDERLYI NG
NAMVE OPTI ONS
GRANTED
<S> <C
Bernard Berk 300, 000( 1)
Atul M Mehta(2) --
</ TABLE>
(1) Does not
are exercisable only upon occurrence

"Executive O ficers".

(2) See "lItem 3 - Legal
extension of expiration
prior to year ended March 31,

of a

Proceedi ngs" for settlenment of
dates of options to purchase
2002 while he was an executive officer.

% OF TOTAL
OPTI ONS GRANTED
TO EMPLOYEES I N

FI SCAL YEAR

<C
41. 4%

NUMBER OF SHARES UNDERLYI NG
UNEXERCI SED OPTI ONS AT YEAR- END

No options were exercised by executive officers
ended March 31, 2004.
<TABLE>
<CAPTI ON>
SHARES VALUE
NAME EXERCI SED REALI ZED
EXERCI SABLE

<S> <G <C <C
Atul M -0- - 0- 270, 000
Meht a( 2) - 0- - 0- 100, 000

- 0- - 0- 100, 000

-0- -0- 100, 000

- 0- - 0- 100, 000

- 0- - 0- 100, 000
Bernard
Berk (3) -0- -0- 300, 000
</ TABLE>

"strategic

litigation
770, 000

EXERCI SE
PRI CE

<
$2.01

shares

during the fiscal

UNEXERCI SABLE
<

300, 000

EXPI RATI ON
DATE

<C
6/2/13

include options to purchase 300,000 shares at $2.01 per share which
transaction".

See

providing for

granted

year

POTENTI AL REALI ZED VALL

ASSUMED ANNUAL RATES

STOCK PRI CE APPRECI ATI

FOR OPTI ON TERM
5% 10%
<
$1, 564,

<C
$982, 223

VALUE OF UNEXERCI SED | N- THE- MONEY

EXERCI SABLE

<C

$0

$0
$48, 000
$98, 000
$148, 000
$198, 000

$291, 000

(1) The dollar values are calcul ated by deternmining the difference between $2.98

per share,
exercise price of the respective options.

the fair market value of the common stock at

March 31,

2004,

(2) Dr. Mehta resigned as an officer/enployee and director as of June 3,

(3) M.
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<PAGE>
COVPENSATI ON OF DI RECTORS

Each non-affiliated director
neeting attended.

On February 6, 2004,
fee of $125,000 per annum
conmpensation for
substantial duties the Board has
Chi ef Executive Officer
time required to perform such duties.
aut hori zation
as Chai rnan.

retroactive

OPTI ONS AND WARRANTS

In Cctober 2003, the American Stock Exchange
Rules to require stockholder approval of material
plan or other equity conpensation arrangenments

stock may be acquired by
limted exceptions.

of ficers,

Qur stockhol ders approved at

the Board of Directors
to January 1,
his services as Chairman of the Board. The fee is based on the
assi gned principally
in the managenent of the Conpany's

for the period through May 12, 2004,

director or

its

receives $2,000 as

to him

M. More

neeting held on June 22,

aut hori zed

the date of his

(the "Amex")
anmendnments to a stock option
options or
subj ect to certain

pursuant to which
enpl oyees,

Berk entered the enploy of the Conpany in June 2003.

conpensati on

2004 to M.

2004

and the

2003.

for each

the paynment of a
Moore as

to assist the
operations, and the
earned $46,875 under the

resignation

amended its

the

following amendrments by our Board of Directors of the provisions of outstanding
options and warrants issued to officers, directors or enployees of, or
consul tants to, the Conpany.

On June 6, 2003 our Board of Directors reduced the exercise price of
options to purchase 30,000 shares of the Conpany's Commpn Stock granted on
January 31, 2003 to each of the following persons, each of whom was then a

OPTI ONS AT YEAR-END (1)

UNEXERCI SABLE
<C

$291, 000



Director: Messrs. Harnon Aronson, Richard A. Brown, John P. deNeufville, John A
Moore, Donald S. Pearson and Eric L. Sichel from $6.50 to $2.21 per share, which
was 110% of the closing per share sale price of the Common Stock on the Anerican
Stock Exchange on the date of the anendnent. These options vest as follows:
10,000 shares on December 12, 2003, 10,000 shares on Decermber 12, 2004 and
10, 000 shares on Decenber 12, 2005. The options expire at the earlier to occur
of: (1) January 31, 2013; or (2) the date one year after the optionee ceases to
be a director of or a consultant or advisor of the Conpany. On February 6, 2004,
the Board of Directors authorized a further amendnment to all the options held by
Messrs. Brown (30,000 shares), deNeufville (55,000 shares) and Pearson (90, 000
shares) to extend their expiration date to a date two years followi ng the June
22, 2004 Annual Meeting. On March 8, 2004 our Board of Directors anended those
options held by then Directors which contained an exercise price greater than
$2.21 to reduce their exercise price to $2.21 per share.
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<TABLE>
<CAPTI O\>
Nane Shar es Subj ect Dat e of Original Expiration
To Amended Options Grant Exercise Price Dat e
<S> <C <C <C <C
Donal d Pear son 30, 000 711/ 99 $6. 00 6/ 22/ 06
30, 000 1/2/01 $6. 50 6/ 22/ 06
Har non Aronson 30, 000 711/ 99 $6. 00 9/ 1/ 09
30, 000 1/2/01 $6. 50 1/1/11
Eric Sichel 30, 000 8/ 2/01 $10. 00 8/2/11
</ TABLE>

On May 12, 2004 our Board of Director also authorized an anendnent to the
expiration dates of options to purchase 330,000 shares held by M. More, of
which 30,000 options granted in January 2003 and exercisable at $2.21 have an
expiration date of January 13, 2003 and 300, 000 options granted in June 2003 and
exerci sable at $2.01 per share have an expiration date of June 13, 2013. Similar
to the above anmendnent of the options held by Messrs Pearson, Aronson and
Sichel, the options will terminate on the earlier of their current expiration
date or a date two years after M. More ceases to be a director of the Conpany.

On March 8, 2004, the Board of Directors confirned the reduction to $2.21
per share of the $3.31 per share exercise price of options of purchase 30,000
shares granted on June 13, 2003 to each of three enployees. Such options vest in
three equal annual installnents comencing with the date of grant.

On February 6, 2004 the Board of Directors authorized the extension of the
expiration date from June 30, 2004 to Novenber 30, 2005 of the outstanding C ass
B Warrants to purchase an aggregate of 681,002 shares of our Common Stock at a
price of $5.00 per share. The Class B Warrants were originally issued as part of
units of shares of Common Stock and Class B Warrants in a private placenment to a
group of investors. Included anong the holders of the Class B Wirrants are
Richard A. Brown, a Director at the time, who holds, along with his son and an
affiliated trust, an aggregate of 156,250 Class B Warrants and Bridge Ventures
Inc., a consultant to the Conpany since Decenber, 2003, which holds 25,000 C ass
B Warrants.

The Board of Directors authorized the foregoing anendnents for the
purposes of hopefully generating additional funds through the exercise of the
options or warrants, and restoring a principal purpose or purposes of the
original grants of the options or warrants to officers, directors and enpl oyees,
nanely a reasonable opportunity for the holder to acquire or increase a
proprietary interest in the Conpany and to restore a neaningful form of noncash
conpensat i on.

As described under "lItem 3 - Legal Proceedings" a settlenent of a
litigation with Dr. Atul Mehta, includes provisions for the extension of the
expiration dates to June 13, 2005 of options previously issued to Dr. Mehta to
purchase 770,000 shares of Common Stock, including options wth respect to
70,000 shares which had previously expired. The nunber and exercise prices are
as foll ows:
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NUMBER OF OPTI ONS EXERCI SE PRI CE
270, 000* $10. 00

100, 000 3.00



100, 000 2.50

100, 000 2.00

100, 000 1.50

100, 000 1.00
* I ncl udes the 70,000 which had expired

ITEM 12. SECURITY OANERSHI P OF CERTAIN BENEFICIAL OANERS AND MANAGEMENT AND
RELATED STOCKHOLDER NMATTERS

The following table sets forth certain information regarding beneficial
ownership of our commpbn stock as of April 30, 2004 by (i) each director and
named executive officer, (ii) all executive officers and current directors as a
group and (iii) the persons known to us to own beneficially nore than 5% of the
outstanding shares of our Commobn Stock. On such date, we had 12,104,423 shares
of common stock outstanding. Shares not outstanding but deened beneficially
owned by virtue of the right of any individual to acquire shares within 60 days
are treated as outstanding only when determning the anpbunt and percentage of

common stock owned by such individual. Each person has sole voting and
investnent power with respect to the shares shown, except as noted. Unless
ot herwi se i ndi cat ed, the address of the person named is c/o Elite

Phar maceuticals, Inc., 165 Ludl ow Avenue, Northvale, New Jersey 07647.

<TABLE>
<CAPTI ON>

NAME AND ADDRESS NUMBER OF SHARES
<S> <C
Bernard Berk, Chairman of the Board and Chief 300, 000( 1)
Executive O ficer
Har non Aronson, Director* 70, 000( 2)
Eric L. Sichel, Director* 60, 000( 3)
John A. Moore, Director* 1, 224, 218(4)
Mark |. Gttel man, CFO, Treasurer and Secretary 10, 000( 5)

300 Col fax Avenue
Cdifton, New Jersey 07013

Dr. Atul Mehta 2,257, 700( 6)
c/o Andrew G | es Freda, Esq.
Edwards & Cal dwel | LLC
1600 Route 208
Nort h Hawt horne, NJ 07647

Edson More Heal thcare Ventures, Inc. 914, 218(7)
403 Marsh Lane
W m ngton, Del aware 19804

</ TABLE>

<PACE>

<TABLE>

<S> <C

Jeronme Bel son 905, 100( 8)
495 Br oadway
New York, NY 10012

ALL DI RECTORS AND OFFI CERS AS A GROUP 1, 664, 218(9)
</ TABLE>

* See "Item 10 - Directors and Executive Oficers of the Registrant” for his
addr ess

> Less than 1% of outstandi ng shares

(1) Conprised of options to purchase 3000, 000 shares.

(2) Conprised of options to purchase 70,000 shares.

(3) Represents options to purchase 40,000 shares and 20,000 shares owned as
co-tenant with Dana Cernea.

(4) Represents (i) options personally held by M. More to purchase 310,000
shares and (ii) 914,218 shares of commpn stock beneficially owned by Edson More
Heal thcare Ventures, |Inc. ("Edson More"), of which he is president and

PERCENTAGE OF CLASS

**

* %k

9. 9%

*k

17.5%

7.5%

<C
7.5%

13. 0%



principal stockholder. The 914,218 shares of common stock are conprised of (i)
764,218 shares of commpn stock issued to Edson Mdore upon the exchange of 12,915
shares of Series A Preferred Stock, par value $1.00 per share, of Elite
Laboratories, Inc., (ii) 100,000 shares issuable upon exercise of a warrant
(exercisable through October 17, 2005) at an exercise price of $18.00 per share
and (iii) 50,000 shares acquired in a recent private placenent.

(5) Conprised of options to purchase 10,000 shares.

(6) Based on the ternms of the settlement of a litigation wth Dr. Mehta and
includes options to purchase 770,000 shares (see "Item 3 - Legal Proceedings"),
and 312, 600 shares owned by his wife, nmenbers of his family or an affiliate.

(7) See clause (ii) of note 4 above.

(8) Based on information contained in a Schedule 13D, as anended, filed by
Jeronme Bel son on Novenber 15, 2002. Includes (i) 535,200 shares held by Jerone
Bel son, (ii) 53,900 shares held by Maxine Belson, wife of Jerome Belson, (iii)
7,000 shares held by Brianne CGol dstein, daughter of Jerone Belson, (iv) 28,000
shares held by Majorie Belson, daughter-in-law of Jerone Belson, (v) 25,000
shares owned by the grandchildren of Jerome Bel son and (vi) warrants to purchase
256, 000 shares of common stock.

(9) Includes options and warrants to purchase an aggregate of 730,000 shares.

Except as otherwise set forth, information on the stock ownership of each
person was provided to the Conpany by such person.

O her than our 2004 Stock Option Plan, we do not have any conpensation
pl ans or arrangenents benefiting enployees or non-enployees under which equity
securities

<PACE>

of the Conpany are authorized for issuance in exchange for consideration in the
form of goods or services.

The Conpany is infornmed and believes that as of April 20, 2004, Cede & Co.
held 7,069,228 shares of the Conpany's commpn stock as nom nee for Depository
Trust Conpany, 55 Water Street, New York, New York 10004. It is our
understanding that Cede & Co. and Depository Trust Conpany both disclaimany
beneficial ownership therein and that such shares are held for the account of
nunerous other persons, no one of whomis believed to beneficially own five
percent or nore of the common stock of the Conpany.

| TEM 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS.

We had a contractual relationship with Donald Pearson, a former Director,
which expired on November 30, 2003, providing for M. Pearson to (i) refer
potential custoners who will license or collaborate in the developnment or
purchase of the technology of the Conpany and (ii) render financial consulting
services to the Conpany. Under the arrangenent, M. Pearson received consulting
fees aggregating $28,800, $38,400 and $12,800 for fiscal years ended March 31,
2004, 2003 and 2002, respectively. The referral fees were to be a percentage
ranging from5%to 1% of the first $5,6000,000 of revenues generated by his
referrals after deducting expenses and a credit for the consulting fees. No
revenues were generated under the arrangenent. The Conpany also has a simlar
customer referral arrangenent with M. Harnmon Aronson, a Director, to pay hima
percentage of net revenues generated by custoners referred by him No fees have
been earned under his arrangenent.

See Item 10 "Directors and Executive Oficer of Registrant” for
information as to enployment or engagenent agreenents with Bernard Berk and an
affiliate of Mark |I. Gttel man.

| TEM 14: PRI NCI PAL ACCOUNTANT FEES AND SERVI CES

The following is a description of the fees paid by the Conpany to Mller,
Ellin & Co., LLP ("MIler Elin") during the fiscal years ended March 31, 2004
and March 31, 2003:

Audit Fees: The Conpany paid fees of approximtely $150,000 and $119, 000
to Mller Elinin connection with its audit of the Conpany's financial
statements for the fiscal years ended March 31, 2004 and March 31, 2003,
respectively, its review of the Conpany's interimfinancial statenments included
in the Conpany's Quarterly Reports on Form 10-Q during each of the fiscal years
ended March 31, 2004 and March 31, 2003.

Financial Information Systens Design and | npl enentation Fees: The Conpany



did not engage Mller Ellin during either of the years ended March 31, 2004 and
March 31, 2003 to provide advice to the Conpany regarding financial information
systens design and inpl ementation.

<PACE>

G her fees: The Conpany did not pay any fee to MIler Ellin to perform
non-audit services during either of the years ended March 31, 2004 and March 31,
2003.

PART |V
I TEM 15: EXH BI TS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ON FORM 8- K
(a) Docurents filed as part of this Report

(1) Financial Statenents

See Financial Statenents included after the signature page beginning at
page F-1.

(2) Financial statenent schedul es

Al schedules are onmitted because they are not applicable or the required
information is shown in the consolidated financial statements or the notes
thereto.

(3) List of Exhibits
See Index to Exhibits in paragraph (c) bel ow

(b) REPORTS ON FORM 8-K. W filed the follow ng Current Reports on Form8-K with
the Securities and Exchange Conmission during the period fromJanuary 1, 2004
through May 31, 2004.

1. Report filed on January 8, 2004 reporting under Itens 5 and 7 issuance of a
press release announcing an agreenent to utilize Elite's proprietary drug
delivery technol ogy for the devel opment of a controlled rel ease product.

2. Report filed on January 29, 2004 reporting under Items 5 and 7 issuance of a
press rel ease announcing the filing of a U S. patent application.

3. Report filed on March 5, 2004 under |Items 5 and 7 reporting issuance of a
press rel ease announci ng conpl etion of validation batches for once-a-day product
which treat allergies and their synptons.

4. Report filed on March 10, 2004 under Itenms 5 and 7 reporting issuance of a
press rel ease announcing extension by our Board of Directors of the expiration
dates of our Class B Warrants from June 23, 2004 to Novenber 30, 2005.

5. Report filed on April 2, 2004 under |Itens 5 and 7 reporting issuance of a
press release disclosing the ruling by the Superior Court of New Jersey to
enforce the

<PACE>

settlement of the litigation between Elite and its fornmer President and Chief
Executive Oficer.

6. Report filed on April 16, 2004 under Item5 disclosing a change in schedul ed
date for Annual Meeting of Stockhol ders.

7. Report filed on May 4, 2004 under Items 5 and 7 reporting issuance of a press
rel ease announcing closing of the settlenent of the litigation with Dr. Mehta.

8. Report filed on May 10, 2004 under |Itens 5 and 7 reporting issuance of a
press rel ease disclosing agreement granting Purdue Pharma L.P. exclusive rights
to evaluate certain of our abuse resistance drug formulation technology and the
option to negotiate a license to develop and commercialize oxycodone products
under the technol ogy.

9. Report filed on May 17, 2004 under |Itens 5 and 7 disclosing issuance of a
press release announcing appointnent of M. Berk as Chairman of the Board of
Directors.

(c) EXHI BITS REQU RED BY | TEM 601 OF REGULATION S-K. We will furnish to our
st ockhol ders a copy of any of the exhibits |isted bel ow upon paynment of $.25 per



page to cover the costs of the Conpany of furnishing the exhibits.

Exhi bit No.

3.

10.

<PACE>

10.

10.

10.

10.

10.

10.

10.

10.

10.

21

31.1

31.2

2

Descri ption

By- Laws of the Conpany, as anmended, incorporated by reference
to Exhibit 3.2 to the Conpany's Registration Statement on Form
SB-2 (Reg. No. 333-90633) nmde effective on February 28, 2000
(the "Form SB-2").

Certificate of incorporation of the Conpany, together with all
anendments thereto, as filed with the Secretary of State of
the State of Delaware, incorporated by reference to Exhibit
4.1 to the Registration Statenent on Form S-4 (Reg. No.
333-101686), filed with the SEC on Decenber 6, 2002 (the "Form
S-4").

Form of specinmen certificate for common stock of the Conpany,
incorporated by reference to Exhibit 4.1 to the Form SB-2.

Form of Class C Cormon Stock Purchase Warrant Certificate. *
Form of Class B Common Stock Purchase Warrant Certificate. *

Regi stration Rights Agreement by and between Prol ogi ca
International, Inc. and each of the persons, whose nane
appears on the signature pages attached thereto, incorporated
by reference to Exhibit 4.4 to the Form SB-2.

Settlement Agreenent, dated October 23, 2002, anong Elite,
Harris Freedman, Sharon WIIl, Mchael H Freedman and certain
of their respective

affiliates, incorporated by reference to Exhibit 10.1 to the
Conpany's Current Report on Form 8-K dated Novenber 1, 2002
(the "Novenber 2002 Form 8-K").

Conmer ci al Lease nade between Serex, Inc. and Elite executed
Septenber 7, 1993, incorporated by reference to Exhibit 10.4
to the Form SB-2.

2004 Enpl oyee Stock Option Plan approved by stockholders on
June 22, 2004, incorporated by reference to Exhibit A to the
Proxy Statement filed on Schedule 14A with respect to the
Annual Meeting of Stockhol ders held on June 22, 2004.

Form of Confidentiality Agreenment (corporate), incorporated by
reference to Exhibit 10.7 to the Form SB-2.

Form of Confidentiality Agreenent (enployee), incorporated by
reference to Exhibit 10.8 to the Form SB-2.

Enpl oynent Agreenent dated as of July 23, 2003 between Bernard
Berk and the Conpany incorporated by reference to Exhibit 10.6
to Report on Form 10-Q for three nonths ended June 30, 2003
(the "June 30, 2003 10Q Report")

Option Agreenent between Bernard Berk and the Conpany dated as
of July 23, 2003 incorporated by reference to Exhibit 10.7 to
the June 30, 2003 10Q Report.

Option Agreenent between Bernard Berk and the Conpany dated as
of July 23, 2003 incorporated by reference to Exhibit 10.8 to
the June 30, 2003 10Q Report.

Option Agreenent between John A More and the Conpany dated
as of July 23, 2003 incorporated by reference to Exhibit 10.9
to the June 30, 2003 10Q Report.

Engagenent |etter dated February 26, 1998, between Gttelman &
Co. P.C. and the Company. *

Subsi di ari es of the Conpany.*

Certification of Chief Executive Oficer pursuant to Section
302 of the Sarbanes-Oxl ey Act of 2002.*

Certification of Chief Financial Oficer pursuant to Section



302 of the Sarbanes-Oxley Act of 2002.*

32. 1** Certification of Chief Executive Oficer pursuant to Section
906 of the Sarbanes-Oxl ey Act of 2002.*

32.2*%* Certification of Chief Financial Oficer pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.*

* Filed herewith

<PAE>

** As contenpl ated by SEC Rel ease No. 33-8212, these exhibits are furnished with
this Annual Report on Form 10-K and are not deened filed with the Securities and
Exchange Conmi ssion and are not incorporated by reference in any filing of Elite
Pharmaceuticals, Inc. under the Securities Act of 1933 or the Securities
Exchange Act of 1934, whether nmade before or after the date hereof and
irrespective of any general incorporation |anguage in any such filings.
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S| GNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the registrant has duly caused this report to be signed on its
behal f by the undersigned, thereunto duly authorized.

ELI TE PHARMACEUTI CALS, | NC.

By: /s/ Bernard Berk

Bernard Berk
Chi ef Executive O ficer

Dat ed: June 28, 2004
Pursuant to the requirements of the Securities Exchange Act of 1934, this report

has been signed by the followi ng persons on behalf of the registrant and in the
capacities and on the dates indicated.

S| GNATURE TITLE DATE
/sl Bernard Berk Chi ef Executive O ficer June 28, 2004
-------------------------- (Principal Executive
Bernard Berk Oficer)
/sl Mark |. Gttel man Chi ef Financial Oficer June 28, 2004
—————————————————————————— and Treasurer (Principal
Mark |I. Gttel man Fi nanci al and Accounti ng
Oficer)
/'s/ Harnmon Aronson Director June 28, 2004

Har non Aronson

/'s/ John A. Mbore Director June 28, 2004

John A More

/sl Eric L. Sichel Di rector June 28, 2004

Eric L. Sichel
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| NDEPENDENT AUDI TORS' REPORT
To Elite Pharmaceuticals, Inc.

We have audited the acconpanying consol i dat ed bal ance sheets of Elite
Phar maceuticals, Inc. and Subsidiaries (the "Conpany") as of March 31, 2004 and
2003, and the related consolidated statenments of operations, stockhol ders’
equity (deficit) and cash flows for the years ended March 31, 2004, 2003 and
2002. These financial statenents are the responsibility of the Conpany's
managenent. Qur responsibility is to express an opinion on these financial
statenents based on our audits.

We conducted our audits in accordance wth standards of the Public Conpany
Oversight Board (United States). Those standards require that we plan and
performthe audit to obtain reasonable assurance about whether the financial
statements are free of naterial misstatement. An audit includes exanining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates nmde by nmmnagenent, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonabl e basis for our opinion.

I'n our opinion, the consolidated financial statements referred to above present
fairly, in all mat eri al respects, the financial position of Elite
Pharmaceuticals, Inc. and Subsidiaries as of March 31, 2004 and 2003, and the
results of their operations and their cash flows for each of the three years in
the period ended March 31, 2004, 2003 and 2002 in conformity wth accounting
principles generally accepted in the United States of America.

The acconpanying consolidated financial statements have been prepared assum ng
that the Company will continue as a going concern. As shown in the financial
statenents, the Conpany has experienced significant |osses and negative cash
flows, resulting in decreased working capital and accunulated deficits. These
conditions raise substantial doubt about its ability to continue as a going
concern. Managenent's plans regarding those matters are described in Note 2.

/'s/ MLLER, ELLIN & COWPANY, LLP
CERTI FI ED PUBLI C ACCOUNTANTS
New Yor k, New York
June 8, 2004, except for
the fourth and fifth paragraphs of

Note 13, as to which
the date is June 24, 2004

<PACE>
ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARI ES
CONSOLI DATED BALANCE SHEETS
MARCH 31, 2004 AND 2003

ASSETS



<TABLE>
<CAPTI ON>

<S>
CURRENT ASSETS:
Cash and cash equival ents
Accounts and accrued interest receivable
Restricted cash
Prepai d expenses and other current assets

Total current assets

PROPERTY AND EQUI PMENT- net of accunul at ed
depreciation and anortization

I NTANG BLE ASSETS - net of accunulated anortization
OTHER ASSETS:

Deposit on equi pnent

Restricted cash - debt service

Restricted cash - note payable

EDA bond offering costs, net of accurul ated
anortization of $60,458 and $47, 267, respectively

Total other assets

</ TABLE>

2004

<C <C

$2, 104, 869 $3

153, 250
203, 995
137, 892

2,600, 006 3,

4,090, 250 4,

102, 196

398, 580
300, 000
225, 000

137, 402

$7,853, 434 $8

2003

264, 081

500, 234

390, 553

104, 842

300, 000
250, 000

150, 593

696, 222

The acconpanying notes are an integral part of the consolidated financial

statenents.

<PACE>
ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEETS

MARCH 31, 2004 AND 2003
( CONTI NUED)

LI ABI LI TIES AND STOCKHOLDERS' EQUI TY
<TABLE>

<CAPTI N>

<S>

CURRENT LI ABI LI TI ES
Current portion - Note payable
Current portion of EDA bonds
Accounts payabl e and accrued expenses

Total current liabilities
LONG TERM LI ABI LI TI ES
Not e payable - net of current portion

EDA bonds - net of current portion

Total long-termliabilities

COMM TMENTS AND CONTI NGENCI ES
STOCKHOLDERS' EQUI TY:

Common stock - $.01 par val ue;
Aut hori zed - 25,000, 000 shares

| ssued and outstanding - 12,204,423 and 10, 544,423 in

2004 and 2003, respectively

Addi tional paid-in capital

2004
<C
$ 75, 000

150, 000
1, 085, 242

150, 000

122, 044

39, 338, 140

<C

3

2003

75,000
140, 000
334,721

225,000

105, 444

4,218, 832



Accunul ated deficit

Treasury stock

Total stockhol ders' equity

Total liabilities and stockhol ders’

equity
</ TABLE>

The acconpanyi ng notes are an integral

2004

statenents.
F-3
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES

CONSOL| DATED STATEMENTS OF OPERATI ONS
<TABLE>
<CAPTI ON>
<S> <C
REVENLES:

Research and devel opnent
Product fornulation fees
Consul ting and test fees

Total revenues

OPERATI NG EXPENSES:
Research and devel opnent
General and administrative
Depreci ation and anorti zation

LOSS FROM OPERATI ONS

OTHER | NCOME ( EXPENSES) :
I nterest incone
Litigation Settlenent
Sal e of NJ Tax Losses
I nterest expense
Equity in loss of joint venture
Charge relating to issuance of stock options
Charge relating of issuance of stock warrants
Charge relating to warrant exchange offer

LOSS BEFORE PROVI SI ON FOR | NCOVE
TAXES

PROVI SI ON FOR | NCOVE TAXES
NET LCSS

BASI C AND DI LUTED LOSS PER COMMON
SHARE

VEEI GHTED AVERAGE NUMBER OF
COVMON SHARES QUTSTANDI NG

</ TABLE>

$ 258, 250

2,075,074
2,549, 846
332, 836

23,765
150, 000
151, 027

(211, 595)
(1,166, 601)
(587, 983)
(172, 324)

$ (6,514, 217)

(35,105, 151)

4, 355, 033

(306, 841)

$ 7,853,434

(28, 590, 934)

5, 733, 342

(306, 841)

$ 8,696,222

part of the consolidated financial

YEARS ENDED MARCH 31,

$ 442,500
187, 810

2,013, 579
1, 858, 069
310, 876

96, 692

71,674
(227, 907)
(186, 379)
(20, 550)

(242, 338)

(4,061, 022)

$ (4,061, 422)

2002

$ 593, 000
601, 057
3,450

1, 609, 108
763, 687
266, 919

260, 055

137, 818
(220, 123)
(507, 640)

(1,772, 097)

2,430

$ (1,774, 527)

$ (0. 58)

$ (0. 40)

$ (0. 19)

11, 168, 618

10, 069, 991

9, 561, 299




The acconpanying notes are an integral
st atenents.
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ELI TE PHARMACEUTI CALS,

CONSOLI DATED STATEMENTS OF STOCKHOLDERS'

<TABLE>
<CAPTI ON>

<S>

BALANCE AT APRIL 1, 2001
I ssuance of shares through
exercise of warrants

| ssuance of shares and warrants
t hrough exercise of placenent
agent warrants

| ssuance of shares and warrants
t hrough exercise of options

| ssuance of Series B convertible
exchangeabl e preferred stock

Di vi dends declared - Series A

preferred stock

Net |oss for year ended March 31,

BALANCE AT MARCH 31, 2002
<CAPTI N>

<S>

BALANCE AT APRIL 1, 2001

I ssuance of shares through
exercise of warrants

I ssuance of shares and warrants
through exerci se of placenent
agent warrants

I ssuance of shares and warrants
through exercise of options

I ssuance of Series B convertible
exchangeabl e preferred stock

Di vidends declared - Series A

preferred stock

Net |oss for year ended March 31,

BALANCE AT MARCH 31, 2002

</ TABLE>

The acconpanyi ng notes are an integral

I'NC. AND SUBSI DI ARI ES

EQUI TY (DEFICIT)

PREFERRED STOCK

SHARES AMOUNT
<C <G
.- $ .-
200, 000 200, 000
2002 -- --
200, 000 $ 200, 000
TREASURY STOCK
SHARES AMOUNT
<G <C
2002 -- --

statenents.

part of the consolidated financial

ADDI TI ONAL
PAI D-I N
SHARES AMOUNT CAPI TAL
<C <C <C
9, 376, 389 $ 93, 764 $ 18,071, 503
298, 179 2,981 1, 301, 606
16, 272 163 58, 416
20, 000 200 37,939
9,710, 840 $ 97,108 $ 19, 469, 464
STOCKHOLDERS
ACCUMULATED EQUI TY
DEFICI T (DEFICIT)
<C <G
($21, 000, 013) $ (2,834,746)
-- 1, 304, 587
-- 58, 579
-- 38,139
-- 200, 000
(853, 148) (853, 148)
(1,774, 527) (1,774, 527)
($23, 627, 688) $ (3,861, 116)

part of the consolidated financial



<PACE>
ELI TE PHARVACEUTI CALS, | NC. AND SUBSI DI ARI ES
CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT)
<TABLE>
<CAPTI N>
PREFERRED STOCK COVMON STOCK
ADDI TI ON/
PAI D- 1 M
SHARES AMOUNT SHARES AMOUNT CAPI TAL
<S> <C <C <C <c <C
BALANCE AT APRIL 1, 2002 200, 000 $ 200, 000 9,710, 840 $ 97,108 $ 19, 469, 4
| ssuance of shares through
exercise of warrants -- -- 2,603 26 13, C
I ssuance of shares and warrants
through exercise of placenent
agent warrants -- -- 14, 670 147 52, €
| ssuance of convertible
exchangeabl e preferred stock 559, 000 559, 000 -- --
Dividends - declared - Series B
preferred stock -- -- -- --
Di vidends - declared - Series A
preferred stock -- -- -- --
Preferred stock issued to satisfy
accrued dividends 14, 000 14, 000 -- --
Conversion of convertible
exchangeabl e preferred stock into
common st ock (773, 000) (773, 000) 816, 310 8,163 14, 520, €
Purchase of treasury stock -- -- (100, 000) --
Charge relating to exchange of
war r ant s -- -- -- -- 242, ¢
Charge relating to issuance of
stock options -- -- -- -- 20, £
Fees relating to Warrant Exchange
O fer -- -- -- -- (100, C
Net | oss for the year ended March
31, 2003 -- -- -- --
BALANCE AT MARCH 31, 2003 -- $ -- 10, 444, 423 $ 105, 444 $ 34,218, ¢
<CAPTI O\>
TREASURY STOCK
STOCKHOLDERS
ACCUMULATED EQUI TY
SHARES AMOUNT DEFICI T (DEFI CI'T)
<S> <C <C <C <C
BALANCE AT APRIL 1, 2002 -3 -- $(23, 627, 688) $ (3,861, 116)

I ssuance of shares through
exercise of warrants .-

I ssuance of shares and warrants
t hrough exercise of placenent
agent warrants --

I ssuance of convertible
exchangeabl e preferred stock --
Di vi dends -

declared - Series B

13,030

52,813

559, 000



preferred stock

Di vidends - declared - Series A

preferred stock

Preferred stock issued to satisfy
accrued dividends

Conversion of convertible
exchangeabl e preferred stock into
common st ock

Purchase of treasury stock

Charge relating to exchange of
warrant s

Charge relating to issuance of
stock options

Fees relating to Warrant Exchange
O fer

Net | oss for the year ended March
31, 2003

BALANCE AT MARCH 31, 2003

</ TABLE>

The acconpanyi ng notes are an integral

100, 000

100, 000

(306, 841)

$ (306, 841)

(14, 000) (14, 000)

(887, 824)

(887, 824)

14, 000

13, 755, 973

(306, 841)

242,338

20, 550

(100, 000)

(4,061, 422)

(4,061, 422)

$(28, 590, 934) $ 5,426,501

statenents.

part of the consolidated financial
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARI ES
CONSOL| DATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT)
<TABLE>
<CAPTI ON>
PREFERRED STOCK COMMON STOCK
ADDI TI ONAL
PAI D-I N
SHARES AMOUNT SHARES AMOUNT CAPI TAL
<S> <C <C <C <C <C
BALANCE AT APRIL 1, 2003 -- $ -- 10, 444, 423 $ 105, 444 $ 34,218, 832
Modi fi cation of warrant exchange
of fer -- -- -- -- 172,324
| ssuance of stock options -- -- -- -- 1, 166, 601
I ssuance of stock warrants -- -- -- -- 587, 983
Proceeds from exercising stock
options -- -- 15, 000 150 29, 850
Net proceeds from private placenent -- -- 1, 645, 000 16, 450 3,162, 550
Previ ous roundi ng differences -- -- -- --
Net | oss for the year ended March
31, 2004 -- -- -- -- --
BALANCE AT MARCH 31, 2004 -- $ -- 12,104, 423 $ 122, 044 $ 39, 338, 140
<CAPTI N>
TREASURY STOCK
STOCKHOLDERS'
ACCUMJLATED EQUI TY
SHARES AMOUNT DEFICI T (DEFICIT)
<S> <C <C <C <C



$( 28, 590, 934) $ 5
-- 1

-- 3

(6,514, 217) (6

$(35, 105, 151) $ 4

, 426,501

172, 324
, 166, 601

587, 983

30, 000

, 179, 000

, 514, 217)

, 048, 192

BALANCE AT APRIL 1, 2003 100, 000 $ (306, 841)
Modi fi cation of warrant exchange
of fer -- --
| ssuance of stock options -- --
I ssuance of stock warrants -- --
Proceeds from exercising stock
options -- .
Net proceeds from private placenent -- --
Previ ous rounding differences -- --
Net | oss for the year ended March
31, 2004 -- --
BALANCE AT MARCH 31, 2004 100, 000 $ (306, 841)
</ TABLE>
F-7
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ELI TE PHARVMACEUTI CALS, | NC. AND SUBSI DI ARI ES
CONSOLI DATED STATEMENTS OF CASH FLOWS
<TABLE>
<CAPTI ON\>
<S>
CASH FLONS FROM OPERATI NG ACTI VI Tl ES:
Net | oss

Adj ustnents to reconcile net |oss to cash
used in operating activities:
Wite of f of accounts receivable and patents
Depreci ation and anortization
Charge relating to Warrant Exchange Offer
Charge relating to i ssuance of stock options
Charge relating to issuance of stock warrants
Equity in loss of joint venture
Changes in assets and liabilities:
Contract revenue receivable
Prepai d expenses and other current assets
Armount receivable from Joint Venture

Accounts payabl e and accrued expenses and ot her current

Liabilities

NET CASH (USED I N) OPERATI NG ACTI VI TI ES

CASH FLOAS FROM | NVESTI NG ACTI VI Tl ES:
(Purchases) redenptions of short-terminvestnents
Paynments for patent and trademark filings
Restricted cash
Recei vabl e from sale of New Jersey tax |osses
Payment of deposit for nmanufacturing equi pnent
Purchases of property and equi pnent

NET CASH (USED I N) | NVESTI NG ACTI VI TI ES

CASH FLOAS FROM FI NANCI NG ACTI VI Tl ES:
Fees relating to Warrant Exchange O fer
Proceeds under bank note
Principal repaynments of bank note
Purchase of treasury stock
Proceeds fromissuance of commpn stock and warrants
Princi pal repaynents of EDA bonds

NET CASH PROVI DED BY (USED I N) FI NANCI NG ACTI VI TI ES

2004

<C

$ (6,514, 217)

332, 836
172, 324
1,166, 601
587, 983

(148, 569)
(5, 800)

750, 521

(16, 696)
(79, 615)

(398, 580)

(75, 000)

3, 209, 000
(140, 000)

YEARS ENDED MARCH 31,

$ (4,061, 422) q

310, 876
242,338
20, 550

186, 379

35, 307
(26, 010)
525, 259

193, 009

100, 000
(69, 517)
114, 284
66, 077

(679, 485)

(100, 000)
(75, 000)
(306, 841)

65, 843
(130, 000)



NET CHANGE | N CASH AND CASH EQUI VALENTS

CASH AND CASH EQUI VALENTS - begi nni ng of period

CASH AND CASH EQUI VALENTS - end of period $ 2,104,869

$

(3,588, 353)

6,852, 434

3, 264, 081

SUPPLEMENTAL DI SCLOSURES OF CASH FLOW | NFORMATI ON:

Cash paid for interest $

Cash paid (received) for income taxes

SCHEDULES OF NON- CASH | NVESTI NG AND FI NANCI NG ACTI VI TI ES:

Utilization of equi pment deposit towards purchase of equi pnent $

I ssuance of Preferred Stock (including stock dividend payabl e
of $14, 000 and subscription receivable of $67,000) for interest in
joint venture
Conversion of preferred stock to common stock
Conversion of preferred stock to additional paid in capital
Satisfaction of ampunts due to joint venture
Reduction in (addition to) investnent in joint venture
Di vi dends accrued on preferred stock

</ TABLE>

The acconpanying notes are an integral part of the consolidated financial

<PACE>

statenents.

ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

MARCH 31, 2004, 2003 AND 2002

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG PQLI ClI ES

PRI NCI PLES OF CONSQOLI DATI ON

The consolidated financial statements include the accounts of Elite
Pharmaceuticals, Inc. and its wholly-owned subsidiaries, (the "Conpany").
Al  significant i nt er conpany accounts and transactions have been
elimnated in consolidation.

The Conpany consolidates all entities that it controls. The Conpany did
not consolidate conpanies it did not control. The Conpany used the equity
method to account for its investnents in conpanies in which it did not
have the ability to exercise significant influence over operating and
financial policies.

NATURE OF BUSI NESS

Elite Pharnaceuticals, |Inc. ("Elite") was incorporated on October 1, 1997
under the Laws of the State of Delaware, and its wholly-owned subsidiary
Elite Laboratories, |Inc. ("Elite Labs") was incorporated on August 23,
1990 wunder the Laws of the State of Delaware, in order to engage in
research and devel opnent activities for the purpose of obtaining Food and
Drug Administration approval, and, thereafter, comercially exploiting

generic and new controlled-rel ease pharmaceutical products. The Conpany
al so engages in contract research and developnent on behalf of other
phar naceuti cal conpani es.

On Cctober 24, 1997, Elite merged with Prologica International, Inc.
("Prologica") a Pennsylvania Corporation, a publicly traded inactive
corporation, wth Elite surviving the merger. |In addition, Elite Labs

nerged with a wholly-owned subsidiary of Prologica, wth the Conpany's
subsidiary surviving this nerger. The fornmer sharehol ders of the Conpany's
subsidiary exchanged all of their shares of Class A voting comon stock
for shares of the Conpany' s voting commn stock in a tax free
reorgani zation wunder Internal Revenue Code Section 368. The result of the
nmerger activity qualified as a reverse acquisition. In connection with the
reverse acquisition, options exercisable for shares of Class A voting and
Class B nonvoting common stock of the Conpany's subsidiary were exchanged
for options exercisable for shares of the Conpany's voting common stock.

On Septenber 30, 2002, the Conpany acquired from El an Corporation, plc and
El an International Services, Ltd. (together "Elan") Elan's 19.9% i nterest
in Elite Research, Ltd. ("ERL"), a joint venture fornmed between the
Conpany and El an where the Conpany's interest originally was 80.1%

$

$

228,938
(71, 274)

123, 396

573, 000

8, 163
14,520, 810
622, 133
63, 381
899, 923

9



On Decenber 31, 2002, the Conpany entered into an agreenent of merger
whereby ERL (a Bernuda Corporation) was nerged into a new Delaware
Corporation, Elite Research, Inc. ("ERI"), a wholly owned subsidiary of
the Conmpany. As a result of the nerger, ERl becanme the owner of all of the
assets and liabilities of ERL. The nerger was accounted for as a tax free
reor gani zati on.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2004, 2003 AND 2002
NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONTI NUED)
CASH AND CASH EQUI VALENTS

The Conpany considers all highly liquid investments with an original
maturity of three nobnths or less to be cash equivalents. Cash and cash
equi val ents consist of cash on deposit w th banks and noney narket instruments.
The Conpany places its cash and cash equivalents wth high-quality, US.
financial institutions and, to date, has not experienced |osses on any of its
bal ances.

PRCOPERTY AND EQUI PMENT

Property and equi prent are stated at cost. Depreciation is provided on the
straight-1ine nethod based on the estimted useful lives of the respective
assets which range fromfive to forty years. Major repairs or inprovenents
are capitalized. Mnor replacenments and mai ntenance and repairs which do
not inprove or extend asset |lives are expensed currently.

Upon retirement or other disposition of assets, the cost and related
accunmul ated depreciation are renoved fromthe accounts and the resulting
gain or loss, if any, is recorded.

| MPAI RVENT CF LONG- LI VED ASSETS

The Conpany periodically evaluates the fair value of long-lived assets
whenever events or changes in circunstances indicate that its carrying
anounts may not be recoverable. Accordingly, any inpairment of value wll
be recogni zed when the carrying amount of a long-lived asset exceeds its
fair value in accordance with Statenent of Financial Accounting Standards
No. 144, "Accounting for the Inpairnent or Disposal of Long-Lived Assets."
Managenent has determined that no inpairnment of long-lived assets has
occurred.

RESEARCH AND DEVELOPMENT
Research and devel opment expenditures are charged to expense as incurred.
PATENTS AND TRADENMARKS

Effective April 1, 2002, the Conpany adopted the provisions of SFAS No.
142, "CGoodwi |l and Other Intangible Assets." The adoption of SFAS No. 142
required an initial inpairnent assessment involving a conparison of the
fair value of patents and trademarks to current carrying value. No
inmpairment was determined to exist. The Conpany reviews such trademarks
and patents with definite lives for inpairnent to ensure they are
appropriately valued if conditions exist that may indicate the carrying
value may not be recoverable. Such conditions may include an economc
downturn or a change in the assessnent of future operations.

Costs incurred for the application of patents and trademarks are
capitalized and anortized on the straight-line nethod, based on their
estimated useful lives ranging fromfive to fifteen years, commenci ng upon
approval of the patent and trademarks. These costs are charged to expense
if the patent or trademark i s unsuccessful.
F-10
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARI ES

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS



MARCH 31, 2004, 2003 AND 2002

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONTI NUED)

CONCENTRATI ON CF CREDI T RI SK

The Company derives substantially all of its revenues fromcontracts with
other pharmaceutical conpanies, subject to Iicensing and research and
devel opnent agreenents.

The Company nmaintains cash balances in its bank, which, at tines, may
exceed the linmts of the Federal Deposit |nsurance Corp.

The Conpany extends credit to its customers pursuant to contract terns in
the normal course of business and perfornms ongoing credit evaluations. As
of March 31, 2004 and 2003, no allowance for doubtful accounts was
consi dered necessary, based on historical trends, economic conditions and
the credit worthiness of custoners. Anounts are witten off when they are
deenmed uncol |l ecti bl e. The Conmpany has not experienced significant
wite-offs.

USE OF ESTI MATES

The preparation of financial statenents in conformty wth generally
accepted accounting principles requires managenent to neke estinmates and
assunptions that affect the reported anpbunts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the
financial statements and the reported ampunts of revenues and expenses
during the reporting period. Actual results could differ fromthose
estimates. Significant estimtes made by managenent include, but are not
limted to, the recognition of revenue and the fair value of intangible
assets and stock-based awards.

I NCOVE TAXES

The Conpany adopted SFAS No. 109, "Accounting for Income Taxes," which
requires the use of the liability nmethod of accounting for inconme taxes.
The liability method neasures deferred income taxes by applying enacted
statutory rates in effect at the balance sheet date to the differences
between the tax bases of assets and liabilities and their reported ampunts
in the financial statenents. The resulting deferred tax assets or
liabilities are adjusted to reflect changes in tax |aws as they occur.

LOSS PER COMWON SHARE

Net loss per comon share is calculated by dividing net |oss by the
wei ghted average nunber of shares out st andi ng during each period
presented. Common stock equival ents, consisting of options, warrants and
convertible securities, have not been included, as their effect would be
antidilutive. For the three years ended Mrch 31, the foll owi ng
potentially dilutive securities were not included in the conputation of
diluted | oss per share:

<TABLE>
<CAPTI ON>
2004 2003
WEI GHTED-
AVERACE
EXERCI SE
SHARES PRI CE SHARES
<S> <C <C <C
St ock options 2,417,050 $ 3.70 2,266, 850
Varrants 2,654, 239 $ 4.72 733,752
Convertible preferred shares -- --
5,071, 289 3, 000, 602
</ TABLE>
F-11
<PACE>

ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

MARCH 31, 2004, 2003 AND 2002

WEI GHTED-
AVERAGE
EXERCI SE
PRI CE
<C
$ 5.74
$12. 33

SHARES
<C
2, 056, 850
2,669, 477
816, 310

5,542,637

2002



NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

<PACE>

REVENUE RECOGNI TI ON

Revenues derived fromproviding research and devel opment services under
contracts with other pharmaceutical conpanies are recognized when earned.
These contracts provide for non-refundable upfront and nil estone paynents.
Because no discrete earnings event has occurred when the upfront paynent
is received, that anount is deferred wuntil the achievenent of a defined
m | estone. Each nonrefundable nilestone paynent is recogni zed as revenue
when the performance criteria for that milestone has been net. Under each
contract, the nmilestones are defined, substantive effort is required to
achieve the nmilestone, the amount of the non-refundable nlestone payment
is reasonable, commensurate with the effort expended, and achievenent of
the milestone is reasonably assured.

Revenues earned by |icensing certain pharnaceutical products devel oped by
Elite are recognized at the beginning of a license termwhen Elite's
custonmer has legal right to the use of the product. To date, no revenues
have been earned by licensing products and there are no continuing
obligations under any licensing agreenents.

I NVESTMENT | N JO NT VENTURE

The equity nmethod of accounting was used to account for the Conpany's
investnment in its joint venture with Elan. Under the equity nethod, the
Conpany recognized its share in the net earnings or |osses of the joint
venture as they occurred. Wile Elite owned 100% of the outstandi ng common
stock of ERL, Elite's equity in the loss of ERL was based on 100% of ERL's
| osses, less the anounts funded by Elan. Elan funded 19.9% of ERL's
losSes. Once Elite's investment was reduced to zero, further |osses were
recognized to the extent of Elite's commtnment to fund the |osses. The
joint venture was termnated effective Septenber 30, 2002, as further
di scussed in Note 7.

ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

MARCH 31, 2004, 2003 AND 2002

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

TREASURY STOCK
The Conpany records common shares purchased and held in treasury at cost.
STOCK- BASED COVPENSATI ON

Under various qualified and non-qualified plans, the Conpany may grant
stock options to officers, selected enployees, as well as nenbers of the
board of directors and advisory board nenbers, as further described in
Note 11. Effective April 1, 2002, the Conpany adopted the fair value
recognition provisions of SFAS No. 123, "Accounting for Stock-Based
Conpensation"” and sel ected the prospective nmethod of adoption described in
SFAS No. 148, "Accounting for Stock-Based Conpensation - Transition and
Di sclosure - an anendnent of SFAS No. 123." Prior to April 1, 2002, the
Conmpany neasured stock-based conpensation for its enployee conpensation
plans using the intrinsic value nmethod prescribed by Accounting Principles
Board Opinion No. 25, "Accounting for Stock Issued to Enployees" and
related interpretations. No stock-based enpl oyee conpensation expense for
stock options was reflected in net loss for the year ended March 31, 2002
as all stock options granted under those plans had an exercise price equal
to the fair market value of the wunderlying comon stock on the date of
grant.

During the years ended March 31, 2003 and 2004 the Conpany issued 210, 000
and 1, 024,000, respectively options to purchase commpn stock to enpl oyees
and to nenbers of the board of directors. The options have an exercise
price ranging from$2.01 to $5.00 per share and all vest over three years
except 610,000 shares issued in 2004 which vested upon grant date. The
options expire between five and ten years fromthe date of grant. The
Conpany has recorded conpensation expense of $20,550 and $1, 166, 601 for
the years ended March 31, 2003 and 2004 which represents the fair val ue of
the options vested, wutilizing the Black-Scholes options pricing nodel on
each grant date.



On June 22, 2004 the Conpany's Stockhol ders approved the 2004 Stock Option

Plan and ratified the amendnents of the terns of

warrants, including the repricing of options to certain

enpl oyees (See Note 13). The Conpany
conpensation expense in future periods,

will record
based on the fair value of the

out st andi ng

options and
Directors and
significant

options after reflecting the repricing and anendnents to the terns of the

options.

The following table illustrates the effect on net
as if the Conpany had applied the fair value
SFAS No. 123 to all outstanding and

present ed:

<TABLE>
<CAPTI ON>

<S>

Net | oss as reported

Add: Stock-based conpensation expense
included in reported net loss, net of related
tax effects

Deduct: Total stock-based conpensation
expense determ ned under fair val ue nethod
for all awards, net of related tax effects

Pro forma net |oss

Loss per share as reported
Pro-forma | oss per share
</ TABLE>

<PACE>

recogni tion

unvested awards

2004

<C
$(6, 514, 217)

1,166, 601

(865, 255)
(6, 212, 871)
(0.58)

(0. 56)

ELI TE PHARMACEUTI CALS, I NC. AND SUBSI DI ARl ES

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

MARCH 31, 2004, 2003 AND 2002

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONTI NUED)

FAIR VALUE OF FI NANCI AL | NSTRUVENTS

The carrying amounts of current assets and liabilities
value due to the short-term nature of these
anounts of noncurrent assets are reasonable estimates of their fair
based on nmanagenent's evaluation of future
liabilities are carried at amounts that
borrowing rates available to the Conpany for
terns, degrees of risk and renmmining maturities.

RECLASSI FI CATI ONS

Certain accounts and anmounts in the 2003 and 2002

instrunents.

cash flows.
appr oxi mat e
obligations

financial

|l oss and | oss per share
provi sions of
each year

2003

<
$(4, 061, 422)

20, 550

(1,070, 651)
(5,111, 523)
(0. 40)
(0.51)

approximate fair
carrying

val ues

long-term
fair val ue based on
with simlar

statenents

have been reclassified in order to conform with the 2004 presentation.

These recl assifications have no effect on net

NOTE 2 - MANAGEMENT' S LI QUI DI TY PLANS

The Conmpany reported net |osses of $6,514, 217,
for the fiscal years ended March 31, 2004,

2003 and 2002,

i ncone.

$4, 061, 422 and $1, 774, 527

March 31, 2004, the Conpany had an accunul ated deficit of

$35.1 million, consol i dat ed assets
st ockhol ders' equity of approximtely $4.0 million,

respectively. At
approxi mately
approxi mately $7.9 mllion,
and wor ki ng capital of

approximately $1.3 million. The Conpany has not generated any significant

revenue to date.

In an effort to reduce costs in fiscal

fees.

devel opnent
conti nued devel opnent

has also settled
significantly

The primary strategy remains to devel op the Conpany's oral
pharmaceuti cal products, with enphasis in the area of pain nanagenent, for
FDA approval, and once developed, to commercially exploit these products

wer e

the Conpany has reduced the
nunber of products being actively devel oped from approxi nately
six. The six products that continue
managenent to be the nost suitable for
Conpany's limted resources. The Conpany
litigation with its former CEO which will

fifteen to
deenmed by
gi ven the

certain
reduce its |egal

rel ease

2002
<C
$(1,774,527)

(1,779, 338)
(3, 553, 865)
(0.19)
(0.38)



either by licensing or through the developrment of collaborations wth
strategic partners.

The Company also retained an investnent banking firmin fiscal 2003 to
assi st the Conpany in connection wth potential strategic transactions,
including acquisitions. The Conpany may receive additional cash proceeds
fromthe exercise of outstanding options and warrants, as well as through
the continued sale of its New Jersey State tax |osses. However, there is
no assurance that any options or warrants will be exercised, that any sale
of tax losses will be conpleted or that the Conpany will be able to raise
addi tional capital.

In the event Purdue proceeds wth its option to license the Conpany's
Oxycodone product pursuant to the option agreenent entered into on May 14,
2004 (See Note 13), the ternms of the licensing agreenent provide for the
Conpany to receive significant nilestone paynents on or before March 31,
2005.

See Note 13 for information as to the Conpany's efforts to effect a
financing of equi pment purchases and a private placenent of shares of its

Common  Stock. No representation can be made that the efforts wll be
successful or that if successful that the resulting proceeds wll be
material .

There is also no assurance that the Conpany's current business strategies
wi |l be successfully inplemented or that it will raise the necessary funds
toallowit to continue its operations. Mnagenent believes that cost

reductions already inplenented will reduce losses in the future, and with
the Conpany's existing working capital |levels, anticipates that the
Conpany will be able to continue its operations at |east through the end
of fiscal year 2005, assuming it is successful in consunmating the

transactions di scussed above.

<PAE>
ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOL| DATED FI NANCI AL STATEMENTS
MARCH 31, 2004, 2003 AND 2002
NOTE 3- PROPERTY AND EQUI PMENT

Property and equipnent at March 31, 2004 and 2003 consists of the
fol | owi ng:

2004 2003

Labor atory manufacturing, and warehouse equi pnent $3, 140, 250 $3, 140, 250

O fice equi pnent 32,981 32,981
Furniture and fixtures 51, 781 51, 781
Land, building and inmprovenents 2,097, 668 2,097, 668
Equi pnent under capital |ease 168, 179 168, 179

5, 490, 859 5, 490, 859
Less: Accunul ated depreciation and anortization 1, 400, 609 1, 100, 306

$4,090, 250  $4, 390, 553

Depreciation and anortization expense anpunted to $300, 303, $278,348 and
$249, 338 for the years ended March 31, 2004, 2003 and 2002, respectively.
The Company's obligations wunder capital |eases were satisfied prior to
March 31, 2003.

NOTE 4 - | NTANG BLE ASSETS

I ntangi bl e assets at March 31, 2004 and 2003, consist of the follow ng:

2004 2003
Pat ent s $145, 830 $129, 134
Tr ademar ks 8,120 8,120
153, 950 137, 254

Less: Accunul ated anortization 51, 754 32,412
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$102, 196 $104, 842

Anortization of intangible assets amounted to $19, 342, $19, 344 and $4, 390
for the years ended March 31, 2004, 2003 and 2002, respectively.

Aggregate anortization expense of intangible assets for the next five
fiscal years is estimated to be as follows:

YEARS ENDI NG MARCH 31,

2005 $ 19, 340

2006 19, 340

2007 19, 340

2008 19, 340

2009 8,140
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NOTE 5 - NOTE PAYABLE

On February 26, 2002, the Conpany cl osed a bank |oan totaling $375,000 to
finance the purchase and installation of machinery and equi pment. |nterest
is fixed at 5.70% per annum cal cul ated on a 360 day year. The loan is due
in 60 equal nonthly installnments of $6,250 plus interest, wth the first
paynment commencing on April 1, 2002, and is secured by the machinery and
equi pment  purchased wunder this facility and a certificate of deposit in
the amount of $225,000 held as collateral. This certificate of deposit has
been classified as noncurrent restricted cash. The note payable consists
of the followi ng at March 31:

2004 2003
Bank note payabl e $ 225,000 $ 300, 000
Current portion (75, 000) (75, 000)
Long-term portion, net of current maturities $ 150, 000 $ 225, 000

Future principal maturities under this loan are as follows:

YEARS ENDI NG MARCH 31,

2005 $ 75,000
2006 75, 000
2007 75, 000

$ 225, 000

NOTE 6 - BOND FI NANCI NG OFFERI NG

On Septenber 2, 1999, the Conpany conpleted the issuance of tax exenpt
bonds by the New Jersey Economic Developnent Authority. The aggregate
principal proceeds of the fifteen year term bonds were $3,000.000.
Interest on the bonds accrues at 7.75% per annum The proceeds, net of
offering costs of $60,000, are being used by the Conpany to refinance the
land and building it currently owns, and for the purchase of certain
manuf acturing equi prent and rel ated buil ding inprovenents.

Ofering costs in connection with the bond issuance totaled $197, 860,
including the $60,000 nentioned above which were paid from bond proceeds.
O fering costs included underwiter fees equal to $90,000 (three percent
(3% of the par anpunt of the bonds).

The bonds are collateralized by a first lien on the building, which
includes property and equi pnent.

Several restricted cash accounts are maintained in connection wth the



i ssuance of these bonds. These include anpbunts restricted for paynent of
bond principal and interest, for the refinancing of the Iand and buil di ng
the Company currently owns, for the purchase of certain manufacturing
equi pment and rel ated building inmprovenents as well as the nmintenance of
a $300, 000 Debt Service Reserve.
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NOTE 6 - BOND FI NANCI NG OFFERI NG ( CONTI NUED)
Al restricted accounts other than the $300, 000 Debt Service Reserve are

expected to be expended within twelve nonths and are therefore categorized
as current assets. Bond financing consisted of the followi ng at March 31:

2004 2003
EDA Bonds $ 2,495, 000 $ 2,635,000
Current portion (150, 000) (140, 000)
Long term portion, net of current maturities 2, 345, 000 2, 495, 000

Future principal maturities required under the bond agreement are as
foll ows:

YEARS ENDI NG MARCH 31,

2005 $ 150,000
2006 165, 000
2007 175, 000
2008 190, 000
2009 205, 000
Thereafter 1, 610, 000

$ 2,495,000
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NOTE 7 - JO NT VENTURE ACTI VI TI ES

In COctober 2000, the Conpany entered into a joint developnment and
operating agreenent with Elan Corporation, plc, and Elan International
Services, Ltd. (together "Elan") to devel op products using drug delivery
technol ogi es and expertise of both conpanies. This joint venture, Elite
Research, Ltd. ("ERL"), a Bernuda corporation, was initially owned 80.1%
by the Conpany and 19.9% by Elan. ERL was to fund its research through
capital contributions fromits partners based on the partners' respective
owner shi p percentage. ERL subcontracted research and devel opnent efforts
to the Conmpany, Elan and others. It was anticipated that the Conpany woul d
provide nost of the fornulation and developnent work. The Conpany had
commenced work for three products. The joint venture terminated on
September 30,2002. For the years ended March 31, 2003 and 2002, the
Conpany charged $187,810 and $601, 057, respectively, to ERL which was
reflected in product fornulation fees. |Interconpany profits and |osses
were el imnated.

ERL was initially capitalized with $15, 000,000 which included the issuance
of 6,000 voting common shares, par value $1.00 per share, and 6,000
non-voting convertible preferred shares, par value $1.00 per share. Al of
the voting shares were held by the Conpany, with the non-voting
convertible preferred shares held by both the Conpany and Elan, being
split 3,612 shares and 2,388 shares, respectively. Elite's and Elan's



respective ownership in ERL did not change during the termof the joint
venture.

While the Conpany initially owned 80.1% of the outstanding capital stock
(100% of the outstanding conmmon stock) of ERL until Septenber 30, 2002,
Elan and its subsidiaries retained significant mninority investor rights
that were considered "participating rights" as defined in the Emerging
| ssues Task Force Consensus No. 96-16. Accordingly, the Conpany did not
consolidate the financial statements of ERL until Septenber 30, 2002 but
instead accounted for its investment in ERL under the equity nethod of
accounting until the Joint Venture was terninated, effective Septenber 30,
2002.

For the year ended March 31, 2002 and the period beginning April 1, 2002
through Septenber 30, 2002, ERL recognized net |osses of $633,642 and
$232,742, respectively, and the Conpany recogni zed 80.1% of these | osses,
or $507,640 and $186,379, respectively. The product formulation fees
$187, 810 and $601, 057 earned by the Conpany for services rendered to ERL
for the years ended March 31, 2003 and 2002, respectively, are included in
ERL's expenses. During fiscal year 2001, ERL paid $15, 000,000 to Elan for
a license providing ERL non-exclusive rights to wuse certain El an
in-process drug delivery technol ogi es. The Elan technol ogy rights acquired
relate to very early stage technology that, in the opinion of managenent,
have not reached technol ogical feasibility and have no future alternative
uses. Through the date of its termnation, ERL conpleted in-vivo (pilot
clinical trial) on the first product and began formnul ati on and devel oprment
of two additional products.

During fiscal year 2003, the Conpany consummated a term nation agreenent
(the "Term nation Agreement”) with Elan to acquire all of Elan's interest
in ERL. As further discussed in Note 10, the joint venture was termn nated
effective Septenber 30, 2002.
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Under the Termination Agreement, anong other things, the Conpany acquired
all proprietary, developnent and commercial rights for the worldw de
markets for the products devel oped by ERL. In exchange for the assignnent,
ERL agreed to pay Elan a royalty on certain revenues that may be realized
fromthe once-a-day Oxycodone product that has been devel oped by ERL.
Ef fective Cctober 1, 2002, the Conpany is solely responsible to fund ERL's
product devel oprent .

The Conpany did not pay, nor did Elan receive any cash consideration under
the Term nation Agreenent. Furthernore, the Conpany has the exclusive
rights to the proprietary, developnment and commercial rights for the
wor | dwi de markets for two other products devel oped by ERL. The Conpany is
not required to pay Elan royalties on revenues that nmay be realized from
these products.

The Company accounted for this acquisition by consolidating ERL as a
whol | y-owned subsidiary as of Septenber 30, 2002. As nore specifically
described in Note 10, Elan converted 773,000 shares of Series B Preferred
Stock, according to their terms, into 52,089 shares of the Conpany's
commn stock. This resulted in an increase in comon stock of $521 and an
increase in additional paidin capital of $772,479. As a result, the
Series B Preferred Stock was elinminated.

As further disclosed in Note 10, the acquisition resulted in the
conversion of 13,756 shares of Series A Preferred Stock into 764,221
shares of Elite's commpn stock in accordance with their terns. The Conpany
accounted for this conversion by increasing common stock in the amunt of
$7,642 and by a corresponding increase in additional paid in capital of
$13,748,332. As a result, the Series A Preferred Stock was elinm nated.

As a result of the Ternination Agreenent, ERL becane a wholly owned
subsi di ary of the Conpany as of Septenber 30, 2002. Elan retained certain
securities of Elite it had obtained in connection with the joint venture
and transferred other such securities to a third-party, as further
di scussed in Note 10.



The following is a condensed balance sheet of ERL on Septenber 30, 2002
(the date of acquisition):

CURRENT ASSETS

Cash $ 1,084

Total assets $ 1,084

CURRENT LI ABI LI TI ES

Accounts payabl e $ 84,597
Total liabilities 84,597
Shar ehol ders' deficit (83,513)
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The follow ng are unaudited pro-forna consolidated results of operations
for the years ended March 31, 2003 and 2002, assunming the acquisition was
conpl eted on April 1, 2001.

YEAR ENDED MARCH 31,

2003 2002
(Unaudi t ed) (Unaudi t ed)
Revenue $ 442,500 $ 596, 450
Proforma net (loss) available to common
shar ehol ders $(4, 107, 785) $(1, 900, 529)
Proforma net (loss) available to common
shar ehol ders per share -
basic and diluted $ (0. 40) $ (0.19)

Unaudited pro-forma data may not be indicative of the results that would
have been obtained had these events actually occurred at the beginning of
the periods presented, nor does it intend to be a projection of future
results.

NOTE 8 - | NCOMVE TAXES

The conponents of the provision for incone taxes are as follows:

YEAR ENDED MARCH 31,

2004 2003 2002
Federal :
Current $ - $  -- $ -
Def erred -- -- --
State:
Current 1,000 400 2,430
Def erred -- .- .
1, 000 400 2,430
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In the year ended March 31, 2001, the Conpany received approval for the
sal e of $4,872,267 of New Jersey net operating |osses under the Technol ogy
Tax Certificate Transfer Program sponsored by the New Jersey Econonic
Devel opnent Authority (NJEDA). The total tax benefit approved for receipt
by the Conpany during the year ended March 31, 2002 was $368, 343 of which
$222,211 and $146, 132 was received in 2002 and in 2003, respectively.
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During the year ended March 31, 2003, the Conpany received approval for
the sale of an additional $1,822,989 of New Jersey net-operating |osses
under the Technology Tax Certificate Transfer Program sponsored by the New
Jersey Economic Developnent Authority (NJEDA). The total tax benefit
approved for receipt by the Company during the year ended March 31, 2003
was $137,818, of which $71,741 was received in Novermber 2002. The
renai ni ng bal ance of $66, 077 was received in 2003.

During the year ended March 31, 2004, the Conpany received approval for
the sale of an additional $1,928,817 of New Jersey net-operating |osses
under the Technol ogy Tax Certificate Transfer Program sponsored by the New
Jersey Economic Developnent Authority (NJEDA). The total tax benefit
received during the year ended March 31, 2004 was $151,027 and is recorded
as other incone in the acconpanying financial statenents.

The maj or conponents of deferred tax assets at March 31, 2004 and 2003 are
as foll ows:

2004 2003
Net operating loss carry forwards $ 6,736, 336 $ 4, 486, 167
Val uati on al |l owance (6, 736, 336) (4, 486, 167)
$ -- $ --

At March 31, 2004, a 100% valuation allowance is provided, as it is
uncertain if the deferred tax assets will be wutilized. The valuation
al | owance increased during 2004, 2003 and 2002 by $2,250, 169, $1, 357,792
and $304, 375, respectively.

At March 31, 2004, for federal incone tax purposes, the Conpany has unused
net operating |loss carryforwards of approximtely $20,518,995 expiring in
2007 through 2015. For state tax purposes, the Conpany has $11,011, 302 of
unused net operating | osses, which are net of the $9, 539,503 of New Jersey
net -operating | osses sold, as discussed above.

NOTE 9 - COVM TMENTS AND CONTI NGENCI ES

<PACE>

EMPLOYMENT AGREEMENTS

The Conpany had an enpl oynent agreenent ("Enployment Agreenent”) with its
former President/CEQ, Atul M Mehta.

On June 3, 2003, Dr. Mehta resigned fromall positions that he held with
the Conpany, while reserving his rights under his Enpl oynent Agreenent and
under common law. On July 3, 2003, Dr. Mehta instituted litigation against
Elite and one of its directors, in the Superior Court of New Jersey, for,
anmong other things, allegedly breaching his Enploynent Agreenent and for
defamation, and clains that he is entitled to receive his salary through
June 6, 2006.

ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
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EMPLOYNMENT AGREEMENTS

The Conmpany and Dr. Mehta settled their litigation subsequent to March 31,
2004 (See Note 13). The Conpany accrued $400, 000 for compensation owed to
Dr. Mehta as of March 31, 2004, in accordance wth the settlenent
agr eenent .

On July 23, 2003, the Conpany entered into an agreenent with its new Chief
Executive Officer, Bernard Berk. The initial terns of this agreenent is
three years. Pursuant to this agreenent:

- M. Berk is entitled to receive a base salary of $200,000 per annum
subject to increase to $330,140 if and when the Conpany consunmmates
a Strategic Transaction (as defined in the enployment agreenent);

- The Conpany confirnmed its grant to M. Berk on June 3, 2003 of
options to purchase 300,000 shares of the Conpany's commpn stock
at $2. 01 per share. Al of these options are vested.

- The Conpany granted M. Berk options to purchase an additional
300, 000 shares of its common stock, with an exercise price equal to
$2.15, the closing price of the Conpany's commpn stock on the date
of grant. These options wll vest solely upon consummation of a
Strategi c Transaction.

- M. Berk will be appointed as a director of the Conpany if he is
serving as its Chief Executive Officer follow ng the consunmation of
a Strategic Transaction.

- M. Berk will be entitled to receive severance in accordance wth
the enployment agreenent if he is termnated wthout cause or
because of his death or permanent disability or if he term nates his
enmpl oynent for good reason or following a "change-of-control." The
severance wll be payable in accordance with the terns of his
enpl oyment agr eenent .

CONSULTI NG AGREEMENTS

The Conpany entered into one year consulting agreenments with each of Saggi
Capital Corp. and Bridge Ventures Inc. on Novenber 4, 2003. The
consultants' services wll include, but not be linmted to, advice with
respect to overall strategic pl anni ng, financing opportunities,
acquisition policy, comercial and investnment banking relationships and
stockhol ders matters. In consideration of each consultant's services, the
Conpany agrees to pay it $75,000 payable in nonthly installments of $6,250
and to issue to the consultant a warrant to purchase 100,000 shares of the
Conpany's commpn stock. For the year ended March 31, 2004, consulting
expenses under both agreenents aggregated $30,000 plus approximtely
$470,000 attributable to the issuance of warrants.

On July 3, 2003, the Conpany entered into an agreenent with Leerink Swann
& Conpany to provide a Valuation and a Fairness Opinion in order for the
Conpany to conplete a proposed acquisition for which it received a
non-refundabl e retai ner fee of $50,000. If and when the Board of Directors
requests a Fairness Opinion, Leerink's conpensation shall be $50,000. For
the year ended March 31, 2004, consulting expenses under this agreenent
amounted to the $50, 000 non-refundabl e retainer fee.
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REFERRAL AGREEMENTS

On January 29, 2002, the Conpany entered into a Referral Agreenent with a
Director (Referring Party) whereby Elite will pay the Referring Party a
fee based upon paynents received by Elite from sales of products,
devel opnment fees, licensing fees and royalties generated as a direct
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result of the Referring Party identifying custonmers for Elite. These
amounts shall be reduced by the cost of goods sold directly incurred in
the manufacturing or development of products as well as any direct
expenses associated with these efforts. Elite will pay Referring Party a
referral fee each year equal to:

PERCENTAGE OF REFERRAL

BASE FROM TO
5% $ 0 $1, 000, 000
4% 1, 000, 000 2,000, 000
3% 2,000, 000 3, 000, 000
2% 3, 000, 000 4, 000, 000
1% 4, 000, 000 5, 000, 000

NO AMOUNTS HAD BEEN EARNED THROUGH MARCH 31, 2004.

On August 1, 1998, the Conpany entered into a consulting agreenment (the
"1998 Agreenent") with a conmpany owned by a Director for the purpose of
providing managenent, narketing and financial consulting services for an
unspecified term Terns of the agreement provided for a nonrefundable
monthly fee of $2,000. This conpensation was applied agai nst amounts due
pursuant to a business referral agreement entered into on April 8, 1997
(the "1997 Agreenent") with the sane party.

Terms of the 1997 Agreenent provided for paynents by the Conpany based
upon a fornula, as defined, for an unspecified term On Novernber 14, 2000,
the Conmpany anended its 1997 Agreenent to provide certain consulting
services for the period beginning November 1, 2000 through OCctober 31,
2003. The Conpany previously advanced $20,000 under the 1997 Agreenent in
addition to a payment of $50,000 made during the year ended March 31,
2001. The 1997 Agreenent called for 25 nonthly installnments of $3,200
begi nni ng on Decenber 1, 2001.

Consul ti ng expense under the 1997 and 1998 Agreenents anmpunted to $28, 800,

$38, 400 and $12,800 for the years ended March 31, 2004, 2003 and 2002,
respectively. The agreenent term nated on Novenber 30, 2003.
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COLLABORATI VE AGREEMENTS

On Decenber 18, 2003, the Conpany and Pivotal Devel opnent, L.L.C. entered
into an agreenent to develop a controlled release product utilizing
Elite's proprietary drug delivery technology. The product is a generic
equivalent to a drug losing patent exclusivity wth addressable market
revenues of approximately $150 million per year. The agreement will also
provide an option to develop a controlled rel ease NDA product.

Under the collaboration agreenent, Pivotal Devel opnent will be responsible
for taking the Elite fornulation through clinical developnent and the FDA
regul atory approval process. The partners will seek a license during the
devel opnent cycle from a pharmaceutical conpany which has the resources to
effectively market the product and share the cost of defining the product
agai nst any | awsuits.

Elite and Pivotal wll bear costs in their respective areas of
responsibility. In addition, Pivotal shall pay Elite $750,000 upon
attai nment of certain milestones outlined in the agreenent.

In June 2001, the Conpany entered into two separate and distinct
devel opnment and license agreements with another pharnaceutical conpany
("partner"). The Conpany is devel oping two drug conpounds for the partner
in exchange for certain paynments and royalties. The Conpany al so reserves
the right to manufacture the conpounds. The Conpany received $250, 000 and
$300, 000, respectively, on these two agreenents, which were earned during
the year ended March 31, 2002. The Conpany is currently proceeding wth
the developnment and fornulation for both products as specified in the
devel opnent agreenents. During the years ended March 31, 2004 and 2003,
the Conpany earned revenues of $105,000 and $85,000, respectively, for



addi tional devel opment and fornul ation for both products.

On Septenber 13, 2002, the Conpany, entered into a manufacturing agreenent
with Ethypharm S. A ("Ethypharn'). Under the terns of this agreenent, the
Conmpany has initiated the nmanufacturing of a new prescription drug product
for Ethypharm The Conpany received an upfront manufacturing fee for the
first phase of the technology transfer and billed an additional anpunt
upon the conpletion of the first phase of manufacturing. The Conpany is
entitled to receive additional fees in advance for the final phase of the
manufacturing. In addition, if and when FDA approval is obtained and if
requested by Ethypharm the Conpany will manufacture commercial batches of
the product on terns to be agreed upon. As of March 31, 2004, the Conpany
billed and earned revenues of $280,000 under this agreement, all if which
was billed and earned during the year ended March 31, 2003, in accordance
with the substantive mnilestone nmethod of revenue recognition. Under this
met hod, the nilestone paynents are considered to be paynents received for
the acconplishment of a discrete, substantive earnings event. Accordingly,
the non-refundable nilestone paynents are recognized in full when the
mlestone is achieved. |In addition to nilestone paynments, the Conpany
billed and recognized $75,000 in additional revenues as a result of the
manufacturing and delivery of additional batches during the year ended
March 31, 2003.
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TREASURY STOCK TRANSACTI ONS

At a special neeting of the Conpany's Board of Directors held on June 27,
2002, the Board authorized the Conmpany to purchase up to 100, 000 shares of
its common stock in the open market no later than Decenber 31, 2002. As of
March 31, 2003, the Conpany had purchased 100,000 shares of common stock
for total consideration of $306, 841.

PUBLI C OFFERI NGS

In July 1998 the Conpany filed a registration statenent on Form SB-2 under
the Securities Act of 1933, as anended, for the purpose of registering
securities previously sold to and held by various corporations and
individuals. The Conpany did not receive any proceeds upon filing of this
Form SB-2. The securities registered consisted of 3,725,000 shares of the
Conmpany's $.01 par value conmpn stock, including 1,525,000 redeemable
common stock purchase warrants.

In March 2000, the Conpany filed a registration statement on Form SB-2
under the Securities Act of 1933, as anmended, for the purpose of
registering securities previously sold to and held by various corporations
and individuals. The Conpany did not receive any proceeds upon filing of
this Form SB-2. The securities registered consisted of 3,297,539 shares of
the Conmpany's $.01 par val ue common stock, 2,022,537 wunderlying Class A
and Class B commpn stock purchase warrants, and 317,250 Class A common
stock purchase warrants.

PRI VATE PLACEMENT OFFERI NGS

In a private placement offering dated May 17, 1999, the Conpany raised
$4,462,500 fromthe sale of 12.75 wunits of its securities; each wunit
consisting of 100,000 shares of common stock of the Conpany and 50, 000
warrants, each warrant entitling the holder to purchase one share of
common stock at an exercise price of $5.00 per share during the five year
period comencing with the date of closing of the private placenment
menor andum (June 16, 1999). The price per unit was $350,000. This resulted
in the issuance of 1,275,000 shares of common stock and 637,500 warrants
to purchase common stock, at an exercise price of $5.00 per share.

In a private placement offering concluded in Decenber 2003 the Conpany
sold 1,645,000 shares of Common Stock for aggregate proceeds of
$3,290,000. It paid a cash connission of $75,000 to the Placenent Agent
and issued to the agent and its associates five year warrants to purchase
50,000 shares of Common Stock at a price of $2.00 per share. The Conpany
granted to the purchasers and the Placenment Agent piggyback registration
rights.



<PAGE>

PREFERRED STOCK

As further discussed in Note 7, on Cctober 16, 2000, Elite entered into an
agreenment (the "Joint Venture Agreerment") wth Elan I nternational
Services, Ltd. and Elan Corporation, plc. (together "Elan"), under which
the parties formed a joint venture, Elite Research, Ltd. ("ERL"). Under
the terms of the Joint Venture Agreenent, 409,165 shares of the Conpany's
common stock and 12,015 shares of a neWwly created Series A Convertible
Exchangeable Preferred Stock ("Series A Preferred Stock") were issued to
Elan for consideration of $5,6000,000 and $12,015,000, respectively.
Proceeds fromthe sale of the Series A Preferred Stock were used to fund
the Conpany's 80.1% share of ERL, as further discussed in Note 7.
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( CONTI NUED)
PREFERRED STOCK ( CONTI NUED)

The Series A Preferred Stock accrued a dividend of 7% per annum
conpounded annually and payable in shares of Series A Preferred Stock.
Di vi dends accrued and conpounded annually beginning on October 16, 2001.
As of Septenber 30, 2002 (the termination date of the Joint Venture), the
Conpany had accrued dividends of $1,740,973 on the Series A Preferred
Stock. During the year ended March 31, 2003, the Conpany issued preferred
stock to satisfy accrued dividends.

On Cctober 17, 2000, the Conpany authorized 7,250,000 shares of newy
created Series B Preferred Stock of which 4,806,000 was designated for
issuance to Elan for a total consideration of $4,806,000. These shares
were issuable fromtinme to tine to fund the Conpany's 80.1% portion of
capital contributions to ERL and for funding of the research and
devel opnent activities for ERL.

The Series B Preferred Stock accrued a dividend of 7% per annum of the
original issue price, conpounded on each succeeding twelve nonth
anniversary of the first issuance and payable solely by the issuance of
addi tional shares of Series B Preferred Stock, at a price per share equal
to the original issue price. Dividends were accrued and conpounded
commencing one year after issuance. As of Septenber 30, 2002 (the
termination date of the joint venture), the Conpany had accrued divi dends
of $14,000 on the Series B Preferred Stock. During the year ended March
31, 2003, the Conpany issued preferred stock to satisfy accrued dividends.

During the fiscal year ended March 31, 2003, the Conpany made capital
contributions to ERL in the amount of $573,000. These contributions were
financed by the proceeds fromthe issuance to Elan of 573,000 shares of
Series B Preferred Stock. These contributions were in addition to a
capital contribution in the ambunt of $200, 000 nade by the Conpany to ERL
during the fiscal year ended March 31, 2002.

JO NT- VENTURE TERM NATI ON

In addition to the issuance of shares as described above, on Cctober 17,
2000 the Conpany issued to Elan 100,000 warrants to purchase the Conpany's
conmmon stock at an exercise price of $18 per share. The warrants are
exercisable at any tine on or before October 17, 2005. Subject to a
Term nation Agreenent between the Conpany and El an dated Septenber 30,
2002, the Conpany acquired Elan's 19.9% interest in ERL, and El an
transferred its warrants and its 12,015 shares of Series A Preferred Stock
to a third party along with accrued dividends of 1,741 shares. On Novenber
6, 2002, under a transfer and assignnent anong the Conpany, Elan and a
third party purchaser, all 13,756 shares of Series A Preferred Stock have
been converted, according to their terns, into 764,221 shares of the
Conmpany's common stock wusing the $18 per share price. Elan retained
409, 165 shares of the Conpany's comon stock and 773,000 shares of Series
B Preferred Stock, the latter of which was converted into 52,089 shares of
the Conmpany's common stock. Both of the Series A and Series B preferred
stock were converted into the Conmpany's commpn stock in accordance wth
their terms. The warrants remain unexerci sed at March 31, 2004.
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NOTE 10 - STOCKHOLDERS EQUITY (DEFICIT)

( CONTI NUED)
JO NT- VENTURE TERM NATI ON ( CONTI NUED)

For the period of one year after the issuance of the above shares of
common stock, Elan and the third party purchaser have the right to require
registration under the Securities Act of 1933, as anended ("the Securities
Act") of all or part of these securities. Al registration expenses woul d
be borne by the requesting party. Elan and the third party purchaser also
have the right to piggyback registration if at any time the Conpany
proposes to register shares of its common stock under the Securities Act.

WARRANTS

To date, the Conpany has authorized the issuance of common stock purchase
warrants, wth ternms of five to six years, to various corporations and
individuals, in connection wth the sale of securities, |oan agreenments
and consul ting agreenents. Exercise prices range from $2.00 to $18. 00 per
warrant. The warrants expire at various tines through October 17, 2005.

A summary of warrant activity for the fiscal years indicated bel ow were as
foll ows:

<TABLE>
<CAPTI N>
2004 2003 2002

<S> <G <C <C
Begi nni ng bal ance 733,752 2,669, 477 2,983,928
Warrants issued 200, 000 -- --
Warrants issued pursuant to Placenent Agent

Agr eenent 50, 000 8, 136 2,260
Pl acenent Agent Warrants Exercised -- (158, 652) (24, 408)
Class C Warrants 1,723, 237 -- --
Warrants exercised or expired (52, 750) (1,829, 957) (298, 179)
Endi ng bal ance 2,654, 239 733,752 2,669, 477
</ TABLE>

<PACE>

CLASS A WARRANT EXCHANGE OFFER

On Cctober 23, 2002, the Conpany entered into a Settlenent Agreement with
various parties in order to end a Consent Solicitation and various
litigation initiated by the Company. The Agreenent provided, anong other
things, an agreenent to commence an exchange offer (the "Exchange Offer")
whereby holders of the Conpany's Class A Warrants which expired on
Novenber 30, 2002 (the "Od MWarrants") had the opportunity to exchange
those warrants for new warrants (The "New Warrants") upon paynent to the
Conpany of $0.10 per share of commpn stock issuable upon the exercise of
the old warrants. |In Septenber 2003 the Conpany issued New Warrants to the
record holders as of Novenber 30, 2002 of the Od Wrrants without
requiring any cash paynent.

Each New Wirrant is exercisable for the sane nunber of shares of common
stock as the Od Wrrants at an exercise price of $5.00 per share, and

expires on Novenmber 30, 2005. The New Warrants are not transferable except
pursuant to operation of |aw
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NOTE 10 - STOCKHOLDERS EQUITY (DEFICIT)
( CONTI NUED)

CLASS A WARRANT EXCHANGE OFFER ( CONTI NUED)

During the year ending Mrch 31, 2003, the Conpany expensed $242,338
relating to the Exchange Offer, which represents the fair value of the New
Warrants,. The per share weighted-average fair value of each warrant on
the date of grant was $1.10 using the Bl ack-Scholes option pricing nodel
with the following weighted-average assunptions: no dividend vyield;
expected volatility of 73.77% risk-free interest rate of 2.88% and

expected lives of 3 years. The elinmnation of the $0.10 per share fee
resulted in an additional charge of $172,324 during the year ended March
31, 2004.

For the year ended March 31, 2003 the Conpany incurred |egal fees and
other costs anmpunting to approximtely $100,000, in connection with the
Exchange Offer, which has been charged to additional paid-in capital.

NOTE 11 - STOCK CPTI ON PLANS

Under various plans, the Conpany nay grant stock options to officers,
sel ected enployees, as well as nmenbers of the board of directors and
advi sory board menbers. Al options have generally been granted at a price
equal to or greater than the fair market value of the Conpany's common
stock at the date of grant. Cenerally, options are granted with a vesting
period of up to three years and expire ten years fromthe date of grant.
Transactions under the various stock option and incentive plans for the
years indicated were as foll ows:

4.01 - 6.00 311, 000 8. 15 5.55

156, 000

<TABLE>
<CAPTI N>
2004 2003 2002
AVERAGE AVERAGE AVERAGE
WEI GHTED WEI GHTED WEI GHTEC
EXERCI SE EXERCI SE EXERCI SE
OPTI ONS PRI CE OPTI ONS PRI CE OPTI ONS PRI CE
<S> <C <C <C <C <C <C
Qut st andi ng at
begi nni ng of year 2,266, 850 $5. 74 2,056, 850 $5. 82 2,009, 064 $5. 64
Grant ed 1, 024, 000 2.23 210, 000 5.00 113, 000 9.22
Exerci sed (15, 000) 2.00 -- -- (20, 000) 6. 00
Expi red (858, 800) 7.38 -- -- (25, 000) 7.80
Pur chased for
retirement -- -- -- -- (20, 214) 4.00
Qut standi ng at
end of year 2,417, 050 $3. 70 2, 266, 850 $5. 74 2, 056, 850 $5. 82
</ TABLE>
F-28
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NOTE 11 - STOCK OPTI ON PLANS ( CONTI NUED)
The following table sumuarizes information about stock options outstanding
at March 31, 2004:
<TABLE>
<CAPTI ON\>
WEI GHTED AVERAGE WEI GHTED- EI GHTED
REMAI NI NG AVERAGE AVERAGE
RANGE OF OPTI ONS CONTRACTUAL EXERCI SE OPTI ONS EXERCI SABLE
EXERCI SE PRI CE QUTSTANDI NG LI FE ( YEARS) PRI CE EXERCI SABLE PRI CE
<S> <C <G <C <C <C
$1.00 -- $2.00 503, 750 1.40 $ 1.70 503, 750 $ 1.70
2.01 -- 4.00 1, 209, 000 5.47 2.20 810, 000 2.20



6.01 - 8.00 60, 300 6.75 6. 50

$1.00 - 10.00 2,417,050 5.11 $ 3.10

The per share weighted-average fair value of each option granted during
fiscal 2004, 2003 and 2002 ranged from $1.03 to $2.68, $1.28, and $8. 38,
respectively, on the date of grant using the Bl ack-Schol es options pricing
nodel with the followi ng wei ghted-average assunptions; no dividend yield;
expected volatility ranging from75.47%to 77.97% 75.40% and 76.69% for
fiscal years 2004, 2003, and 2002, respectively; risk-free interest rate
of 4.0%in 2004, 4.0%in 2003 and rates ranging from4.55%to 4.875%in
2002, and expected lives ranging fromfive to ten years.

NOTE 12 - MAJOR CUSTQVERS

<PACE>

For the years ended March 31, revenues from nejor custoners are as
foll ows:

2004 2003 2002
Cust omer A -- 29.79% 50. 19%
Customer B -- 56. 32% --
Custoner C 40. 70% 13.49% --
Customer D 59. 30% -- --

Custoner A represents ERL, a joint-venture until Septenber 30, 2002, when
it became a wholly-owned subsidiary of the Conpany, as further discussed
in Note 7. Revenues after Septenber 30, 2002, are elimnated in
consol i dati on.

ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

MARCH 31, 2004, 2003 AND 2002

NOTE 13 - SUBSEQUENT EVENTS

On April 21, 2004, the Conpany settled the litigation between Dr. Atul
Mehta, its forner president and chief executive officer of the Conpany.
Under the settlement agreenent, Dr. Mehta relinquished any rights to the
Company's patents and intellectual properties and agreed to certain
non-di scl osure and certain linmted non-conpetition covenants. The Conpany
agreed to pay Dr. Mehta $400,000 and certain expense reinbursements in
accordance with the settlenent agreenent, and received a short term option
for the Conpany or its designees to acquire all of the shares of the
common stock of the Conpany held by Dr. Mehta and his affiliates at $2.00
per share. The Conpany paid $100, 000 into escrow which will be released to
Dr. Mehta if the Conpany option is not exercised wthin 90 days. As part
of the settlenent, the Conpany extended expiration dates of «certain
options to purchase 770,000 shares of Common Stock held by Dr. Mehta and
also provided himwth certain "piggyback" registration rights wth
respect to shares underlying his options.

On May 10, 2004, Elite Labs entered into an agreenent with Purdue Pharm
L.P.  ("Purdue") through which Purdue was granted the exclusive right to
evaluate certain abuse resistance drug fornulation technology of the
Conmpany and an exclusive option to negotiate a license to develop and
commercialize oxycodone products under the Conpany's technology. The
Conpany' s proprietary abuse resistance technology is designed to
di scourage and reduce abuse of narcotic analgesic nedications by meking
the products nore difficult to abuse when crushed, damaged or otherwi se
mani pul at ed.

On May 14, 2004, the Conpany's Board of Directors appointed Bernard Berk,
its Chief Executive Oficer and President, to the additional posi tion of
Chai rman of the Board of Directors.

On June 22, 2004 the Conpany's stockhol ders approved the 2004 Stock Option
Pl an providing for grants of incentive and nonqualified stock option with
respect to 1,500,000 shares including shares which are to be subject to
options to be granted to enployees in replacenent of outstanding options



hel d by them The stockholders also ratified the amendments of terms of
outstanding options and warrants including the repricing of options with
respect to 420,000 shares which will result in a significant charge to
earnings. A proposal to amend the Certificate of |Incorporation of the
Conmpany to increase the authorized 25,000,000 shares of Common Stock to
65, 000, 000 shares of Common Stock and 5,000,000 shares of Preferred stock
is to be considered at the adjourned neeting scheduled to be held on July
19, 2004.

Elite Labs is currently negotiating an agreement wth a financial
institution to finance the purchase of certain machinery and equi prent and
to recast the outstanding balance due to a bank in the approxi mate anount
of $212,000. Under the terms of the proposed agreenent, Elite Labs is to
borrow $612, 000 payable in 36 nonthly installnents of $20,917, including
principal plus interest at 14% per annum The proposed agreenent is to
provide that the (i) loan will be secured by two pieces of equipnment and
the guaranty of the Conpany, (ii) restricted cash currently held as
collateral wunder the note payable in the anpunt of $225,000 is to be
rel eased to the lender, of which $125,500 will be utilized to prepay the
first six nmonthly paynents wunder the loan and (iii) the balance wll be
held as a security deposit which is to be released if the Conpany raises
certain proceeds fromthe sale of its securities or other licensing fees.
No assurance can be given that the proposed agreenent will be executed or
if the agreenent is executed that the agreenment will provide the foregoing
terns.
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