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FORWARD LOOKI NG STATEMENTS

THI'S ANNUAL REPORT ON FORM 10- K AND THE DOCUMENTS | NCORPORATED HEREIN CONTAI N
"FORWARD- LOOKI NG STATEMENTS" W TH N THE MEANING OF THE PRI VATE SECURITIES
LI TI GATI ON REFORM ACT OF 1995. SUCH FORWARD- LOOKI NG STATEMENTS | NVOLVE KNOAN AND
UNKNOWN  RI SKS,  UNCERTAI NTIES AND OTHER FACTORS WHICH MAY CAUSE THE ACTUAL
RESULTS, PERFORMANCE OR ACHI EVEMENTS OF THE COWPANY, OR | NDUSTRY RESULTS, TO BE
MATERI ALLY DI FFERENT FROM ANY FUTURE RESULTS, PERFORMANCE OR ACHI EVEMENTS
EXPRESSED OR |IMPLIED BY SUCH FORWARD-LOOKING STATEMENTS. WHEN USED IN 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 LI M TING THE FOREGO NG
THE WORDS "PLAN', "INTEND', “MAY," “WLL," "EXPECT," "BELIEVE", "COULD, "
" ANTI ClI PATE, " "ESTI MATE," OR "CONTINUE' OR SIMLAR EXPRESSIONS OR OTHER
VARIATIONS OR  COWPARABLE TERM NOLOGY ARE INTENDED TO |DENTIFY  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 HEREOF. EXCEPT
AS REQU RED BY LAW THE COWANY UNDERTAKES NO OBLIGATION TO UPDATE ANY
FORWARD- LOOKI NG STATEMENTS, WHETHER AS A RESULT OF NEW | NFORMATI ON, FUTURE
EVENTS CR OTHERW SE.

ANY REFERENCE TO "ELITE", THE "COWPANY"," WE", "US", "QUR' OR THE "REG STRANT"
MEANS ELI TE PHARMACEUTI CALS INC. AND | TS SUBSI DI ARI ES.
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PART |
ITEM 1. BUSI NESS
GENERAL

Elite Pharmaceuticals, |Inc. ("Elite Pharmaceuticals") was incorporated
on Cctober 1, 1997 under the |laws of the State of Del aware, and our whol | y- 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 Pharnaceuticals,
Elite Labs and Elite Research are referred to herein, collectively, as "Elite",
"we", "us", "our" or the "Conpany".

On Cctober 24, 1997, Elite Pharnaceuticals nerged with and into our
predecessor conpany, Prologica International, Inc. ("Prologica"), an inactive
publicly held Pennsylvania corporation. At the same tine, Elite Labs nerged with
a whol | y-owned subsidiary of Prologica. Following these nergers, Elite
Pharnaceuticals survived as the parent to its wholly-owned subsidiary, Elite
Labs.

On Septenber 30, 2002, we acquired from Elan Corporation, plc and Elan
International Services, Ltd. (together "Elan") Elan's 19.9% interest in Elite
Research, Ltd. ("ERL"), a joint venture formed between Elite and El an 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 Decenmber 31, 2002, ERL (a Bernuda
Corporation) was nmerged into Elite Research, our wholly-owned subsidiary.

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

Elite Pharmaceuticals, Inc., 165 Ludl ow Avenue, Northvale, New Jersey
07647; Phone No.: (201) 750-2646; Facsinile No.: (201) 750-2755.

W file registration statenents, periodic and current reports, proxy
statenents and other materials with the Securities and Exchange Conmi ssion. You
may read and copy any materials we file with the SEC at the SECs Public
Ref erence Room at 450 Fifth Street, NW Washington, DC 20549. You nmy obtain
information on the operation of the Public Reference Roomby calling the SEC at
1-800- SEC-0330. The SEC mmintains 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.

BUSI NESS OVERVI EW AND STRATEGY

Elite is a specialty pharmaceutical conpany principally engaged in the
devel opnent and manufacture of oral, controlled release products. Elite devel ops
controlled release products wusing proprietary technology and |icenses these
products. The Conpany's strategy includes developing generic versions of
controlled release drug products with high barriers to entry and assisting
partner conpanies in the life cycle managenent of products to inprove of f-patent
drug products. Elite's technology is applicable to devel op del ayed, sustained or
targeted rel ease pellets, capsules, tablets, granules and powders. Elite has one
product in the allergy therapeutic area currently being sold comercially by our
marketing partner, ECR Pharneceuticals. Elite also has a pipeline of eight
addi tional drug products under devel opnent in the therapeutic areas that include
pai n managenent, allergy, cardiovascular, and infection. The addressabl e market
for Elite's pipeline of products exceeds $6 billion in the aggregate.
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Elite's current facility in Northvale, New Jersey is a Good Manufacturing
Practice (GW) and DEA registered facility for research, developnent, and
manuf act uri ng.

STRATEGY

We are focusing our efforts on the following areas: (i) manufacturing
of Lodrane 24(R) product; (ii) the developnent of the other products in our



pipeline; and (iii) comercial exploitation of our products either by |icense
and the collection of royalties, or through the manufacture of tablets and
capsul es using our fornulations, and (iv) developnent of new products and the
expansion of our licensing agreenents wth other pharmaceutical conpanies,
i ncl udi ng co-devel opment projects, joint ventures and other coll aborations.

We are focusing on the development of various types of drug products,
i ncl udi ng, generic drug products (which require abbrevi at ed new drug
applications ("ANDA')) as well as branded drug products (which require new drug
applications ("NDA") wunder Section 505(b)(1) or 505(b)(2) of the Drug Price
Conpetition an Patent Term Restoration Act of 1984 (the "Drug Price Act").

We intend to continue to collaborate in the developnent of additional
products wth our current partners. W also plan to seek addi ti onal
col | aborations to devel op nore drug products.

We believe that our business strategy enables us to reduce our risk by
having a diverse product portfolio that includes both branded and generic
products in various therapeutic categories; and building collaborations and
establishing |icensing agreements with conpanies with greater resources thereby
allowing us to share costs of devel opnment and to inprove cash-fl ow.

RESEARCH AND DEVELCOPMENT

During each of the last three fiscal years, we have focused on research
and devel opment activities. W spent $4,343,980 in the fiscal year ended March
31, 2006, $2,698,641 in the fiscal year ended March 31, 2005 and $2,075,074 in
the fiscal year ended March 31, 2004 on research and devel opnent activities.

O our eight controlled release products in the pipeline, two are for
pain (ELI 216 is an abuse resistant oxycodone and ELI 154 is a once daily
oxycodone), one is for an allergy indication (we already have one allergy
product on the narket), two (doxycycline and ni trof urantoin) are for
anti-infective indications, one is for gastrointestinal disorders, one is for an
undi scl osed indication and one (diltiazenm) is for cardiovascular indications.

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
deternmine, 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 may not occur. In this instance, we
believe that disclosure of the information in the following table is helpful for
the description of the general nature, orientation and activity of the Conpany,
and the disclosures are made for such purpose. No inference should be made 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
contractual obligations. W believe that the information is helpful on a
one-time basis for the purpose described above.
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The following table provides information concerning the controlled
rel ease products that we are devel oping and to which we are devoting substanti al
resources and attention. None of these products has been approved by the FDA and
all are in devel opnent.

<TABLE>
<CAPTI ON>
PRODUCT BRANDED APPROX. U.S. SALES NDA/ PARTNER
PRODUCT( a) FOR BRAND AND/ OR ANDA
GENERI C PRODUCTS
(2005)
$MM b)
<S> <C <C <C <C
ELI 154 OxyContin(R) $2, 000 NDA None
Once Daily Oxycodone
twi ce a day(c)
ELI 216 N A(f) N A(f) NDA None
Twi ce daily
oxycodone with abuse
resi stant technol ogy
(ART(T™))
Undi scl osed product N A(f) N A(f) Undi scl osed ECR Phar naceutical s
wi th partner (Ri chnond, VA)
Ni t rof urantoin Macr obi d(R) $48 ANDA Pliva US, Inc.
Hanover, NJ)
Undi scl osed Undi scl osed $100 ANDA Oit Laboratories,

Inc.(e).

(East Hanover,

| NDI CATI ON

<C
Pai n Managenent

Pai n Managenent

Al l er gy

Infection

Undi scl osed



Lansoprazol e Prevaci d(R) $3, 800 ANDA Intel li Pharmacutics
(Toronto, Canada)
Diltiazem Car di zem CD( R) $230 ANDA None
Once a day
Doxycycl i ne Dor yx( R) $110 ANDA Ti sh Technol ogi es,
Inc. (e) East Hanover,
NJ)
and Harris
Phar naceuticals (Ft.
Meyers, FL)
</ TABLE>
(a) The nane of our conpetitor's branded product.
(b) I ndi cates the approxi mate anpunt of sales of our conpetitor's product
and any generics (if there are any). It is not the sales of any of our
product s.
(c) An IND was filed and accepted by the FDA with respect to the Twice a
day.
(d) This includes an agreenent that grants to Elite a percent of paynents
paid to its Canadian partner for commercial sale of a generic of this
product .
(e) Oit Laboratories and Tish Technologies are affiliates
(f) N A neans not applicable because there is no branded product on the
nar ket
3
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The tabl e bel ow presents information with respect to the devel opnent of
ei ght of the products under devel opment. For sone of the products, we intend to
make NDA filings under Sections 505(b)(1) or 505(b)(2) of the Drug Price Act.
Accordingly, we anticipate, as to which there is no assurance, that the
devel opment tinetable for the products for which such NDA filings are made woul d
be shorter and |ess expensive. Conpletion of developrment of products by us
depends on a nunber of factors, however, and there can be no assurance that
specific time frames wll be met during the developnment process or that the
devel opnent of any particular products w |l be continued.

In the table, Pilot Phase | studies for the NDA products are generally
prelimnary studi es done in heal t hy human subj ects 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 the product to the FDA for
review. Pilot bioequivalence studies are initial studies done in humans for
generic products and are used to assess the l'i kel i hood of achieving

bi oequi val ence for generic products. Larger pivotal bioequival ence studies wll
be required prior to subm ssion of the product to the FDA for review

DEVELOPMENT STAGE NUMBER OF PRODUCTS NDA/ ANDA
Preclinical 2 ANDA
Pil ot Phase | study 2 NDA
Pi | ot bi oequi val ence study 3 ANDA
Pre- Launch 1 (1)
(1) The partner is handling the FDA and other regulatory filings

in connection wth the product. Elite is working withits
partner and is targeting to launch this product oprior to
Decenber 31, 2006 before the end of this cal endar year.

COWMERCI AL PRCDUCT

Elite nmanufactures a once daily allergy product, Lodrane 24(R), that
was co-devel oped w th our partner, ECR Pharmaceuticals. The product is being
mar ket ed by ECR which also has the responsibility for regulatory natters. In
addition to receiving revenues for nmanufacture of the product, Elite also
receives a royalty on in-market sales.

MANUFACTURI NG, CO- DEVELOPMENT AND LI CENSE AGREEMENTS

In Septenber 1999 Elite entered into an agreenent w th an undi scl osed
partner to co-develop a chrono diltiazem product. A pilot pharmacokinetic study
has been conducted, but until we have additional resources to devote to this
product and locate a partner, we will not performfurther clinical studies.

Gastrointestinal
di sorders(d)

Car di ovascul ar

Infection



I'n June 2001, we entered into two developnent contracts pursuant to
which we agreed to commercially devel op two products in exchange for devel opnent
fees, certain paynments, royalties and manufacturing rights. One product, Lodrane
24(R), was first commercially offered in Novenber 2004, and our revenues for
manufacturing the product and a royalty on sales for the year ended March 31,
2005 aggregated $150,030 and for the year ended March 31, 2006 aggregated
$550, 697. The paynents under the foregoing agreenents for the year ended March
31, 2004 were not material. Developnent of the second product continues and is
targeted for |aunch before Decenber 31, 2006.

4
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On March 30, 2005, we entered into a three party agreement with Tish
Technol ogi es, Inc. and Harris Pharmaceuticals, Inc. ("Harris") for the
co-devel opnent and license of a controlled release product that is a generic
equi val ent of a commercial product sold as Doryx(R). Upon its devel opment and
the securing of the required FDA approval by the fornulation devel opnent
conpany, Elite is to manufacture and sell the commercially devel oped drug to the

marketing conpany for distribution. |In addition to the transfer price to the
marketing conpany, we are to share the profits, if any, realized upon sales. On
June 19, 2006, we received witten notice fromHarris of Harris' intent to

term nate the agreement in accordance with Section 9.3 of the agreenent. Elite
isin discussions to continue the developrment of this product wth Tish
Technologies wth the intent to license the product to a third party for
distribution. As the date hereof, there have been no material revenues earned
under the Agreenent.

On June 21, 2005, Elite entered into a product developrent and
conmmerci al i zati on agreement with IntelliPharmaCeutics Corp. ("IPC'), a privately
hel d, specialty pharmaceutical Canadi an conpany that devel ops generic controlled
rel ease drug products. It is affiliated with |IntelliPharmaCeutics, Ltd. The
agreenent provides for the co-devel opment and comercialization of a controlled
rel eased product that is the generic equivalent of a commercial product sold as
Prevaci d(R). IntelliPharmaCeutics has taken a fornmulation for the product into a
pil ot bioequival ence biostudy. Elite with IntelliPharmaCeutics intends to scale
up the product, conplete additional biostudies and secure the required FDA
approval for commercialization of the product. Upon commercialization, Eliteis
to share the profits, if any, realized upon sales.

On June 22, 2005, Elite entered into a Product Developnent and License
Agreement with Pliva, Inc., providing, for the developnent and |license of a
controlled rel eased product that is a generic equivalent to a comrercial product
sold as Macrobid(R). Under the agreenent, Pliva is to make upfront and mlestone
payments in the aggregate of $550,000 to the Elite. W are to nanufacture and
Pliva is to narket and sell the product. The devel opment costs will be paid by
Pliva and Elite and the profits will be shared equally.

On December 12, 2005, Elite and IPC anended their obligations to
suspend their obligations wunder the IPC Agreement with respect to the
devel opment and commercialization of the controlled release drug product in

Canada. |IPC, in turn, entered into an agreenent wth ratiopharm a Canadian
conmpany, for the devel opment and commercialization for the product in Canada and
will pay Elite a certain percentage of any paynments received by | PC with respect

to the comercial sale of this product by ratiopharmin Canada.

On January 10, 2006, Elite entered into an agreement with Oit
Laboratories LLC, an affiliate of Tish Technologies LLC, providing that Elite
and Orit will co-develop and commercialize an extended rel ease drug product for
treatment of anxiety, and, upon conpletion of developnment, may license it for
manufacture and sale. The parties intend to develop all dose strengths of the
product. Elite is to share in the profits, if any fromthe sales of the drug.

JO NT VENTURE W TH ELAN

A joint research venture with Elan (ERL) was funded through capital
contributions fromits partners based on the partners' respective ownership
per cent age.

The joint venture was termnated on Decenber 31, 2002 and ERL was
nerged into a new Delaware corporation, Elite Research, our wholly-owed
subsi di ary.
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Under the Term nation Agr eenent , 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 assignnent, we agreed to

pay Elan a royalty on certain revenues that may be realized in the future from
the 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
responsi bl e for funding product devel opnent, which funding we anticipate will be
derived frominternal resources or through loans or investnment by third parties.
The joint venture had conpleted the initial Phase | study for its first product,
the once-a-day Oxycodone fornul ati on. Currently there is no once-a-day
formulation for this conpound on the nmarket. This conmpound is part of our
devel oprent pi pel i ne.

The joint venture also performed work on a second, related product in
the central nervous system therapeutic area and initial formulation work on a
third product conmbining Oxycodone wth a narcotic antagonist. W have the
exclusive rights to the proprietary, devel opnent and commercial exploitation for
the worldwi de markets for these two products devel oped by ERL. W will not have
to pay Elan royalties on revenues that nay be realized fromthese products.

Under the joint venture, Elan had received 409, 165 shares of our Conmon
Stock; warrants exercisable at $18.00 per share for 100,000 shares of our Conmon
Stock; and Series A and Series B preferred stock of Elite Labs, which were upon
termnation of the joint venture converted into 764,221 shares and 52,089
shares, respectively, of our Common Stock. We did not pay, nor did Elan receive,
any cash consideration under the Term nation Agreenent.

PATENTS

Since our incorporation, we have secured six United States patents of
which two have been assigned for a fee to another pharneceutical conpany. In
addition, we have pending applications for two United States patents and four
foreign patents.

The pending patent applications relate to two different controlled
rel ease pharmaceutical products on which we are working. One is a U S. patent
for an opioid agonist and antagonist product that we are devel oping to be used
wi th oxycodone and other opioids to mnimze the abuse potential for theopioids.
A second is a U S. patent for fornulation of oral sustained release opioids
intended to inprove the delivery of the opioids. W 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 applications which we may file wll be
grant ed.

Prior to the enactnment in the United States of new |aws adopting
certain changes nmandated 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
nmeasured fromthe date of grant. Under GAAT, the termof any U S. Patent granted
on an application filed subsequent to June 8, 1995, terminates 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, wll have a termthat terminates 20 years from such
date, or 17 years fromthe date of grant, whichever 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 circunmstances 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 may be applied only to one patent per
drug product. There can be no assurance that we will be able to take advantage
of this law
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Also, 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 clainms in a patent issued in one
country will be simlar to the judicial interpretation given to a corresponding
patent issued in another country. Furthernore, even if our patents are
determined to be valid, enforceable, and broad in scope, there can be no
assurance that conpetitors wll 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 wth our
col | aborative partners, enpl oyees, consul tants, out si de scientific
col | aborators, sponsored researchers, and other advisors. There can be no
assurance that these agreenments provide neaningful 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 wll
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.



TRADENARKS

We have received Notices of Allowance from the U S  Patent and
Trademark Office granting trademark protection for one trademark. However, since
we currently plan to license our products to marketing partners and not to sell
under our brand name, we do not <currently intend to register or naintain any
addi tional trademarks.

GOVERNMENT REGULATI ON AND APPROVAL

The design, devel opnent and marketing of pharmaceutical conpounds, on
whi ch our success depends, are intensely regulated by governnmental 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,

admi ni strative remedi es can involve voluntary wi thdrawal of products, as well as
the refusal of the FDA to approve ANDAs and NDAs. The FDA al so has the authority
to wthdraw approval of drugs in accordance wth statutory due process
procedur es.

Before a drug may be marketed, it nust be approved by the FDA. The FDA
approval procedure for an ANDA relies on bioequivalency 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 operati ons, 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 tine-consum ng.

NDAS AND NDAS UNDER SECTI ON 505(b) OF THE DRUG PRI CE ACT

The FDA approval procedure for an NDA is generally a two-step process.
During the Initial Product Developnment 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. If the FDA does not comrent on or
question the IND within such 30-day period, initial clinical studies may begin.
If, however, the FDA has comments or questions,
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they nmust be answered to the satisfaction of the FDA before initial clinical
testing can begin. In some instances this process could result in substantial
del ay and expense. These initial clinical studies generally constitute Phase |
of the NDA process and are conducted to denpnstrate the product tol erance/safety
and pharmacoki netic in healthy subjects.

After Phase | testing, extensive efficacy and safety studies in
patients nust 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, involves 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 nmnarketed drugs would be made under
Sections 505 (b)(1) or 505 (b)(2) of the Drug Price Act, which do not require
certain studies that would otherw se be necessary; accordingly, the devel opnent
timetable should be shorter. Wile the FDA is required to review applications
within a certain timefrane in the review process, the FDA frequently requests
that additional information be submitted. The effect of such request and
subsequent submission can significantly extend the tine for the NDA review
process. Until an NDA is actually approved, there can be no assurance that the

informati on requested and submitted 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 tine

that will be needed to obtain FDA approval to nmarket any product.

VWet her or not FDA approval has been obtained, approval of the product
by conparable regulatory authorities in any foreign country nust be obtained
prior to the commencenent of nmarketing of the product in that country. The
Company intends to conduct all marketing in territories other than the United
States through other pharmaceutical conpanies based in those countries. The
approval procedure varies from country to country, can involve additional
testing, and the time required may differ fromthat required for FDA approval .
Al though there are some procedures for unified filings for certain European
countries, in general each country has its own procedures and requirenments, nany
of which are time consum ng and expensive. Thus, there can be substantial del ays
in obtaining required approvals from both the FDA and foreign regulatory
authorities after the relevant applications are filed. After such approvals are
obt ai ned, further delays may be encountered before the products becone
commerci al |y avail abl e.

ANDAs



Under the Generic Drug Enforcenment Act, ANDA applicants (including
officers, directors and enployees) who are convicted of a crime involving
di shonest or fraudulent activity (even outside the FDA regulatory context) are
subject to debarnent. Debarment is disqualification from submtting or
participating in the submssion of future ANDAs for a period of years or
permanently. The Generic Drug Enforcenent Act al so 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.

CONTROLLED SUBSTANCES

We are also subject to federal, state, and local |aws 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
Drug Enforcenment Agency (DEA) and New Jersey state agencies, pursuant to federal
and state legislation relating to drugs and narcotics. Certain drugs that we
currently develop or nay develop in the future may be subject to regulations
under the Controlled Substances Act and rel ated
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statutes. As we manufacture such products, we nmy becone subject to the
Prescription Drug Marketing Act, which regulates wholesale distributors of
prescription drugs.

Qw

Al facilities and manufacturing techniques used for the manufacture of
products for clinical use or for sale nust be operated in conformty wth GW
regul ations issued by the FDA. The Conpany engages in manufacturing on a
comrercial basis for distribution of products, and operates its facilities in
accordance with GW regulations. |f we hire another conpany to perform contract
manufacturing for us, we nust ensure that our contractor's facilities conformto
GWP regul ations.

COWPLI ANCE W TH ENVI RONVENTAL LAWS

We are subject to conprehensive federal, state and |ocal environnental
laws and regul ations that govern, anong other things, air polluting enissions,
wast e water discharges, solid and hazardous waste disposal, and the renediation
of contam nation associated with current or past generation handling and
di sposal activities, including the past practices of corporations as to which we
are the successor legally or in possession. W do not expect that conpliance
with such environnental laws wll 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
regul ations, adnministrative actions or enforcement actions, or renediation
obligations arising under environmental laws will not have a naterial adverse
effect on our capital expenditures, earnings or conpetitive position.

GOVPETI TI N

We have conpetition with respect to our two principal areas of
operation. W develop and manufacture products using controlled-release drug
technol ogy for other pharnmaceutical conpanies, and we devel op and nmarket (either
on our own or by license to other conpanies) proprietary controlled-release
pharmaceutical products. In both areas, our conpetition consists of those
conmpani es which develop controlled-release drugs and alternative drug delivery
syst ens.

In recent years, an increasing nunber of pharmaceutical conpanies have
beconme interested in the developnment and commerci al i zati on of products
i ncorporating advanced or novel drug delivery systens. We expect that
competition in the field of drug delivery will significantly increase in the
future since snmller specialized research and devel opnent conpanies are
beginning to concentrate on this aspect of the business. Sonme of the mgjor
phar maceuti cal 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. Mny
of these conpanies have greater financial and other resources as well as nore
experience than we do in commercializing pharnaceutical products. Certain
conpani es have a track record of success in devel oping controlled-rel ease drugs.
Si gni ficant among these are Al pharng, Inc., Andrx Cor por ati on, MWl an
Laboratories, |Inc., Par Pharmaceuticals, |Inc., Teva Pharmaceuticals Industries
Ltd., Biovail Corporation, Ethypharm S. A, Eurand, |npax Laboratories, Inc., K-V
Phar maceuti cal Conpany and Penwest Pharnaceuticals Conpany. Each of these
conpani es has devel oped expertise in certain types of drug delivery systens,
al though such expertise does not carry over to developing a controlled-rel ease
version of all drugs. Such conpanies nmy develop new drug fornulations and
products or may inprove existing drug fornul ations and products nore efficiently
than we can. In addition, alnost all of our conpetitors have vastly greater



resources than we do. Wile our product developnent capabilities and, if
obtai ned, patent protection may help us to maintain our market position in the
field of advanced drug delivery, there can be no assurance that others will not
be able to devel op such capabilities or alternative technologies outside the
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scope of our patents, if any, or that even if patent protection is obtained,
such patents will not be successfully challenged in the future.

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

We nenufacture for commercial sale by our partner, ECR Pharmaceuticals,
one product, Lodrane 24(R) and for which to date we have obtained sufficient
amounts of the raw materials for its production. W are not currently in the
manuf acturing phase for any other products and do not expect that significant
amounts of raw materials wll be required for their production. W currently
obtain the raw materials that we need fromover twenty suppliers.

e have acquired phar naceuti cal manuf act uri ng equi pnent for
manuf acturing our products. W have registered our facilities with the FDA and
the DEA

DEPENDENCE ON ONE OR A FEW MAJOR CUSTOVERS

Each year we have had one or a few custonmers that have accounted for a
large percentage of our limted sales therefore the termnation of a contract
with a custoner may result in the |oss of substantially all of our revenues. W
are constantly working to develop new relationships wth 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 sinmilar or
material revenue.

EMPLOYEES

As of June 15, 2006, we had 26 full-time enployees and no part-tine
enpl oyees. Full-time enployees are engaged in adnministration, research and
devel opment. None of our enployees is represented by a | abor union and we have
never experienced a work stoppage. W believe our relationship with our
enpl oyees 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.
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| TEM 1A RI SK FACTORS

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

WE HAVE A RELATIVELY LIMTED OPERATING HI STORY, WHI CH MAKES IT DI FFI CULT TO
EVALUATE OUR FUTURE PROSPECTS.

Al t hough we have been in operation since 1990, we have a relatively
insignificant operating history and limted financial data upon which you may
eval uate our business and prospects. In addition, our business nodel is likely
to continue to evolve as we attenpt to expand our product offerings and enter
new nmarkets. As a result, our potential for future profitability nmust be
considered in light of the risks, wuncertainties, expenses and difficulties
frequently encountered by conpanies that are attenpting to nove into new markets
and continuing to innovate with new and unproven technologies. Sonme of these
risks relate to our potential inability to:

o devel op new products;

o obtain regul atory approval of our products;

o 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 may
becone unwor kable and we nmmy not achieve or sustain profitability or



successful |y 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 nay never be profitable or,
if we become profitable, we may be unable to sustain profitability. W have
sustained |osses in each year since our incorporation in 1990. W incurred net
| osses of $6, 883,914, $5,906, 890, $6,514,217, $4,061, 422, and $1, 774,527 for the
years ended March
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31, 2006, 2005, 2004, 2003 and 2002, respectively. W expect to realize
significant |osses for the current year of operation and to continue to incur
losses until we are able to generate sufficient revenues to support our
operations and of fset operating costs.

OUR RESEARCH ACTIVITIES ARE CHARACTERI ZED BY | NHERENT RI SK AND VE MAY NOT BE
ABLE TO SUCCESSFULLY DEVELOP PRODUCTS FOR COWMMVERCIAL USE THAT ARE IN OUR
Pl PELI NE

Qur research activities are characterized by the inherent risk that the
research wll not yield results that will receive FDA approval or otherw se be
suitable for comercial exploitation.

As of March 31, 2006, we have entered into agreenents wth respect to
the marketing upon devel opnent of four drugs. Each agreement provides that we
are to comercially develop or co-devel op the product with the partner and upon
securing by a partner or partners having FDA approval or other regulatory
approval, if required, we are to nmnufacture the product and sell it to a
partner or marketing partner for distribution. The commercial devel opment of one
of the four drugs has been conpleted. No assurance can be given that sales, if
any, by any narketing partner will result in profit for Elite fromthe product.

We have also entered into two additional co-devel opment agreenents.
These products are currently in devel opnent. No assurance can be given that we
will be successful in developing these products, and, if successful, that an
agreenent can be reached with a marketing partner for the sale of the products
or that any sales of the products will result in profit for Elite.

We are al so devel oping three additional products on our own. Two are in
pilot Phase | studies and one is in the pilot bioequivalence stage. Additional
studies including either pivotal bioequivalence or efficacy studies will be
required for these products before commercialization.

In order for any of these products to be comercialized, the FDA
requires successful conpletion of pivotal biostudies to file an ANDA and
successful conpletion of pivotal «clinical trials before filing a NDA. The FDA
next requires successful conpletion of conparative studies for drug |listed
products. ANDAs are filed with respect to generic versions of existing FDA
approved products while NDAs are filed with respect to new products.

WE COULD EXPERIENCE DIFFICULTY IN DEVELOPING AND |NTEGRATING STRATEG C
ALLI ANCES, CO- DEVELOPMENT OPPORTUNI TI ES AND OTHER RELATI ONSHI PS.

Wth respect to products that are being devel oped and are available for
partnering, we intend to pursue product - specific i censi ng, mar ket i ng
agreenents, co-devel opnent opportunities and other partnering arrangenents in
connection with the products. W have entered into partnership arrangenents as
to six products but no assurance can be given that we will be able to |locate
partners for our other products or that any arrangenent is or will be suitable.
In addition, assuming we identify suitable partners, the process of effectively
entering into these arrangenents involves risks such that our managenent's
attention nmy be diverted fromother business concerns and that we may have
difficulty integrating the new arrangenents into our existing business.

OUR LI M TED EXPERI ENCE | N CONDUCTI NG CLI NI CAL TRI ALS AND SUBM TTI NG NDAS AND THE
UNCERTAI NTIES I NHERENT IN CLINICAL TRIALS COULD RESULT IN DELAYS I N PRODUCT
DEVELOPMENT AND COMMERCI ALI ZATI ON.

Prior to seeking FDA approval for the commercial sale of any drug we
devel op, which does not qualify for the FDA's abbreviated application
procedures, we or our partner nust denonstrate through
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clinical trials that these products are safe and effective for use. W have
limted experience in conducting and supervising clinical trials. The process of



completing clinical trials and preparing an NDA nay take several years and
requires substantial resources. Qur studies and filings may not result in FDA
approval to market our new drug products and, if the FDA grants approval, we
cannot predict the timng of any approval.

IF OQUR CLINICAL TRIALS ARE NOT SUCCESSFUL OR TAKE LONGER TO COWPLETE THAN VE
EXPECT, WE MAY NOT BE ABLE TO DEVELOP AND COWMMERCI ALI ZE OUR PRODUCTS.

In order to obtain regulatory approvals for the comercial sale of our
potential products, we will be required to conplete clinical trials in humans to
denonstrate the safety and efficacy of the products. W nay not be able to
obtain authority fromthe FDA or other regulatory agencies to commence or
conplete these clinical trials.

The results from preclinical testing of a product that is under
devel opment may not be predictive of results that will be obtained in hunan
clinical trials. In addition, the results of early human clinical trials may not
be predictive of results that will be obtained in |larger scale advanced stage
clinical trials. Furthernore, we or the FDA may suspend clinical trials at any
time if the subjects participating in such trials are being exposed to
unacceptabl e health risks, or for other reasons.

The rate of conpletion of clinical trials is dependent in part upon the
rate of enrollnent of subjects. A favorable clinical trial result is a function
of many factors including the size of the subject population, the proximty of
subjects to clinical sites, the eligibility criteria for the study and the
exi stence of conpetitive clinical trials. Delays in planned subject enrollnent
may result in increased costs and program del ays.

We nay not be able to successfully conplete any clinical trial of a
potential product within any specified tine period. In sone cases, we nay not be
able to conplete the trial at all. Mreover, clinical trials nmay not show any
potential product to be safe or efficacious. Thus, the FDA and other regulatory
authorities may not approve any of our potential products for any indication.

Qur  business, financial condition, or results of operations could be
materially adversely affected if:

o we are unable to conplete a clinical trial of one of our
potential products;

o the results of any clinical trial are unfavorable; or

o the time or cost of conpleting the trial exceeds our
expect ati ons.

WE ARE DEPENDENT ON A SVALL NUMBER OF SUPPLI ERS FOR OUR RAW NATERIALS, AND ANY
DELAY OR UNAVAI LABILITY OF RAW MATERI ALS CAN MATERI ALLY ADVERSELY AFFECT OUR
ABI LI TY TO PRCDUCE PRODUCTS.

The FDA requires identification of raw material suppliers in
applications for approval of drug products. |If raw materials were unavailable
froma specified supplier, FDA approval of a new supplier could delay the
manufacture of the drug involved. In addition, some mterials used in our
products are currently available fromonly one supplier or a limted nunber of
suppliers. Further, a significant portion of our raw materials may be avail able
only fromforeign sources. Foreign sources can be subject to the special risks
of doi ng busi ness abroad, including:

o greater possibility for disruption due to transportation or
communi cati on probl ens;

o the relative instability of some foreign governnents and

economi es;
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o interimprice volatility based on |abor unrest, materials or
equi pment  short ages, export duties, restrictions on the
transfer of funds, or fluctuations in currency exchange rates;
and

o uncertainty regarding recourse to a dependable |egal system

for the enforcenment of contracts and other rights.

In addition, recent changes in patent laws in certain foreign
jurisdictions (prinmarily in Europe) may make it increasingly difficult to obtain
raw nmaterials for research and developnent prior to expiration of applicable
United States or foreign patents. Any inability to obtain raw materials on a
tinely basis, or any significant price increases that cannot be passed on to
custoners, could have a material adverse effect on us.

The delay or unavailability of raw naterials can naterially adversely



affect our ability to produce products. This can materially adversely affect our
busi ness and operati ons.

IF THE COWANY 1S UNABLE TO OBTAIN ADDI TIONAL FINANCING NEEDED FOR THE
EXPENDI TURES FOR THE DEVELOPMENT AND COWMERCI ALI ZATION OF THE COWPANY' S DRUG
PRODUCTS, | T WOULD | MPAIR THE COVPANY' S ABI LI TY TO CONTI NUE TO MEET | TS BUSI NESS
GBJECTI VES.

On March 15, 2006, the Conpany conpleted a private placenent, for
aggregate gross proceeds of $10,000,000, of 10,000 shares of its Series B
Preferred Stock convertible into 4,444,444 shares of Conmobn Stock and five year
warrants to purchase an aggregate of 2,222,222 shares of Common Stock. 50% of
such warrants have an exercise price of $2.75 and 50% have an exercise price of
$3.25. Additionally, the placenment agent received five year warrants to purchase
355, 555 shares of Conmmon Stock with an exercise price of $2.25.

As of March 31, 2006, the Conpany had aggregate cash and cash
equi valents of approxinmately $9,000,000, which the Conpany anticipates is
adequate to finance its operations through the next 12 to 18 nonths. Thereafter,
the Conmpany will require additional financing to insure that the Conpany wll be
able to neet the expenditures to develop and commercialize its products for
which requirenent the Conpany has no current arrangenents. Other possible
sources of the required financing are the cash exercise of the Long Term
Warrants issued in the Cctober 2004 private placenment, the Replacenent Warrants
issued in the Decenber 2005 private placenent and other warrants and options
that are currently outstanding. No representation can be made that the Conpany

will be able to obtain additional financing or if obtained it will be on
favorable terns, or at all. No assurance can be given that any offering if
undertaken wil|l be successfully concluded or that if concluded the proceeds wl|
be material. The Conpany's inability to obtain additional financing when needed

woul d inpair its ability to continue its business.

Any further sale of the Conpany's equity could result in the
substantial dilution of the Conpany's then-existing stockholders' equity. On the
other hand, if the Conpany incurred debt, the Conpany would be subject to risks
associated with indebtedness, including the risk that interest rates m ght
fluctuate and cash flow would be insufficient to pay principal and interest on
such i ndebt edness.

I F VE ARE UNABLE TO PROTECT OUR | NTELLECTUAL PROPERTY RIGHTS AND AVO D CLAI M5
THAT VEE | NFRI NGED ON THE | NTELLECTUAL PROPERTY RI GHTS OF OTHERS, OUR ABILITY TO
CONDUCT BUSI NESS MAY BE | MPAI RED.

Qur success, conpetitive position and anobunt of revenues, principally
royalty income, if any, wll depend in part on our ability to obtain patent
protection in various jurisdictions related to our technol ogies, processes and
products. W intend to file patent applications seeking such protection, but
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we cannot be certain that these applications wll result in the issuance of
patents. |If patents are issued, third parties may sue us to challenge such
patent protection, and al though we know of no reason why they should prevail, it
is possible that they could. It is |likewi se possible that our patents may not
prevent third parties from developing 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 would lead to such a claim it is
possi bl e that we might be sued for infringement. The cost involved in bringing
suits against others for infringenent of our patents, or in defending any suits
brought against us, can be substantial. W may not possess sufficient funds to
prosecute or defend such suits. |If our products were found to infringe upon
patents 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 nay be required to obtain licenses to patents or other
proprietary rights of third parties in connection wth the devel opnent and use
of our products and technologies as they relate to other persons' technol ogies.

At such tinme as we discover a need to obtain any such licenses or rights, we
will need to establish whether we will be able to obtain themon favorable
terms. The failure to obtain the necessary |licenses or other rights could

preclude the sale, 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 agreenents. W consistently
require 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 manner that we wll have no practical
recour se.

We are not engaged in any litigation, nor contenplating any, wth



regard to a claimthat sonmeone has infringed one of our patents, reveal ed any of
our trade secrets, or otherw se misused our confidential infornation.

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

The manufacturing and nmarketing of pharmaceutical products in the
United States and abroad are subject to stringent governnental regulation. The
sal e of any of our products for use in humans in the United States will require
the approval of the FDA. Similar 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 pharnaceutical products. Obtaining FDA approval for a new therapeutic product
may take several years and involve substantial expenditures. The eight products
currently under devel opnent have not yet been approved for sale or use in humans
inthe United States or el sewhere.

If we or our |licensees fail to obtain or nmintain requisite
governnental approvals or fail to obtain or nmmintain approvals of the scope
requested, it will delay or preclude us or our |icensees or marketing partners
from marketing our products. It could also limt the comercial use of our
product s.
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THE PHARMACEUTI CAL I NDUSTRY | S HIGHLY COWPETITIVE AND SUBJECT TO RAPI D AND
SI GNI FI CANT TECHNOLOG CAL  CHANGE, WHICH COULD | MPAIR QUR ABILITY TO | MPLEMENT
QUR BUSI NESS MODEL.

The pharnaceutical industry is highly conpetitive, and we may be unable
to conpete effectively. |In addition, it is undergoing rapid and significant
technol ogi cal change, and we expect conpetition to intensify as technical
advances in each field are nmade and becone nore widely known. An increasing
nunber of pharmaceutical conpanies have been or are becoming interested in the
devel opment and commercialization of products incorporating advanced or novel
drug delivery systems. W expect that conpetition in the field of drug delivery
will increase in the future as other specialized research and devel opnent
conpani es begin to concentrate on this aspect of the business. Some of the major
pharmaceutical conpanies have invested and are continuing to invest significant
resources in the devel opnent of their own drug delivery systems and technol ogi es
and sone have invested funds in such specialized drug delivery conpanies. Mny
of our conpetitors have longer operating histories and greater financial,
research and devel opment, marketing and other resources than we do. Such
conpani es may devel op new formulations and products, or may 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
operat e.

| F KEY PERSONNEL WERE TO LEAVE ELITE OR | F WE ARE UNSUCCESSFUL | N ATTRACTI NG
QUALI FI ED PERSONNEL, OUR ABILITY TO DEVELOP PRODUCTS COULD BE MATERI ALLY HARMED.

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
systens and products. Qur business and financial results could be materially
harmed by the inability to attract or retain qualified personnel.

IF VE 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 manufacture of our products involve an

inherent risk of product liability clains. W have procured product liability
insurance having a maxinumlimt of $5,000,000; however, a successful claim
against wus in excess of the policy limts could be very expensive to us,

damagi ng our financial position. The amount of our insurance coverage, which has
been limted due to our limted financial resources, nay be materially bel ow the
cover age maintained by many of the other conpanies engaged in simlar
activities. To the best of our know edge, no product liability claimhas been
made agai nst us as of March 31, 2006.

OUR STCCK PRI CE HAS BEEN VOLATILE AND MAY FLUCTUATE | N THE FUTURE.

There has been significant volatility in the market prices for publicly
traded shares of pharmaceutical conpanies, including ours. For the twelve nonths
ended March 31, 2006, the closing sale price on the Arerican Stock Exchange of
our Common Stock fluctuated froma high of $4.42 per share to a |ow of $1.68 per
share. The per share price of our Common Stock nmy not renmin at or exceed
current levels. The narket price for our Coombn Stock, and for the stock of
pharnaceuti cal conpani es generally, has been highly volatile. The narket price
of our Common Stock may be affected by:

[¢] 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;
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o Cover nnental 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 Economic and market conditions, generally and related to the

phar maceutical industry;

o Heal t hcare | egislation;
o Changes in third-party reinbursenent policies for drugs; and
o Fluctuations in our operating results.

As of this date sales of substantial anpunts of the Common Stock in the public
market are eligible for sale by these holders pursuant to exenption or
registration wunder the Securities Act. Perceptions that substantial sales may
take place in the future may | ower the Common Stock's market price.

THE FAI LURE TO MAI NTAIN THE AMERI CAN STOCK EXCHANGE LI STING OF THE COMMON STOCK
WOULD HAVE A MATERI AL ADVERSE EFFECT ON THE MARKET FOR THE COMMON STOCK AND | TS
MARKET PRI CE.

On January 4, 2006, the Conpany received a letter fromthe Anerican
Stock Exchange ("AMEX') notifying it that, based on the Conpany's unaudited
financial statements as of Septenber 30, 2005, the Conpany is not in conpliance
with the continued |isting standards set forth in the AMEX Conpany Guide in that
under one listing standard its shareholders' equity is |ess than $4, 000,000 and
it had losses fromcontinuing operations and/or net |losses in three of its four
nost recent fiscal years and under another |isting standard its shareholders’
equity is less than $6,000,000 and it had |osses from continuing operations
and/or net losses in its five nost recent fiscal years. The Conpany, at the
request of AMEX, submitted a plan on February 3, 2006 advising AMEX of action,
it has taken, and will take, to bringit in conpliance wth the continued
listing standards within a maxi mumof 18 nonths from January 4, 2006. On March
15, 2006, the Conpany conpleted a private placenent of its Series B Preferred
Stock and warrants to purchase Common Stock. The Conpany received $10, 000, 000 in
gross proceeds fromthe private placenent. On March 21, 2006, the Conpany
submitted an update to the plan it had previously subnmitted on February 6, 2006.
Upon notice of the recent private placenent and the acceptance of the updated
plan, AMEX provided the Conpany with an extension wuntil July 3, 2007 to regain
conpliance with the continued listing standards. AMEX will allow the Conpany to
maintain its AMEX listing through the plan period, subject to periodic review of
the Conpany's progress by the AMEX staff. |If the Conpany is not in conpliance
with the continued listing standards or does not make progress consistent with
such plan during the plan period, AMEX may then initiate delisting proceedings.
The failure to maintain listing of the Commpn Stock on AMEX will have an adverse
effect on the market and the market price for the Conmon Stock.

THE | SSUANCE OF ADDI TI ONAL SHARES OF OUR COMMON STOCK OR OQUR PREFERRED STOCK
COULD MAKE A CHANGE OF CONTROL MORE DI FFI CULT TO ACHI EVE.

The issuance of additional shares of the Conpany's Common Stock or the
i ssuance of shares of an additional series of Preferred Stock 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 inpedinments to or
frustrate persons seeking to cause a takeover or to gain control of the Conpany.
Such shares could be sold to purchasers who nmight side wth the Board in
opposing a takeover bid that the Board determnes not to be in the best
interests of its stockholders. It mght also have the effect of discouraging an
attenpt by another person or entity through the acquisition of a substantial
nunber of shares of the Conpany's Common Stock to acquire control of the Conpany
with a viewto consummating a nerger, sale of all or
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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 BECOVE APPLICABLE TO OUR COMMON STOCK THEY W LL
| MPOSE RESTRI CTI ONS ON THE MARKETABI LI TY OF QUR COVMON STOCK AND THE ABILITY OF
QOUR STOCKHOLDERS TO SELL SHARES OF OUR STOCK COULD BE | MPAI RED.

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 |ess than $5.00 per share subject to certain exceptions.
Exceptions include equity securities issued by an issuer that has (i) net

tangible assets of at |east $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 neet
one of the exceptions, our Commpn Stock will be considered a penny stock. As
such the market liquidity for our Commpn Stock will be linmted to the ability of
broker-dealers to sell it in conpliance with the above-nentioned disclosure
requi renents.

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

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

o "Boil er roont practices involving high-pressure sales tactics;

[¢] Mani pul ation of prices through prearranged mat ching of
purchases and sal es;

o The rel ease of misleading information;

o Excessive and undi scl osed bid-ask differentials and markups by
sel ling broker-dealers; and

o Dunpi ng of securities by broker-dealers after prices have been
nmani 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 narket.
Al though we do not expect to be in a position to dictate the behavior of the
market 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 R NG US.

Section 203 of the Del aware General Corporation Law prohibits a merger
with a 15% sharehol der within three years of the date such sharehol der acquired
15% unless the nerger neets one of several exceptions. The exceptions include,
for exanple, approval by the holders of two-thirds of the outstanding shares
(not counting the 15% shareholder), 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 merger with or takeover of the Conpany, and could
thus limt the price that certain investors might be wlling to pay in the
future for shares of our Common Stock.

| TEM 1B. UNRESOLVED STAFF COMVENTS.
Not appl i cabl e.
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| TEM 2. PROPERTI ES.

Qur facility, which we own, is located at 165 Ludl ow Avenue, Northval e,
New Jersey, and contains approximtely 20,000 square feet of floor space. This
real property and the inprovenents thereon are encunbered by a nortgage in favor
of the New Jersey Economic Devel opnent Authority (NJEDA) as security for a |oan
through tax-exenpt bonds fromthe NJEDA to Elite. The nortgage contains certain
customary provisions including, wthout Ilimtation, the right of NJEDA to
forecl ose upon a default by Elite. See "Note 6. - Long Term Debt".

On July 15, 2005, we entered into a |lease for two years commencing on
July 1, 2005 for a portion of a one-story warehouse for the storage of finished
and raw material of pharmaceutical products and equi pment.



We are currently wusing our facilities as a |aboratory, manufacturing,
storage and office space. Properties used in our operations are considered
suitable for the purposes for which they are used and are believed to be
adequate to neet our needs for the reasonably foreseeable future.

| TEM 3. LEGAL PROCEEDI NGS.

In the ordinary course of business the Conpany may be subject to
litigation fromtinme to tine. There is no past, pending or, to the Conpany's
know edge, threatened litigation or administrative action (including litigation
or action involving the Conpany's officers, directors or other key personnel)
which in the Conpany's opinion has or is expected to have, a material adverse
effect upon its business, prospects financial condition or operations.

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS.

No natters were submitted to a vote of security holders during the
three nonths ended March 31, 2006.
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PART |1
| TEM 5. MARKET FOR COVPANY' S COMMON EQUI TY AND RELATED STOCKHOLDER

MATTERS.

Qur Commopn Stock is quoted on the Anerican Stock Exchange under the
synbol "ELI". The follow ng table shows, for the periods indicated, the high and
| ow sal es prices per share of our Conmon Stock as reported by the Anerican Stock
Exchange.

COWDON STOCK
QUARTER ENDED H GH LOwW
FI SCAL YEAR ENDI NG MARCH 31, 2006:
March 31, 2006. ... ...ttt $2. 49 $1. 85
Decenber 31, 2005....... .. it $3. 02 $1. 69
Septenber 30, 2005. ... . ...t $3. 05 $2.62
June 30, 2005 ... ... $4. 42 $2. 67

FI SCAL YEAR ENDI NG MARCH 31, 2005:
March 31, 2005........ ... ... .. . $1.15

Decenber 31, 2004 $1. 20
Sept enber 30, 2004.. $1.05
June 30, 2004 ... .. . $2.15
FI SCAL YEAR ENDI NG MARCH 31, 2004:

March 31, 2004. . .. ... . $2. 40
Decenber 30, 2003... . $2.70
Septenber 30, 2003. ... ... ...t . $2. 05
June 30, 2003 ... ... . $1.25

On June 20, 2006, the last reported sale price of our Common Stock, as
reported by the American Stock Exchange, was $2.00 per share.

As of June 20, 2006, there were approximately 109 hol ders of record
and, we believe, approximately 2114 beneficial owners of our Conmon Stock. W
are inforned and believe that as of June 20, 2006, Cede & Co. held 17,482,412
shares of our Common Stock as nominee for Depository Trust Conpany, 55 Water
Street, New York, New York 10004. It is our wunderstanding that Cede & Co. and
Depository Trust Conpany both disclaimany beneficial ownership therein and that
such shares are held for the account of numerous other persons.

We have never paid cash dividends on our common stock. W paid on May
1, 2006 a dividend in the aggregate principal amount of $33,333.33 on our Series
B Convertible Preferred Stock. We currently anticipate that we will retain all
avai |l abl e funds for use in the operation and expansi on of our business.

Please see our Quarterly Reports on Form10-Q for the three nonth
periods ending June 30, 2005, Septenber 30, 2005 and Decenber 31, 2005 and our
Current Reports on Form 8-K dated Septenber 2, 2005, Decenber 14, 2005, Decenber
31, 2005 and March 15, 2006 for information concerning our issuances of
unregi stered securities during the 12 nonths ended March 31, 2006.
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EQUI TY COVPENSATI ON PLAN | NFORMVATI ON



As of March 31, 2006, we had authorized the issuance of 4,000,000
shares of Commobn Stock upon exercise of options pursuant to our Stock Option
Plan (the "Plan") approved by our stockhol ders on June 22, 2004 and anmended by
our stockhol ders on June 28, 2006 to increase to 7,000,000 the number of shares
subject to the Plan. As of March 31, 2006, there was an aggregate of 2,397,500
shares of Common Stock issuabl e upon exercise of outstanding options under the
Pl an having a weighted average exercise price of $2.38. In addition, there was
an aggregate of 573,750 shares of Commobn Stock issuable upon exercise of other
out standi ng options granted to enpl oyees and directors having a wei ghted average
exercise price of $2.28.

If options granted under the Plan | apse without being exercised, other
options nay be granted covering the shares not purchased under such |apsed
options. Options may be granted to enployees, officers, Directors of and
consultants to Elite. The Plan pernmits the Conpany to grant both incentive stock
options ("Incentive Stock Options" or "ISCs") within the meaning of Section 422
of the Code, and other options which do not qualify as Incentive Stock Options
(the "Non-Qualified Options").

O the 1SOs outstanding, options for 93,300 shares with an exercise
price of $2.34 per share were granted under the Plan on June 22, 2004 to
enpl oyee hol ders of outstanding options previously granted by the Conpany having
on the date of the grant a higher exercise price; such grants subject to the
cancel l ation of the previously granted options. Such grants are deenmed repricing
of the outstanding options and resulted in charges to earnings of the Conpany
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 |ikely have an adverse effect on the
mar ket price of the Cormon Stock of the Conpany.

Options to purchase 30,000 shares of Commpn Stock exercisable at $2.34
per share were granted wunder the Plan on June 22, 2004 to each of Bernard Berk,
our Chief Executive Officer and a Director, and M. John A. More, M. Harnon
Aronson, and Dr. Eric L. Sichel, each of whom was then a Director of the
Conpany.

Unl ess earlier terminated by the Board of Directors, the Plan (but not
outstanding options) terminates on March 1, 2014, after which no further awards
may be granted under the Plan. The Plan is administered by the full Board of
Directors or, at the Board's discretion, by a commttee 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 anmended (the
"Committee"). As of March 31, 2005, no Committee has been appointed.

Reci pi ents of options under 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 mini num
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 Common 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 Commobn Stock covered by options prior to becom ng the
hol ders of record of such shares. The purchase
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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 Commpn Stock avail abl e under the
Pl an, and the nunber of shares and per share exercise price under outstanding
options will be appropriately adjusted in the event of any stock dividend,
reorgani zation, nerger or recapitalization of the Conpany or sinmilar corporate
event.

The Board of Directors nay at any tine termnate the Plan or fromtinme
to time make such nodifications or anendnents to the Plan as it may deem
advi sabl e and the Board or Committee nmy adjust, reduce, cancel and regrant an
unexercised option if the fair market value declines below the exercise price
except as may be required by any national stock exchange or national narket
associ ation on which the Common Stock is then listed. In no event nmay the Board,
wi thout the approval of stockholders, anend the Plan to increase the maxi mum
nunber of shares of Common 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



agreenents will be determ ned by the Board or Conmittee, and need not be uniform
anong Opti onees.

| TEM 6. SELECTED FI NANCI AL DATA

The following consolidated selected financial data, at the end of and
for the last five fiscal years, should be read in conjunction wth our
Consolidated Financial Statenments and rel ated Notes thereto appearing el sewhere
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
MIler, Ellin & Conpany, LLP, our independent auditors, as indicated in their
report included herein. The selected financial data provided belowis not
necessarily indicative of our future results of operations or financial
per f or mance.

<TABLE>
<CAPTI ON>
2006 2005 2004
<S> <C <C <C
Net revenues $ 550,697 $ 301, 480 $ 258,250
Net (1 oss) $(6, 883, 914) $(5, 906, 890) $(6, 514, 217)
Net (| oss) per $ (0. 49) $ (0. 47) $ (0.58)
conmon share
Total assets $15, 702, 241 $ 9, 245,292 $ 7,853,434
Long-term obligations $ 3,980, 000 $ 2,367,128 $ 2,495,000
Wei ght ed aver age 18, 463, 514 12, 869, 924 11, 168, 618
nunber of shares
out st andi ng
</ TABLE>
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| TEM 7. MANAGEMENT" S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON
AND RESULTS OF OPERATI ON
GENERAL

The fol |l owi ng discussion and anal ysis should be read with the financial
statenents and acconpanying notes, included el sewhere in this Annual Report on
Form 10-K. It is intended to assist the reader in wunderstanding and evaluating
our financial position.

OVERVI EW

Elite Pharmaceuticals is a specialty pharmaceutical conpany principally
engaged in the development and manufacturing of oral, controlled-release
products. The Conpany's strategy includes developing generic versions of
controlled release drug products with high barriers to entry and assisting
partner conpanies in the life cycle managenent of products to inprove of f-patent
drug products. Elite's technology is applicable to devel op del ayed, sustained or
targeted release, capsules or tablets. Elite has one product currently being
sold commercially and a pipeline of eight drug products under devel opment in the
therapeutic areas that include pain nmanagenment, allergy, cardiovascular and
infection. The addressable market for Elite's current products exceeds $6
billion in the aggregate. Elite also has a GW and DEA registered facility for
research, devel opnent, and manufacturing |ocated in Northvale, New Jersey.

CRI TI CAL ACCOUNTI NG POLI CI ES AND ESTI MATES

Managenent ' s di scussi on addr esses our consol i dat ed financi al
statenents, which have been prepared in accordance with accounting principles
generally accepted in the United States of America. The preparation of these
financial statenents requires nmanagenent to nmake estinmates and assunptions that

affect the reported anobunts of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of financial statements and the
reported ampunts of revenues and expenses during the reporting period. On an
ongoi ng basis, managenent evaluates its estimates and judgnment, including those

related to bad debts, intangible assets, incone taxes, workers conpensation, and
contingencies and litigation. Managenent bases its estimtes and judgnments on
historical experience and on various other factors that are believed to be
reasonabl e wunder the circunstances, the results of which formthe basis for
maki ng judgnments about the carrying values of assets and liabilities that are
not readily apparent fromother sources. Actual results may differ fromthese
estimates under different assunptions or conditions.

Managenent believes the following critical accounting policies, anpng
others, affect its nore significant judgnents and estinmates used in the

2003

<C
$ 630, 310
$(4, 061, 422)

$ (0. 40)

$ 8,696, 222
$ 2,720,000

10, 069, 991

2002

<C
$ 1,197,507
$(1, 774, 527)

$ (0.19)

$12, 724, 498
$ 3,788,148

9,561, 299



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 opment contracts. The Conpany
al so assesses a need for an allowance to reduce its deferred tax assets to the
amount that it believes is nmore 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 circunmstances indicate that the carrying value of the asset
may not be recoverable. The Conpany assesses its exposure to current conmtnents
and contingencies. |t should be noted that actual results may 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 charges of $1,166,601, $370,108 and $902, 967 during the
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years ended March 31, 2004, 2005 and 2006, respectively. The fair value of stock
options held by enpl oyees and nmenbers of the Board of Directors which have been
granted subsequent to March 31, 2003 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 nenagenent team

YEAR ENDED MARCH 31, 2006 VS. YEAR ENDED MARCH 31, 2005

Qur revenues for the year ended March 31, 2006 were $550,697, an
increase of $249,217 or approximately 83% over revenues for the conparable
prior year, and consisted of $494,231 in manufacturing fees and $56, 466 in
royalty fees. Revenues for the year ended Mrch 31, 2005, consisted of a
$150, 000 non-refundabl e paynent received from Purdue Pharma L.P. granting it the
right to evaluate certain abuse resistant drug formulation technol ogy, $125,739
in manufacturing fees, $24,291 in royalty fees and $1,450 in testing fees.

Research and devel opnent costs for the year ended March 31, 2006, were
$4, 343,890, an increase of $1,645,249, or approximately 61% from $2,698, 641 of
such costs for the conparable period of the prior year, primarily the result of
increased wages, raw materials, laboratory and manufacturing supplies and
consulting fees. W expect our research and devel opment costs to continue to
increase in future periods as a result of the developing and testing of products
currently in our pipeline.

General and administrative expenses (G&\) for the year ended March 31,
2006, were $1, 726,626, a decrease of $433,044, or approximately 20% from GA for
the prior year. The decrease was attributable to a decrease in litigation costs,
bad debt expense, auditing and |legal fees, somewhat offset by increases in
salaries and staff.

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

salaries, l|aboratory supplies, |aboratory and manufacturing expenses, utilities
and sim|ar 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 opnent
of any product, nor can we estimate the ampunt of time that might be involved in
such devel opment because of the uncertainties associated with the devel opnent of
controll ed rel ease drug delivery products as described in this report.

Depreciation and anortization increased by $130,249 from $356, 438 for
the prior year to $486,687. The increase was the result of witing off the
bal ance of the prior EDA Bond Offering costs as a result of the refinancing.
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O her incone (expenses) for the year ended Mrch 31, 2006 were
($876,408), a decrease of $116,213, or approximately 12% from ($992,621) for
the prior year due to (i) a reduction by $105,923 in charges related to the
i ssuances of stock options and warrants, (ii) an increase of $13,329 in sale of
New Jersey tax |losses, and (iii) additional interest incone of $50,930, due to
hi gher conpensating balances as a result of the private placenent, partially
of fset by an increase of $53,969 in interest expense resulting froman increase
in NJEDA Bonds out st andi ng.

As a result of the foregoing, the Conpany's net loss for the year ended
March 31, 2006 was $6,883,914 conpared to $5,906,890 for the year ended March
31, 2005.

YEAR ENDED MARCH 31, 2005 VS. YEAR ENDED MARCH 31, 2004



Qur revenues for the year ended March 31, 2005 were $301,480, an
increase of $43,230 or approximately 17% over revenues of $258,250 for the
prior year. The year ended March 31, 2005 revenues consisted of a $150, 000
non-r ef undabl e paynment received from Purdue Pharma L.P. granting it the right to
evaluate certain abuse resistant drug fornulation technology, $125,739 of
manuf acturing fees, $24,291 of royalty fees and $1, 450 of testing fees. Revenues
for the year ended March 31, 2004 consisted of research and devel opnent fees
earned in conjunction with our distinct developnent, |icense and manufacturing
agreenent s.

Research and devel opnent costs for the year ended March 31, 2005, were
$2,698,641, an increase of $623,567 (approximately 30% from $2,075,074 of such
costs for the prior year, primarily the result of increased wages, raw
materials, |aboratory and manufacturing supplies and consulting fees.

Ceneral and admi nistrative expenses (G&A) for the year ended March 31,
2005, were $2,159,670, a decrease of $390,176, or approximately 15% from of G&A
for the prior year, attributable to a decrease in litigation costs partially
of fset by increases in salaries and staff, consulting fees and the wite-off of
a bad debt relating to accounts receivable.

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, |aboratory supplies, |aboratory and nanufacturing 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 opnent
of any product, nor can we estimate the ampunt of tinme that might be involved in
such devel opment because of the uncertainties associated with the devel opnent of
controll ed rel ease drug delivery products as described in this report.

Depreciation and anortization increased by $23,602 from $332,836 for
the year ended March 31, 2004 to $356,438 for the year ended March 31, 2005.

Ot her income (expenses) for the year ended Mrch 31, 2005 were
($992,621), a decrease of $821,090, or approxi mately 45% from ($1,813,711) for
the prior year. The decrease was due to (i) a reduction of $1, 143,466 in charges
related to the issuances of stock options and warrants, (ii) a charge of
$172,324 in the prior year related to the warrant exchange offer, offset
partially by a charge of $397,732 in the year ended March 31, 2005 relating to
the repricing of stock options, (iii) an increase of $54,765 in the sale of New
Jersey tax losses and (iv) the litigation settlenent expense of $150,000 for the
prior year partially offset by a $16,167 increase in interest expenses.

25

<PACE>

As a result of the foregoing, the Conmpany's net |oss for the year ended
March 31, 2005 was $5,906,890 conpared to $6,514,217 for the year ended March
31, 2004.

MATERI AL CHANGES | N FI NANCI AL CONDI TI ON

The Conpany's working capital (total current assets |less total current
liabilities), increased from $3,328,6583 as of March 31, 2005, to $8, 615, 287 as
of March 31, 2006, primarily due to net proceeds approxinmating $8,600,000
received fromthe sale of Series B 8% Preferred Stock partially offset by the
net |oss of $5,6494,300 from operations, exclusive of non-cash charges of
$1, 389, 614.

The Conpany experienced negative cash flows from operations of
($4,625,549) for the year ended March 31, 2006, primarily due to the Conpany's
net |loss from operations of $6,883,914, |ess non-cash charges of $1,389, 614,
whi ch included $902,927 in connection wth the issuance of stock options, and
$486, 687 in depreciation and anortization expenses.

On Novenber 15, 2004, Elite's partner, ECR, |aunched LODRANE 24(R) once
a day allergy product, wutilizing Elite's extended rel ease technol ogy to provide
for once daily dosing. Under its agreement with ECR Elite is currently
manuf acturing conmmercial batches of LODRANE 24(R) in exchange for nmanufacturing
margin and royalties on product revenues. Royalty incone earned for the year
ended March 31, 2006 was $56,466. The Conpany expects future cash flows from
royalties to provide additional cash to help fund its operations.

The Conpany recently entered into a devel opment agreement with Pivotal
Devel opnent, L.L.C. pursuant to which the Conpany is to receive an aggregate of
$750, 000 upon attaining certain nilestones. The Conpany hopes to achieve some of
the mlestones by the end of the quarter ending June 30, 2007.

On March 30, 2005, the Conpany entered into a product, devel opnent,
manufacturing and distribution agreement wth Harris Pharmaceutical, Inc.
("Harris") and Tish Technologies, LLC (Tish") wth respect to a controlled



rel ease generic anti-infective drug. The product is a generic equivalent to a
branded drug which the Conpany estimates has addressable market revenues of
approximately $80 mllion per year. The agreement provides for (1) the
devel opnent of the drug by Elite with costs of devel opment to be shared by Elite
and the marketing conpany, (2) the manufacture of the product by Elite and its
sale to the marketing conpany for distribution and (3) the boutique devel opnent
conpany to be responsible for any requisite submissions to the FDA relating to
the product. Elite is to share in the profits generated from sales of the
product by the marketing conpany. On June 19, 2006, we received witten notice
fromHarris of Harris' intent to terminate the agreement in accordance wth
Section 9.3 of the agreenent. In the letter, Harris states that Tishtech did not
use commercially reasonable efforts to develop the product in accordance with
the devel opnent activities set forth in the Agreement. As the date hereof, there
have been no naterial revenues earned under the Agreenent.

On June 21, 2005, the Conpany and IntelliPharmaCeutics Corp. ("IPC'),
entered into an agreenent for the developnent and commercialization of a
controlled released generic drug for certain anti-infective diseases by the
parties. The Conpany estimates that the product had an addressable narket in the
U.S. of approximately $4 billion in 2004. The Conpany is to share in the
profits, if any, fromthe sales of the drug. On Decenmber 12, 2005, the agreenent
was anmended with respect to the developrment and conmmercialization of the
controlled release drug product in Canada. Since IPCintended to enter into an
agreenent with a Canadi an conpany with respect to the devel opnent, distribution
and sale of the drug product in Canada, the parties agreed to suspend their
obligations under the agreenent with respect to the devel opnent and
comercialization of the controlled release drug product in Canada. |PC agreed
to pay
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the Conpany a certain percentage of any paynents received by IPC with respect
the commercialization of the controlled release drug product by such Canadi an
conpany.

On June 22, 2005, the Conpany and Pliva, Inc. ("Pliva") entered into a
Product Devel opnent and License Agreement providing for the devel opment and
license of a controlled released generic anti-infective drug fornulated by the
Conpany. The Conpany is to manufacture and Pliva wll market and sell the
product. Under the agreement, the partner is to nmake nilestone paynments to the
Conpany. The devel opnent costs are to be paid both by Pliva and the Conpany, and
the profits are to be shared equal ly.

On January 10, 2006, the Conpany entered into a Product Devel opnent and
Commerci alization Agreement with Orit Laboratories LLC ("ORIT") providing that
the Conpany and Orit will co-develop and comercialize an extended rel ease drug
product for treatment of anxiety, and upon conpletion of developnent, the
possible licensing of the product for manufacture and sale. The parties intend
to develop all dose strengths of the product. The Conpany is to share in the
profits, if any fromthe sales of the drug. The termof the agreement is for the
longer of (i) 15 years fromthe date the product is first commercially sold to a
third party, or (ii) the life of the applicable patent(s), if any. The agreenent
is automatically renewable for 3-year periods unless terminated by either party
by providing the other party with twelve (12) nmonths witten notice prior to any
renewal peri od.

In January 2006, the Food and Drug Administration accepted the
Conmpany's investigational - new drug application for OxyQX(TM, its once-a-day
oxycodone painkiller. Under the new drug application, the Conpany will begin its
devel opnent programwith an early stage study to evaluate OxyQD(TM's sustai ned
rel ease formation. Currently there is no once-daily oxycodone available; the
Company estimates that the U S. market for sustained release, twce-daily

oxycodone was about $2 billion as of Septenber, 2005.
No assurance can be given that the Conpany will consunmate any of the
transactions di scussed above or that any nmaterial revenues will be generated for

Elite therefrom
LIQUI DI TY AND CAPI TAL RESOURCES

For the year ended March 31, 2006, the Conpany recorded positive cash
flow and financed its operations through wutilization of its existing cash. In
March 2006, the Company raised net cash approximating $8,600,000 fromits
private placenent of its Series B 8% Preferred Stock. The Conpany's working
capital at March 31, 2006 was $8.6 nillion conpared with working capital of $3.3
mllion at March 31, 2005. Cash and cash equivalents at March 31, 2006 were $8.9
mllion, an increase of $5.0 million fromthe $3.9 nillion at March 31, 2005.

The Conpany spent approxi mately $450, 000 on inprovenents and machinery
and equi pnent during the year ended March 31, 2006. Proceeds generated fromthe
Conmpany's refinancing, discussed below, were used to pay for these additions.

The Conpany's purchase of machinery and equipnent of approxinmately



$426, 000 during the year ending March 31, 2005 was fully financed except for
m nor expendi tures.

On August 31, 2005, the Conmpany successfully conpleted a refinancing
through the issuance of the tax-exenpt bonds (the "Bonds") by the New Jersey
Economi c Devel opnent Authority (the "Authority"). The refinancing involved the
borrowing of $4,155,000, evidenced by a 6.5% Series A Note in the principal
anount of $3, 660,000 naturing on Septenber 1, 2030 and a 9% Series B Note in the
principal anpunt of $495,000 nmturing on Septenber 1, 2012. The net proceeds,
after paynment of

27

<PAE>

i ssuance costs, were or will be used (i) to redeemthe outstanding tax-exenpt
Bonds originally issued by the Authority on Septenmber 2, 1999, (ii) refinance
other fornmer equipment financing and (iii) for the purchase of certain equipnent
to be used in the manufacture of pharnaceutical products.

Interest is payable semannually on March 1 and Septenber 1 of each
year. The Bonds are collateralized by a first lien on the Conpany's facility and
equi pnent acquired with the proceeds of the original and refinanced Bonds. The
related Indenture requires the maintenance of a $415,500 Debt Service Reserve
Fund consisting of $366,000 fromthe Series A Bonds proceeds and $49,500 from
the Series B proceeds. $1,274,311 of the proceeds has been deposited in a
short-term restricted cash account to fund the future purchase of manufacturing
equi pnent and devel opment of the Conpany's facility.

On March 15, 2006, the Conpany conpleted a $10,000, 000 private
pl acenent of to a group of institutional and other private investors of its
Series B Preferred Stock at a price of $1,000 per share, each share initially
convertible at $2.25 into 4,444,444 shares of Common Stock, or an aggregate of
4,444,444 shares of Commpn Stock. The investors received two classes of
five-year comon stock purchase warrants. One Class represents the right to
purchase an aggregate of 1,111,111 shares of Common Stock at an exercise price
of $2.75 per share and the other «class represents the right to purchase an
aggregate of 1,111,111 shares of Common Stock at an exercise price of $3.25 per
share. The Conpany expects that the approxi mate $8,600,000 of net proceeds will
contribute materially to the Conpany's efforts to advance their portfolio of
pain products through the clinic as well as accelerate the devel opnent of other
Conpany control | ed rel ease products which utilize the Conpany's proprietary oral
drug delivery systems and abuse resistant technol ogy.

The Conmpany from tine to time wll consider potential strategic
transactions including acquisitions, strategic alliances, joint ventures and
l'icensing arrangements with other pharmaceutical conpanies. The Conpany retained
an investnent banking firmto assist with its efforts. There can be no assurance
that any such transaction will be available or consummated in the future.

As of March 31, 2006, our principal source of liquidity was
approxi mately $8, 900,000 of cash and cash equivalents. Additionally, we may have
access to funds through the exercise of outstanding stock options and warrants
in addition to funds that may be generated fromthe potential sale of New Jersey
tax | osses. There can be no assurance that the sale of tax |osses or that any
proceeds generated by the exercise of outstanding warrants or options wll
provi de sufficient cash.

The following table depicts our obligations and commtnents to make
future paynents under existing contracts or contingent conm tments.

PAYMENTS DUE BY PERI OD

<TABLE>

<CAPTI ON>

Contractual Obligations TOTAL LESS THAN 1YEAR 1-3 YEARS 4-5 YEARS AFTER 5 YEARS
<S> <C <C <C <G <C

NJEDA Bonds payabl e $4, 155, 000 $175, 000 $595, 000 $470, 000 $2, 915, 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 market risk sensitive instrunents
entered into for trading purposes or for purposes other than trading purposes.
Al loans to us have been nade at fixed interest rates and; accordingly, the
market risk to us prior to maturity is mnimal.
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| 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 Consolidated Financial Statenents, beginning on page F-1.

| TEM 9. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG
AND FI NANCI AL DI SCLOSURE

| TEM 9A CONTROLS AND PROCEDURES

Wthin the 90 days prior to the date of this report, based on an
eval uation of the Conpany's disclosure controls and procedures (as defined in
Rul es 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934), the
Chi ef Executive and Chief Financial Oficer of the Conpany have concl uded that
the Conpany's disclosure controls and procedures are effective for ensuring that
information required to be disclosed by the Company in its Exchange Act reports
is recorded, processed, sunmarized and reported wthin the applicable tine
periods specified by the SEC s rules and forns. The Conpany al so concl uded that
information required to be disclosed in such reports is accunulated and
communi cated to the Conpany's managenent, including its principal executive and
principal financial officer, as appropriate to allow tinely decisions regardi ng
required disclosure. There was no change in the Conpany's internal controls over
financial reporting that occurred during the nost recent fiscal quarter that
materially affected or is reasonably likely to materially affect the Conpany's
internal controls over financial reporting. The Conpany's nanagenent has not yet
conpleted, and is not yet required to have conpleted, its assessment of internal
control s over financial reporting.

| TEM 9B. OTHER | NFORMATI ON.
None.
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PART |11
| TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE COVPANY.

DI RECTORS AND EXECUTI VE OFFI CERS

Qur directors and executive officers, as of Mrch 31, 2006, and their
bi ographi cal information are set forth bel ow

NAMVE AGE POSI TI ON

Bernard Berk 57 Chairman of the Board, Chief Executive Officer
Edward Neugeboren 37 Director
Barry Dash, PO 74 Director

Dr. Melvin Van Wert 75 Director

Mark 1. Gttel man 46 Chief Financial Officer, Secretary and Treasurer
Dr. Charan Behl 55 Executive Vice President and Chief Scientific Oficer
Chris Dick 51 Executive Vice President of Corporate Devel opment

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

M. Bernard Berk was appointed the Chief Executive Officer of the
Conpany in June 2003 and a Director in February 2004. M. Berk has been the
President and Chief Executive Oficer of Mchael Andrews Corporation, a
pharmaceuti cal nmanagenment consultant firm since 1996. M. Berk was from 1994
until 1996, President and Chief Executive Oficer of Nale Pharnaceutical
Corporation and from 1989 until 1994, Senior Vice President of Sales, Marketing
and Busi ness Devel opnent of Par Pharneceuticals, Inc. M. Berk holds a B.S. from
New York University.

M. Edward Neugeboren has been a Managing Partner of IndiG Ventures
LLC, an investnent-banking firmbased in New York, since January 2003. From May
2001 to January 2004, M. Neugeboren was a managing partner of Third Ridge
Capital Managenment, LLC, a U 'S equity hedge fund. He was from Cctober 2000 to
April 2001 the Chief Administrative Oficer of Soceron, a then energing Silicon
Aley based nedia software conpany, and from 1998 to 2000 the Chief
Administrative Oficer and director of Equity Research Operations at Lehman



Brothers. He was from 1996 to 1998 deputy director of Equity Research at UBS
Warburg, fornerly Warburg, Dillon Read, and director of Equity Research
Operations from 1995 to 1996. M. Neugeboren began his career in 1992 as an
equity research analyst covering the specialty pharmaceuticals industry,
constituting generic drugs and drug delivery, at Dillon Read & Co., Kidder,
Peabody & Co. and Furman Selz, Inc. M. Neugeboren is a Director of KineMd,
Inc. a platformbased drug devel opment and advanced nedical diagnostics conpany
based in San Francisco, California.

Dr. Barry Dash has been since 1995 President and Managing Menber of
Dash Associates, L.L.C., an independent consultant to the pharnaceutical and
health and beauty aid industries. From 1983 to 1996 he was enpl oyed by American
Hone Products Corporation, its Witehall-Robins Healthcare Division, initially
as Vice President of Scientific Affairs, then Senior Vice President of
Scientific Affairs and then Senior Vice President of Advanced Technol ogies
during which tinme he personally supervised
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six separate departnents: Medical and Clinical Affairs, Regulatory Affairs,
Technical Affairs, Research and Devel opnent, Analytical R& and Qality
Managenent/ Q C. He had previously been enployed by the Witehall Robins
Heal thcare Division from 1960 to 1976, during which tine he served as Director
of Product Devel opment Research, Assistant Vice President of Product Devel opnent
and Vice President of Scientific Affairs. Dr. Dash had been enpl oyed by J.B.
W liams Conpany (Nabisco Brands, Inc.) from 1978 t01982, during which time he
hel ped introduce nore than 14 national and test market brands. From 1976 to01978
he was Vice President, Director of Laboratories of the Consuner Products
Di vision of American Can Conpany. He is a director of GeoPharma, Inc. Dr. Dash
holds a Ph.D. fromthe University of Florida and MS. and B.S. degrees from
Columbia University at which he was Assistant Professor at the College of
Pharmaceutical Sciences from 1956 to 1960. He is a nenber of the Anerican
Phar maceutical Association, The Anerican Association for the Advancenent of
Sci ence and the Society of Cosnetic Chemist.

Dr. Melvin Van Wert, an internist, has been since 1974, a menber of
the staff of Mount Sinai Medical Center where since 1978 he has also been a
Prof essor in the Departnent of Neurology and Pharnacol ogy at Munt Sinai School
of Medicine. Dr. Van Weert had been a consultant for Neuropharnmacol ogi cal Drug
Products to the Food and Drug Administration from 1974 to 1980; Associate Editor
of Journal of the Neurological Sciences; Menber of the Editorial Board of
Journal of dinical Neur phamacol ogy; and Medi cal Director of National
Organi zation for Rare Disorders for which he received in 1993 the Humanitarian
Award. His other awards include the U S. Public Health Service Award for

Excepti onal Achi evenent in Ophan Products Developnent and the National
Myocl onus Foundation Award. He has authored and co-authored nore than 150
articles appearing in pharmacol ogical, nedical and other professional journals

or publications.

Mark |. Gttelman, Chief Financial O ficer, Secretary and Treasurer of
the Conpany, is the President of Gttelman & Co., P.C., an accounting firmin
Clifton, New Jersey. Prior to formng Gttelman & Co., P.C. in 1984, he worked
as a certified public accountant with the international accounting firmof KPMG
Peat Marwick, 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 |icensed in New Jersey and New
York, and is a nmenber of the American Institute of Certified Public Accountants
("AICPA"), and the New Jersey State and New York State Societies of CPAs. O her
than Elite Labs, no conpany with which M. G ttelman had been affiliated was a
parent, subsidiary or other affiliate of the Conpany.

Chris Dick, who is enployed on an "at-will" basis, was appointed
Executive Vice President of Corporate Devel opment in March, 2006. Since Novenber
2002, the Conmpany has engaged M. Dick to direct its licensing and business
devel opnent activities. From 1999 to 2002, M. Dick served as Director of
Busi ness Devel opnent for Elan Drug Delivery, Inc., responsible for licensing and
busi ness devel opnent of Elan's portfolio of drug delivery technologies. From
1997 to 1999, he was Manager of Business Devel opment and Marketing for EnTec, a
drug delivery business unit within FMC Corporation's Pharmaceutical Division.
Prior thereto he held various other business and technical positions at FMC
Corporation, including Manager of Marketing for its pharnmaceutical functional
coatings product Iline. M. Dick holds an MB.A fromthe Stern School of
Busi ness, New York University, and a B.S. and a MS. in Chemical Engineering
from Cornell University.

Dr. Charan Behl was appointed in March, 2006 Executive Vice President
and Chief Scientific Officer of the Conpany. Dr. Behl has provided the Conpany
since June 2003 consulting technol ogical services as an independent contractor.
He was from January 1995 to July 1998 Vice President of R& and from July 1988
to January 2001 Executive Vice President of R& of Nastech Pharneceutical
Corporation, Inc. FromApril 1981 to Novenmber 1994, Dr. Behl was enployed by
Hof f man La Roche,
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where he held a nunmber of positions, including research |leader of its
Phar maceutical R&D Departnment. During his tenure at Roche and Nastech, Dr. Behl
created intellectual property in the area of drug delivery. Hs patent portfolio
includes over 40 patents issued, pending and in preparation. Dr. Behl holds a

B.S. in Pharmaceutical Sciences from BITS, Pilani, India, an MS. in
Phar maceutics from Duquesne University, under the nentorship of Dr. Alvin M
Galinsky, and a Ph.D. in Pharnmaceutical Sciences from the University of
M chigan, under the nmentorship of Dr. WIliaml. Hguchi. Dr. Behl was an
Assistant Research Scientist from1978 to 1981 at the University of M chigan.
Dr. Behl is internationally known for his scientific and professional
activities. He has coauthored over 200 publications, including research
articles, book chapters, and abstracts, and has nade nunmerous presentations at
national and international conferences and workshops. In conjunction wth

associ ates from academi a and industry and representatives of the FDA Dr. Behl
has co-organi zed several workshops and synposia. He was the founding chair of
the Nasal Drug Delivery Focus Group forned in 1995 under the auspices of the
Anerican Association of Pharnaceutical Scientists ("AAPS'), and served as its
Chairman from 1995 to 2001. Dr. Behl is a fellow of the AAPS.

Each director holds office (subject to our By-Laws) wuntil the next
annual neeting of stockholders and until such director's successor has been
elected and qualified. Except for M. Berk who is enployed pursuant to an
enpl oynent agreenment, all of our executive officers are serving until the next
annual neeting of directors and until their successors have been duly el ected
and qualified. There are no famly relationships between any of our directors
and executive officers.

AUDI T COWM TTEE

Qur Board of Directors has an Audit Committee and, since June 22, 2004,
a Nomi nating Committee. The Board has no other standing conmmittees. The current
Audit Committee, appointed on April 15, 2005, consists of Edward Neugeboren, Dr.
Melvin Van Wert and Barry Dash, Ph.D. The prior Audit Conmittee nenbers were
John A More, Harnmon Aronson and Eric L. Sichel. The Audit Conmittee had one
nmeeting during the fiscal year ended March 31, 2006. The Conpany's Board of
Directors has adopted a witten charter for the Audit Conmittee, a copy of which
was included as an appendix to the Conpany's proxy statenent sent to
stockhol ders in connection with the annual neeting of stockholders held Cctober
11, 2001.

O her than M. More, we deemthe nmenbers of the prior and the current
Audit Committees to be independent as independence is defined in Section 121(A)
of the American Stock Exchange Listing Standards, as amended effective Decenber
1, 2003. The Board determined that M. Sichel, an independent director, wth
respect to the prior Conmittee qualified and M. Edward Neugeboren with respect
to the current Audit Conmittee qualifies as the Audit Committee Financial Expert
within the nmeaning of that termunder the applicable regulations under the
Securities Exchange Act of 1934.

Audit Committee Report: The following is the Audit Conmittee Report
made by all its nmenbers.

The Audit Committee reviewed and discussed the audited financial
statenents with managenent. The Audit Committee 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 enented. The Audit Committee received the witten disclosures and the
letter fromthe independent accountants required by |ndependence Standards Board
Standard No. 1 (Ilndependence Standards Board Standard No. 1, I|ndependence
Di scussions wth Audit Committees), as nodified or supplenmented. The Audit
Committee discussed with the independent accountant the independent accountant's
i ndependence. Based wupon the foregoing review and discussions, the Audit
Committee recommended to the Board of
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Directors of the Conpany that the audited financial statenents of the Conpany be
included in the Conpany's Annual Report on Form 10-K for the fiscal year ended
March 31, 2006 as filed with the Conmi ssion.

Edwar d Neugebor en
Dr. Melvin Van Wert
Barry Dash, Ph.D.
NOM NATI NG COW TTEE

The Nominating Committee, initially appointed on June 22, 2004, is



authorized to select the nonminees of the Board of Directors for election as
directors. The nmenbers were initially John A More, Harnon Aronson and Bernard
Berk with Barry Dash and Melvin Van Woert replacing Messrs. Aronson and Moore as
of April 15, 2005. In selecting nom nees the Conmittee identifies and eval uates
the current Directors and their commitnent to the policy of the Conpany and each
individual's qualifications and availability. The Conmittee believes that a
nomnee for director of the Conpany should have an appropriate |evel of
sophi stication, know edge and understanding of the Conpany and the industry,
stockhol der relations and finance and accounting for publicly held conpanies.
The Conmittee al so considers the need to select at |east one nom nee who has the
appropriate experience and financial background who could qualify as an "audit
committee financial expert" within the meaning of the rules under 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 dat es.

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

MEETI NGS

During the fiscal year ended March 31, 2006, our Board of Directors
held three nmeetings and acted by unaninmbus witten consent on other occasions.
Each director attended 75 percent or nore of the aggregate nunber of neetings
and committees of which he was a nenber that were held during the period of his
service as a director.

The Conpany does not have a formal policy regarding attendance by
nenbers of the Board of Directors at the Conpany's annual neeting of
st ockhol ders, al though it does encour age attendance by the directors.
Historically, nore than a mpjority of the directors have attended the annual
neet i ng.

QCODE GF 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 officers and enployees which it believes conplies
with the requirenents for a conpany code of ethics for financial officers that
were promulgated by the SEC pursuant to the Sarbanes-Oxley Act of 2002 (the
" Sarbanes-Oxl ey Act") as well as for the nenbers 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
Busi ness Conduct and Ethics is available on our website wwmv elitepharma.com W
intend to disclose
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any anendnent to, or waiver of, a provision of the Business Conduct and Ethics
for Directors in a report filed under the Securities Exchange Act of 1934 within
five business days of the amendnent or waiver.

STOCKHOLDER COMMUNI CATI ONS

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

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

o Junk nmil and nass mailings

o New product suggestions

o Resunes and other forns of job inquiries
o Opi nion surveys and polls

o Business solicitations or advertisenents

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 Commpn 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, 2006 all Reporting Persons conplied wth all
applicable filing requirements other than M. Neugeboren who did not tinely file
a Form4.

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

M. Berk is enployed pursuant to an enploynent agreenent, dated as of
June 23, 2003, as anended and restated on Septenber 2, 2005 (the "RESTATED
EMPLOYMENT AGREEMENT"), providing for himto serve as the Conpany's Chief
Executive Officer through August 31, 2009. M. Berk's salary was increased to
$330, 140 as a result of the occurrence of a Strategic Transaction pursuant to
the terms of the Restated Enploynent Agreenent - the increase from $200, 000 was
effective May 1, 2005 but not payable until Novenber 1, 2005. Additionally, M.
Berk is entitled to an annual bonus as determ ned by the Conpensation Conmittee.
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Pursuant to the Restated Enpl oynent Agreenent, M. Berk (i) waived his
rights to 75,000 of the 300,000 options granted to himunder the agreement on
June 23, 2003 and the Conpany determined that the renmining 225,000 options
fully vested as a result of the occurrence of a Strategic Transaction and (ii)
was granted on September 2, 2005 under its 2004 Stock Option Plan (the "PLAN')
ten year options to purchase 600,000 shares of common stock at $2.69, the fair
mar ket val ue of the Common Stock as of the time of the grant, of which 100,000
vest on Septenber 2, 2006, 100,000 vest on Septenber 2, 2007 and the renaining
400,000 vest as follows: (a) 50,000 shares upon the closing of each product
license or product sale transaction (on a product by product basis and only once
for each product) in which the Conpany receives an aggregate of at |east
$5, 000,000 in net cash proceeds (including royalties and signing, |icense and
mlestone paynents) in connection wth such product transaction; (b) 10,000
shares upon the filing by the Conpany (in the Conpany's name) with the United
States Food and Drug Adninistration (the "FDA") of either an abbreviated new
drug application (an "ANDA") OR a new drug application (including an application
filed with the FDA under Section 505(b)(2) of the Federal Food, Drug, and
Cosmetic Act, 21 U.S.C. Section 301 et seq.) (collectively, a "NDA"), for a
product not covered by a previous FDA application; and (c) 40,000 shares upon
the approval by the FDA of any ANDA or NDA (filed in the Conpany's nanme) for a
product not previously approved by the FDA

The Conpany also agreed that in the event that options to purchase the
above 400,000 shares have fully vested, it will grant himunder the Plan fully
vested additional options to purchase shares at the fair market value on the
date of grant as follows: (a) 50,000 options upon the closing of each product
license or product sale transaction (on a product by product basis and only once
for each product) in which the Conpany receives an aggregate of at |east
$5, 000, 000 in net cash proceeds (including royalties and signing, |icense and
m | estone paynents) in connection wth such product transaction; (b) 10,000
options upon the filing by the Conpany (in the Conpany's nane) with the FDA of
either an ANDA or NDA for a product not covered by a previous FDA application;
and (c) 40,000 options wupon the approval by the FDA of any ANDA, NDA or
505(b)(2) application filed in the Conpany's nanme for a product not previously
approved by the FDA

The Restated Enploynent Agreenment provides that if the Conpany
termnates M. Berk's enployment w thout cause or M. Berk terminates his
enmpl oynent for good reason, M. Berk shall be entitled to the followng
severance: (i) any earned but unpaid base salary plus any unpaid reinbursable
expenses as of the effective date of termnation of his enploynent, (ii) the
then-current base salary and reinbursenent of the cost to replace the life and
disability insurance coverages afforded to M. Berk under the Conpany's benefit
plans with substantially similar coverages, following the effective date of
termnation of his enploynent, for a period equal to the greater of (x) the
renai nder of the then-current term or (y) two years following the effective
date of termnation and (iii) paynent by the Conpany of premiuns for health
insurance for the period during which M. Berk is entitled to continued health
i nsurance coverage as specified in the Conpr ehensi ve Omi bus Budget
Reconciliation Act. |In the event that the Conpany termnates M. Berk's
enpl oynent because of his permanent disability, M. Berk is to be entitled to
the severance specified above, |ess any amounts actually received by himunder
any disability insurance coverage provided for and paid by the Conpany. In the
event that the Conpany terminates M. Berk's enploynment for cause or M. Berk
termi nates his enployment with the Conpany wi thout good reason, M. Berk shall
be entitled to any earned but unpaid base salary plus any unpaid reinbursable



expenses as of the effective date of termi nation of his enploynent.

The Restated Enploynent Agreenent provides that in the event of a
change of control in lieu of any severance that may otherw se be payable to M.
Berk if M. Berk elects to termnate his enploynment for any reason w thin 90
days thereof, or the Conpany elects to termnate his enploynment within 180 days
thereof, other than for cause, he is to be entitled to the following: (i) any
earned but unpaid base
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salary plus any unpaid reinbursable expenses as of the effective date of
term nation of his enploynent, (ii) $1,000,000, (iii) the then-current base
salary for a period of 12 nonths following the effective date of termnation,
(iv) reinbursenent of the cost, for a period equal to the 12 nonths follow ng
the effective date of termination, of replacing the life and disability
insurance coverage afforded to M. Berk under the Conpany's benefit plans with
substantially simlar coverage and (v) paynent by the Conpany of premuns for
health insurance for the period during which M. Berk is entitled to continued
health insurance coverage as specified in the Conprehensive Omibus Budget
Reconci liation Act.

The Restated Enpl oyment Agreenent contains M. Berk's non-conpetition
covenant for a period of one year fromtermnation.

The Conpany is a party to an agreenent dated February 26, 1998 whereby
fees are paid to Gttelman & Co., P.C., a firm wholly-owned by Mark I.
Gttelman, the Conpany's Chief Financial Oficer, Secretary and Treasurer, in
consideration for services rendered by the firmas internal accountant and
financial and management consultant. The firm's 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, 2006, 2005, and 2004, the
fees paid by the Conpany under the agreement were $154,704, $111,312, and
$168, 750 respectively. The services rendered by the firmto the Conpany averaged
103, 84, and 128 hours per nonth, respectively, of which an average of 25 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 and fees
for services in all capacities to the Conpany for each of the years in the three
year period ended March 31, 2006, awarded or paid to, or earned by our President
and Chief Executive Officer during the year and those executive officers who
earned at |east $100,000 during the year, including M. Chris Dick and Dr.
Charan Behl who were elected officers in March 2006. Dr. Behl's conpensation for
the years ended March 31, 2004, 2005 and 2006 consisted of consulting fees at
the rate of $200 per hour.

Summary Conpensation Tabl e

<TABLE>
<CAPTI ON>
Annual Conpensation Long Ter m Conpensati on
(a) (b) (c) (d) (e) (f) (9)
Narme and Restricted Securities
Princi pal Fi scal O her Annual St ock Under | yi ng
Posi tion Year (1) Sal ary Bonus Conpensati on Awar ds Opti ons
<S> <C <C <C <C <C <C
Bernard Berk, 2005- 06 $344, 295 $150, 000 -- --
Presi dent and 2004- 05 $200, 000 $50, 000 -- -- 30, 000
Chi ef Executive 2003-04 $166, 667 -- -- -- 525, 000
Cficer
Atul M Mehta, 2005- 06 -- -- -- -- --
Ph.D. forner 2004- 05 -- -- -- -- --
Presi dent and 2003-04 $53, 684 -- $3, 040( 3) -- --
Chi ef Executive
CGficer (2)
Chris Dick 2005- 06 $150, 000 $25, 000 -- --
Executive Vice 2004- 05 $140, 250 $25, 000 -- --
President of 2003- 04 $137, 000 -- -- -- 30, 000
Corporate
Devel opnent
Charan Behl 2005- 06 $450, 000 -- -- -- --
Executive Vice 2004- 05 $392, 455 -- -- -- --
Presi dent and 2003- 04 (4) -- -- -- --
Chief Scientific $151, 114

Gficer

(h)

LTI P
Payout s

(i)

Al O her
Conpensatic



</ TABLE>
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(1) The information is provided for each fiscal year which begins on April
1 and ends on March 31.

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

(3) Represents the value of the use of a conpany car and premiuns paid by
the Conpany for life insurance on Dr. Mehta's life for the benefit of
his wife.

(4) Includes $229, 325 of fees paid by the value of units issued to him by
the Conmpany in the Series A Preferred private placenent, each

consisting of (i) a share of Series A Preferred Stock convertible into
ten shares of Commpbn Stock and (ii) ten common stock purchase warrants,
at the rate of $12.30 per unit.

OPTI ON GRANTS TO AND EXERCI SED BY EXECUTI VE OFFI CERS | N LAST FI SCAL YEAR

Options granted during the fiscal year ended March 31, 2006 to the executive
officers named in the Summary Conpensation Table were as fol |l ows:

OPTI ON GRANTS | N FI SCAL YEAR ENDED MARCH 31, 2006

<TABLE>
<CAPTI ON>
POTENTI AL REALI ZED VALUE AT
NUMBER OF SHARES % OF TOTAL OPTI ONS ASSUMED ANNUAL RATES OF
UNDERLY!I NG GRANTED TO EMPLOYEES EXERCI SE EXPI RATI ON STOCK PRI CE APPRECI ATI ON
NAVE OPTI ONS GRANTED I'N FI SCAL YEAR PRI CE DATE FOR OPTI ON TERM
5% 10%
<S> <C <C <C <C <C <C
Bernard Berk 30, 000 3.1% $2.75 8/ 30/ 2015 $39, 300 $111, 200
600, 000 61. 9% $2. 69 9/ 02/ 2015 $822, 000 $2, 262, 000
Atul M Mehta --- --- --- ---
Chris Dick 40, 000 4. 1% $2. 80 7/ 14/ 2015 $50, 400 $146, 400
Charan Behl --- --- --- ---
Mark G ttel man 20, 000 2.1% $2. 80 7/ 14/ 2015 $25, 200 $73, 200
</ TABLE>

No options were exercised by executive officers during the fiscal years
ended March 31, 2005 and 2006.

<TABLE>
<CAPTI N>
NUMBER OF SHARES UNDERLYI NG UNEXERCI SED  VALUE OF UNEXERCI SED | N- THE- MONEY
NAMVE OPTI ONS AT MARCH 31, 2006 OPTI ONS AT MARCH 31, 2006 (1)
EXERCI SABLE UNEXERCI SABLE EXERCI SABLE UNEXERCI SABLE
<S> <C <C <C <C
Atul M Mehta (2) 170, 000 -0- $25, 500 -0-
100, 000 -0- -0- -0-
100, 000 -0- -0- -0-
100, 000 -0- $49, 000 -0-
100, 000 -0- $99, 000 -0-
</ TABLE>
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<TABLE>
<S> <C <C <C <C
Bernard Berk (3) 300, 000 - 0- $144, 000 - 0-
225,000 - 0- $76, 500 - 0-
30, 000 - 0- $45, 000 - 0-
- 0- 30, 000 - 0- - 0-

-0- 600, 000 -0- - 0-



Chris Dick 30, 000 - 0- $4, 500

30, 000 10, 000 $5, 600
30, 000 - 0- -0-
Mark G ttel man 10, 000 20, 000 -0-
Chran Behl - 0- - 0- - 0-
</ TABLE>
(1) The dollar values are calcul ated by determning the difference between
$2.49 per share, the fair market value of the Conmon Stock at March 31,
2006, and the exercise price of the respective options.
(2) Dr. Mehta resigned as an officer/enployee and director as of June 3,
2003.
(3) M. Berk entered the enploy of the Conpany in June 2003.

COVWPENSATI ON OF DI RECTORS

Each non-affiliated director receives a fee of $2,000 for each nmeeting
at t ended.

M. John A. More for the period from January 1, 2004 through May 12,
2004, when he resigned, while he was Chairnan of the Board received $46,875 as
conpensation for the substantial duties the Board assigned to him principally
to assist the Chief Executive Oficer in the managenent of the Conpany's
operations, and the time required to performsuch duties.

OPTI ONS AND WARRANTS

In Cctober 2003, the American Stock Exchange (the "Amex") anended its
Rules to require stockhol der approval of nmaterial amendments to a stock option
plan or other equity conpensation arrangements pursuant to which options or
stock may be acquired by officers, director or enployees, subject to certain
limted exceptions.

Qur stockholders approved at its neeting held on June 22, 2004 the
followi ng amendnents 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 Company's Commpn Stock granted on
January 31, 2003 to each of the following persons, each of whom was then a
Director: Messrs. Harnon Aronson, Richard A. Brown, John P. deNeufville, John A
Mbore, 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 Commpn Stock on the Anerican
Stock Exchange on the date of the amendment. The options vested in equal 10,000
share install nents on Decenber 12, 2003, Decenber 12, 2004 and Decenber 12, 2005
and expire at the earlier 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
Conmpany. On February 6, 2004, the Board of Directors authorized a further
anmendnent to all the options held by Messrs. Brown
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(30,000 shares), deNeufville (55,000 shares) and Pearson (90,000 shares) to
extend their expiration date to a date two years following the June 22, 2004
Annual Meeti ng.

On March 8, 2004 our Board of Directors anmended 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 as follows:

Shar es Subj ect Dat e of Original Expiration
Nane To Amended Options G ant Exercise Price Dat e
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

On May 12, 2004 our Board of Directors also authorized an anendnent to
the expiration dates of options to purchase 330,000 shares held by M. Moore, of
whi ch 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. Simlar

- 0-
$2, 800
- 0-
- 0-

-0-



to the above anmendment of the options held by Messrs Pearson, Aronson and
Sichel, the options terminate on the earlier of their current expiration date or
a date two years after M. Moore ceased to be a director of the Conpany (January
24, 2007).

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 installnments comencing with the date of grant.

The Board of Directors authorized the foregoing anmendnents 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 neani ngful form of noncash
conpensat i on.

The outstanding Class B Warrants and C Warrants to purchase an
aggregate of 2,404,239 shares of our Conmobn Stock at a price of $5.00 per share
expi red on Novenmber 30, 2005. I|ncluded anong the hol ders of the Class B Warrants
were Richard AL Brown, a Director at the tinme, who held, 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 held
25,000 A ass B Warrants.

I TEM 12. SECURI TY OWNERSHI P OF CERTAI N BENEFI CI AL OANERS AND MANAGENMENT
AND RELATED STOCKHOLDER MATTERS

The following table sets forth certain infornation regardi ng
beneficial ownership of our Commobn Stock as of the March 31, 2006 by (i) each
director and executive officer naned under the Sunmary Conpensation Table, (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
Conmmon  Stock. On such date, we had 19,190,159 shares of Conmon Stock
outstanding. (The 10,000 shares of Series B Preferred Stock outstanding are
nonvoting and none of the individuals |isted below beneficially owns any shares
of Series B Preferred Stock). Shares not outstanding but deened beneficially
owned by virtue of
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the right of any individual to acquire shares within 60 days of the foregoing
date are treated as outstanding only in determining the anbunt and percentage of

Common  Stock owned by such individual. Each person has sole voting and
investment power wth respect to the shares shown, except as noted. Unless
ot herwi se i ndi cated, the address of the person named is c/o Elite

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

Narme and Address Common St ock

Anount %

Bernard Berk 1, 352, 300(1) 7.04

Director and Chief Executive Officer

Edwar d Neugebor en 221, 063(2) 1.15

D rector

Barry Dash, Ph.D 30, 000( 3) *x

D rector

Dr. Melvin Van Wert 30, 000( 3) *x

D rector

Dr. Charan Behl 546, 000( 4) 2.77

Executive Vice President and Chief Scientific

Cficer

Chris Dick 135, 377(5) *x

Executive Vice President of Corporate
Devel opnent

Mark |. Gttel man 100, 000( 3) *x
Chief Financial Oficer, Treasurer and

Secretary

Dr. Atul Mehta 570, 000( 3) 2.89

c/o Katten Michin Zavis Rosenman
575 Madi son Avenue
New York, NY 10022

Trel |l us Managenent Conpany, LLC 996, 400( 6) 5.5%



Adam Usdan
350 Madi son Avenue, 9th Fl oor
New York, New York 10017

Mark Fain 1, 145, 333(7) 5. 9%
237 Park Avenue, Suite 900
New York, NY 10017

Chad Coniteau 1,151, 765(8) 5.9%
237 Park Avenue, Suite 900
New York, Ny 10017

Al Directors and Oficers as a group (12) 2,984, 740(9) 13.07

* See "Election of Directors - Board of Directors Nonminees" for his
addr ess.
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*x Less than 1%

(1) I ncludes options to purchase 1,185,000 shares. See "Executive Oficers"

(2) Includes options and warrants to purchase an aggregate of 190,571
shares.

(3) Represents options.

(4) Includes warrants to purchase 130, 000 shares.

(5) Includes options to purchase 100,000 shares of Common Stock and

warrants held by M. Dick and Hedy Rogers as joint tenants to purchase
10, 569 shares of Common Stock.

(6) Based on information in the Schedule 13G filed February 15, 2006 of
Trellus Managenment Conpany and Adam Usdan who share voting and
di sposi tve power.

(7) Based on information provided by Mark Fain and Chad Comiteau in their
Schedul e 13G filed May 17, 2006. Includes (i) 33,333 convertible shares
beneficially owned by M. Fain over which he has sole voting power and
sole dispositive power, (ii) 33,000 shares beneficially owned by
Stratford Management Mney Purchase Pension Plan over which Messrs.
Fain and Conmiteau have shared voting power and shared dispositive
power, and (iii) 750,000 shares and 150,000 convertible shares
beneficially owned by Stratford Partners, L.P. of which Messrs. Fain
and Comiteau are Managing Menbers, and over which they have shared
voting power and shared di spositive power.

(8) Based on information provided by Mark Fain and Chad Comiteau in their
Schedul e 13G filed May 17, 2006. Includes (i) 32,655 convertible shares
beneficially owned by M. Conmiteau over which he has sole voting power
and sol e dispositive power, and (ii) the shares and convertible shares
described in footnote 7 which are beneficially owned by Stratford
Managenment Money Purchase Pension Plan and Stratford Partners, L.P.
over which Messrs. Fain and Conmiteau have shared voting power and
shared di spositive power.

(9) Includes options and warrants to purchase an aggregate of 2,246, 140
shares.
Except as otherwi se 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
plans or arrangenents benefiting enployees or non-enployees under which equity
securities of the Conpany are authorized for issuance in exchange for
consideration in the formof goods or services.

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

We entered into a placenent agent agreenent with Indigo Securities LLC
in March 2006 for Indigo to provide financial advisory services and act as a
pl acenent agent in to us in connection wth the Conpany's private placenment
transactions which occurred during the fiscal year ended March 31, 2006. This
agreenent superceded all prior agreenents wth us. In Decenber 2005, |Indigo
received $76,418 cash conpensation and placenent agent warrants to purchase
25,473 shares of commpn stock in connection wth acting as the placement agent
for the warrant exchange offer. In March 2006, Indigo received $800,000 cash
conpensation and placenent agent warrants to purchase 355,555 shares of commopn
stock in connection with acting as placenment agent for the offering of our



Series B Preferred Stock. Edward Neugeboren, one of our directors, is an
enpl oyee of Indigo Securities, LLC

See "Item 10 - Directors and Executive Officers of Registrant" for
information as to enploynment or engagenent agreenents with Bernard Berk, Chris
Di ck, Charan Behl and an affiliate of Mark |I. Gttel man.
| TEM 14. PRI NCI PAL ACCOUNTI NG FEES AND SERVI CES.

The following table presents fees, including rei nbursenments for
expenses, for professional audit services rendered by Mller Ellin & Conpany,

LP. ("Mller EIlin") for the audits of our annual financial
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statements and interim reviews of our quarterly financial statements for the
years ended March 31, 2006 and March 31, 2005 and fees billed for other services
rendered by Mller Ellin during those periods.

FI SCAL 2006 FI SCAL 2005
Audit fees (1) $ 69, 923 $ 127, 561
Audit-Related fees (2) $ -- $ --
Tax fees (3) $ -- $ --
Al other fees (4) $ -- $ --
Tot al $ 69, 923 $ 127, 561
(1) Audit fees consist of fees billed for professional services rendered

for the audit of the Conpany's consolidated annual financial statenments
and review of the interimconsolidated financial statements included in
quarterly reports and services that are normally provided by MIler
Ellin. in connection with statutory and regulatory filings or
engagenent s.

(2) Audit-Related fees consist of fees billed for assurance and related
services that are reasonably related to the perfornmance of the audit or
review of the Conpany's consolidated financial statenents and are not
reported under "Audit Fees."

(3) Tax fees consist of fees billed for professional services rendered for
tax conpliance, tax advice and tax planning.

(4) Al'l other fees consist of fees for services other than the services
reported above.

PART |V
| TEM 15. EXHI BI TS, FI NANCI AL STATEMENTS AND SCHEDULES.
(a) Docunents filed as part of this Report
(1) The financial statenents listed in the Index to Consolidated

Financial Statenments are filed as part of this report

(2) The financial statenents listed in the Index are filed a part
of this report.

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

The Exhibits are filed with or incorporated by reference in this

report.
(c) EXHI BI TS REQUI RED BY | TEM 601 OF REGULATI ON S-K.
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EXH BI T NO DESCRI PTI ON
3.1(a) Certificate of incorporation of the Conpany, together with all

other anendnents thereto, as filed with the Secretary of State of
the State of Delaware, incorporated by reference to (a) Exhibit

4.1 to the Regi stration Statement on Form S-4 (Reg. No.
333-101686), filed with the SEC on Decenber 6, 2002 (the "Form



3.1(b)

3.1(c)

3.1(d)

<PACE>

S-4") and (b) Exhibit 4.1 to the Conpany's Report on Form 8-K
dated July 28, 2004.

Certificate of Designations, Preferences and Rights of Series A
Preferred Stock, as filed with the Secretary of the State of
Del aware, incorporated by reference to Exhibit 4.5 to the Form 8-K
dated Cctober 6, 2004, and filed with the SEC on Cctober 12, 2004.

Certificate of Retirement wth the Secretary of the State of the
Del aware to retire 516,558 shares of the Series A Preferred Stock,
as filed with the Secretary of State of Del aware, incorporated by
reference to Exhibit 3.1 to the Form 8-K dated March 10, 2006, and
filed with the SEC on March 14, 2006.

Certificate of Designations, Preferences and Rights of Series B 8%
Convertible Preferred Stock, as filed with the Secretary of the
State of Del aware, incorporated by reference to Exhibit 3.1 to the
Form 8-K dated March 15, 2006, and filed with the SEC on March 16,
2006.

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

Form of specimen certificate for Common Stock of the Conpany,
incorporated by reference to Exhibit 4.1 to the Form SB-2.

Form of specinmen certificate for Series A 8% Convertible Preferred
Stock of the Conpany, incorporated by reference to Exhibit 4.5 to
the Form 8-K, dated OCctober 6, 2004, and filed with the SEC on
Cct ober 12, 2004.

Form of specinmen certificate for Series B 8% Convertible Preferred
Stock of the Conpany, incorporated by reference to Exhibit 4.1 to
the Form 8-K, dated March 15, 2006 and filed with the SEC on March
16, 2006

Warrant to purchase 100,000 shares of Conmon Stock issued to DH
Blair Investment Banking Corp., incorporated by reference to
Exhibit 10.2 to the Form 10-Q for the period ended Septenmber 30,
2004.

Warrant to purchase 50,000 shares of Common Stock issued to Jason
Lyons incorporated by reference to Exhibit 10.3 to the Form 10-Q
for the period ended June 30, 2004.

Formof Warrant to purchase shares of Commpn Stock issued to
desi gnees of lender with respect to financing of an equi pnent |oan
incorporated by reference to Exhibit 10.2 to the Form 10-Q for the
peri od ended June 30, 2004.

Form of Short Term Warrant to purchase shares of Commpbn Stock
issued to purchasers in the private placenment which initially
closed on Cctober 6, 2004 (the "Series A Financing"), incorporated
by reference to Exhibit 4.6 to the Form8-K, dated OCctober 6,
2004, and filed with the SEC on Cctober 12, 2004.
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Form of Long Term Warrant to purchase shares of Commpn Stock
issued to purchasers in the Series A Financing, incorporated by
reference to Exhibit 4.7 to the Form8-K, dated OCctober 6, 2004,
and filed with the SEC on Cctober 12, 2004.

Form of Warrant to purchase shares of Commpbn Stock issued to the
Pl acenent Agent, in connection wth the Series A Financing,
incorporated by reference to Exhibit 4.8 to the Form 8-K, dated
Cctober 6, 2004, and filed with the SEC on Cctober 12, 2004.

Form of Repl acenent Warrant to purchase shares of Common Stock in
connection wth the offer to holders of Wrrants in the Series A
Financing (the "Warrant Exchange"), incorporated by reference as
Exhibit 4.1 to the Form 8-K, dated Decernber 14, 2005, and filed
with the SEC on Decenber 20, 2005.

Form of Warrant to purchase shares of Common Stock to the
Pl acenent Agent, in connection wth the Warrant Exchange, "),
incorporated by reference as Exhibit 4.2 to the Form8-K, dated
Decenber 14, 2005, and filed with the SEC on December 20, 2005.

Formof Warrant to purchase shares of Commpbn Stock issued to
purchasers in the private placenent which closed on March 15, 2006



10.1

10.2
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10.6

10.7

10.8

10.9

10.10

10.11

10. 12

(the "Series B Financing"), incorporated by reference to Exhibit
4.2 to the Form8-K, dated March 15, 2006 and filed with the SEC
on March 16, 2006.

Formof Warrant to purchase shares of Conmopn Stock issued to
purchasers in the Series B Financing, incorporated by reference to
Exhibit 4.3 to the Form8-K, dated March 15, 2006 and filed with
the SEC on March 16, 2006.

Form of Warrant to purchase shares of Commpbn Stock issued to the
Pl acenent Agent, in connection wth the Series B Financing,
incorporated by reference to Exhibit 4.4 to the Form8-K, dated
March 15, 2006 and filed with the SEC on March 16, 2006

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

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

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

Amrended and Restated Enpl oyment Agreenent dated as of Septenber 2,
2005 between Bernard Berk and the Conpany, incorporated by
reference to Exhibit 10.1 to Form 8-K, dated Septenber 2, 2005,
and filed with the SEC on Septenber 9, 2005.

Option Agreenent between Bernard Berk and the Conpany dated as of
July 23, 2003 incorporated by reference to Exhibit 10.7 to the
Report on Form 10-Q for three nonths ended June 30, 2003 (the
"June 30, 2003 10Q Report").
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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.

Anmendrent, dated as of Septenber 2, 2005, by and between, the
Conpany and Bernard Berk, to the Stock Option Agreenent, dated as
of July 23, 2003, incorporated by reference to Exhibit 10.2 to
Form 8-K, dated September 2, 2005, and filed with the SEC on
Sept ember 9, 2005.

Stock Option Agreement, dated as of Septenber 2, 2005, by and
between the Conpany and Bernard Berk, incorporated by reference to
Exhibit 10.3 to Form 8-K, dated Septenmber 2, 2005, and filed with
the SEC on Septenber 9, 2005.

Stock Option Agreenent, dated as of Septenber 2, 2005, by and
between the Conpany and Bernard Berk, incorporated by reference to
Exhibit 10.4 to Form 8-K, dated Septenber 2, 2005, and filed with
the SEC on Septenber 9, 2005.

Engagenent |etter dated February 26, 1998, between G ttel man & Co.
P.C. and the Conpany incorporated by reference to Exhibit 10.10 to
the Form 10-K for the period ended Mrch 31, 2004 filed with the
SEC on June 29, 2004.

Product Devel opnent Manufacturing and Distribution Agreenent,
dated as of March 30, 2005, by and anpng Elite Laboratories, Inc.,
a Del aware corporation and whol | y-owned subsidiary of the Conpany
("Elite Labs"), Harris Pharmaceuticals, Inc. and Tish Technol ogi es
LLC, incorporated by reference as Exhibit 10.1 to the Form 8-K,
dated March 30, 2005, originally filed with the SEC on April 5,
2005, as anended on the Form 8-K/A filed May 10, 2005, as further
amended by the Form 8-K/A filed June 13, 2005, as further anended
by the Form 8-K/ A filed July 20, 2005, as further anmended by the
Form 8-K/ A filed August 23, 2005, as further anended by the Form
8-K/IA filed September 27, 2005, as further anended by the Form
8-K/A filed Decenmber 7, 2005 (Confidential Treatnent granted with
respect to portions of the Agreenent).

Product Devel opnent and Commercialization Agreenment, dated as of
June 21, 2005, between the Conpany and IntelliPharmaceutics,
Corp., incorporated by reference as Exhibit 10.1 to the Form 8-K
dated June 21, 2005 and originally filed with the SEC on June 27,
2005, as anended on the Form8-K/ A filed Septenber 7, 2005, as
further amended by the Form 8-K/A filed Decenmber 7, 2005
(Confidential Treatnent granted wth respect to portions of the
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13

14

15

16

17

18

19

20

21

22

23

24

21

Agreenent) .

Product Devel opnent and License Agreenent, dated as of June 22,
2005, between the Conpany and Pliva, Inc., incorporated by
reference as Exhibit 10.1 to the Form 8-K, dated June 22, 2005 and
originally filed with the SEC on June 28, 2005, as anmended on the
Form 8-K/ A filed Septenmber 6, 2005, as further anmended by the Form
8-K/A filed Decenmber 7, 2005 (Confidential Treatnment granted with
respect to portions of the Agreenent).

Agreerment, dated Decenmber 12, 2005, by and anong the Conpany,
Elite Labs, and |IntelliPharmaCeutics Corp., incorporated by
reference as Exhibit 10.1 to the Form 8-K, dated
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Decenber 12, 2005, and originally filed with the SEC on Decenber
16, 2005, as anended by the Form 8-K/A filed March 7, 2006
(Confidential Treatnent granted w th respect to portions of the
Agreenent) .

Product Devel opnent and Commerci al i zati on Agreenent, dated January
10, 2006, by and anpng the Conpany, Elite Laboratories, Inc., its
whol | y- owned subsidiary and Orit Laboratories LLC, incorporated by
reference as Exhibit 10.1 to the Form 8-K, dated January 10, 2006,
and filed with the SEC on January 17, 2006. (Confidential
Treatment granted with respect to portions of the Agreenent).

Loan Agreenment, dated as of August 15, 2005, between New Jersey
Econoni ¢ Devel oprent Aut hority ("NJEDA") and the Conpany,
incorporated by reference to Exhibit 10.1 to the Form 8-K, dated
August 31, 2005 and filed with the SEC on Septenber 6, 2005.

Series A Note in the aggregate principal anount of $3,660,000.00
payabl e to the order of the NJEDA, incorporated by reference to
Exhibit 10.2 to the Form 8-K, dated August 31, 2005 and filed with
the SEC on Septenber 6, 2005.

Series B Note in the aggregate principal anmount of $495,000.00
payabl e to the order of the NJEDA, incorporated by reference to
Exhibit 10.3 to the Form 8-K, dated August 31, 2005 and filed with
the SEC on Septenber 6, 2005.

Mortgage fromthe Conpany to the NJEDA, incorporated by reference
to Exhibit 10.4 to the Form8-K, dated August 31, 2005 and filed
with the SEC on Septenber 6, 2005.

I ndenture between NJEDA and the Bank of New York as Trustee, dated
as of August 15,2005, incorporated by reference to Exhibit 10.5 to
the Form 8-K, dated August 31, 2005 and filed wth the SEC on
Sept ember 6, 2005.

Form of Warrant Exercise Agreenent, between the Registrant and the
signatories thereto, incorporated by reference to Exhibit 10.1 to
the Form 8-K, dated Decenber 14, 2005 and filed with the SEC on
Decenmber 20, 2005

Form of Registration R ghts Agreenent, between the Registrant and
signatories thereto, incorporated by reference to Exhibit 10.2 to
the Form 8-K, dated Decenber 14, 2005 and filed with the SEC on
Decenber 20, 2005.

Form of Securities Purchase Agreenent, between the Registrant and
the signatories thereto, incorporated by reference to Exhibit 10.1
to the Form8-K,  dated March 15, 2006 and filed with the SEC on
March 16, 2006.

Form of Registration R ghts Agreenent, between the Registrant and
the signatories thereto, incorporated by reference to Exhibit 10.1
to the Form8-K, dated March 15, 2006 and filed with the SEC on
March 16, 2006.

Form of Placenent Agent Agreenent, the Conmpany and |Indigo
Securities, LLC, incorporated by reference as Exhibit 10.3 to the
Form 8-K dated March 15, 2006, and filed with the SEC on March 16,
2006.
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21 Subsi di ari es of the Company.*

31. 1% Certification of Chief Executive Officer pursuant to Section 302
of the Sarbanes-Oxl ey Act of 2002*

31. 2* Certification of Chief Financial Officer pursuant to Section 302
of the Sarbanes-Oxl ey Act of 2002*

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

32.2*%* Certification of Chief Financial Officer pursuant to Section 906
of the Sarbanes-Oxl ey Act of 2002.*

* Filed herew th

*x 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 wth the
Securities and Exchange Conmi ssion and are not incorporated by reference in any
filing of Elite Pharmaceuticals, Inc. wunder the Securities Act of 1933 or the
Securities Exchange Act of 1934, whether made before or after the date hereof
and irrespective of any general incorporation |anguage in any such filings.

(c) Fi nancial statenents required by Regulation S-X which are excluded from
the annual report to sharehol ders by Rule 14a-3(b).
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S| GNATURES

Pursuant to the requirenments 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 Officer

Dat ed: June 29, 2006
Pursuant to the requirenments of the Securities Exchange Act of 1934, this report

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

S| GNATURE TITLE DATE
/'s/ Bernard Berk Chi ef Executive O ficer June 29, 2006
-------------------------- (Principal Executive
Bernard Berk O ficer)
/sl Mark Gttel man Chief Financial O ficer June 29, 2006
-------------------------- and Treasurer (Principal
Mark |. Gttel man Fi nanci al and Accounting
O ficer)
/'s/ Edward Neugeboren Director June 29, 2006

Edwar d Neugebor en

/sl Barry Dash Director June 29, 2006
Barry Dash
/sl Melvin Van Wert Director June 29, 2006

Mel vin Van Wert
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REPORT OF | NDEPENDENT REG STERED PUBLI C ACCOUNTI NG FI RM
To Elite Pharmaceuticals, Inc.

We have audited the acconpanying consol i dat ed bal ance sheets of Elite
Pharnaceuticals, Inc. and Subsidiaries (the "Conpany") as of March 31, 2006 and
2005, and the related consolidated statements of operations, stockhol ders'
equity and cash flows for the years ended March 31, 2006, 2005 and 2004. These
financial statements are the responsibility of the Conmpany's managenment. Cur
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
statenents are free of material nisstatement. An audit includes exanmning, on a
test basis, evidence supporting the ampunts and disclosures in the financial
statenents. An audit al so includes assessing the accounting principles used and
significant estinates made by nanagenment, 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 material respects, the financial position of Elite
Pharmaceuticals, Inc. and Subsidiaries as of March 31, 2006 and 2005, and the
results of their operations and their cash flows for each of the three years
ended March 31, 2006, 2005 and 2004 in conformity wth accounting principles
general ly accepted in the United States of Anerica.

/sl MLLER, ELLIN & COWPANY, LLP
CERTI FI ED PUBLI C ACCOUNTANTS

New York, New York

June 5, 2006
F-2
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEETS
MARCH 31, 2006 AND 2005
ASSETS
<TABLE>
<CAPTI ON>
<S>

CURRENT ASSETS:
Cash and cash equival ents
Accounts receivable, net of allowance for doubtful accounts of

2006

<C

$ 8,919,354

2005

<C

$ 3,902,003



$153, 250 as of March 31, 2006 and 2005
Current portion of restricted cash - capital project fund
Prepai d expenses and other current assets

Total current assets

PROPERTY AND EQUI PMENT- net of accunul ated
depreciation and anortization

I NTANG BLE ASSETS - net of accunul ated anortization
OTHER ASSETS:

Def erred charges

Security deposit

Restricted cash - debt service

EDA bond offering costs, net of accunul ated
anortization of $7,000 and $73, 468, respectively.

Total other assets

TOTAL ASSETS

</ TABLE>
The acconpanying notes are an integral part of the
consol i dated financial statenents.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEETS
MARCH 31, 2006 AND 2005
( CONTI NUED)

LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY
<TABLE>
<CAPTI ON>
<S>

CURRENT LI ABI LI TI ES
Current portion - note payable
Current portion of EDA bonds
Accounts payabl e and accrued expenses
Di vi dends payabl e
Total current liabilities
LONG TERM DEBT:
Not e payable - net of current portion

EDA bonds - net of current portion

Total long-termliabilities

Total liabilities

COWM TMENTS AND CONTI NGENCI ES
STOCKHOLDERS' EQUI TY:

Preferred stock - $.01 par val ue;

Aut hori zed - 4,483,442 (originally 5,000,000 shares of which 516, 558
shares of Series A Preferred retired) and O shares at March 31,
and 2005, respectively Authorized - 10,000 Convertible Series B
Preferred Stock - issued and outstanding - 10,000 shares and 0

shares, respectively
Conmon Stock - $.01 par val ue;
Aut hori zed - 65,000,000 and 25, 000, 000
shares, respectively
| ssued and outstanding - 19,190, 159 and 18, 022, 183

1,173, 896
470, 633

10, 563, 883

4, 308, 969

59, 457

6, 980
415, 500

347, 452

2006
<C
$ I

175, 000
1, 740, 263

3, 980, 000

100

142,113
113, 425
346, 905

4,504, 446

4,194, 437

81, 184

41, 013

300, 000

124,212

$ 9,245,292

2005

<C

$ 127, 946
165, 000

882, 917

187,128
2,180, 000



shares in 2006 and 2005,
Addi tional paid-in capital
Accunul ated deficit

respectively

Treasury stock, at cost (100,000 shares)

part of the

Total stockhol ders' equity
TOTAL LI ABI LI TIES AND STOCKHOLDERS' EQUI TY
</ TABLE>
The acconpanyi ng notes are an integral
consol i dated financial statenents.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARI ES
CONSOL| DATED STATEMENTS OF OPERATI ONS
<TABLE>
<CAPTI ON>
<S>
REVENLES:

Li censing fees

Manuf acturing fees

Royal ties

Research and devel oprment
Consulting and test fees

Total revenues

COST OF OPERATI ONS:
Research and devel opnent
General and administrative
Depreci ation and anortization

LOSS FROM OPERATI ONS

OTHER | NCOVE ( EXPENSES) :
Interest incone
Litigation settlenent
Sal e of New Jersey tax |osses
I nterest expense
Conpensation satisfied by issuance of
stock options and warrants
Expenses relating to warrant exchange offer

LCSS BEFORE PROVI SI ON FOR | NCOVE
TAXES

PROVI SI ON FOR | NCOVE TAXES

NET LOSS

Preferred Stock Dividends

NET LOSS ATTRI BUTABLE TO COMMON
SHAREHOLDERS

191, 902
60, 105, 107
(50, 216, 623)

10, 080, 486

(306, 841)

YEARS ENDED MARCH 31,

180, 222
47, 006, 379
(41,177, 459)

6, 009, 142

(306, 841)

4,343, 890
1,726,626
486, 687

90, 862

219, 121
(283, 464)

(902, 927)

(6, 883, 914)

(2,155, 250)

2,698, 641
2,159,670
356, 438

39, 932

205, 792
(229, 495)

(1,008, 850)

(5, 906, 890)

(165, 418)

258, 250

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

23,765
150, 000
151, 027

(211, 595)

(1,754, 584)
(172, 324)




BASI C AND DI LUTED LOSS PER COMMON
SHARE

VI GHTED AVERAGE NUMBER OF
COVMON SHARES QOUTSTANDI NG

(0.58)

</ TABLE>
The acconpanying notes are an integral part of the
consol i dated financial statenents.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUI TY
<TABLE>
<CAPTI ON>
PREFERRED STOCK COVWON STOCK ADDI TI ONAL TREASURY STOCK
--------------------------- PAID-I N ACCUMULATED ~ STC
SHARES AMOUNT SHARES AMOUNT CAPI TAL SHARES AMOUNT DEFICI T
<S> <C <C <C <C <C <C <C <C <
BALANCES AT
APRIL 1, 2003 --- $ --- 10,544,423 $ 105,444 $ 34,218,832 (100,000) $(306,841) $(28,590,934) &
Expenses rel ating
to nodification
of warrant
exchange of fer --- --- --- --- 172, 324 --- --- ---
Non- cash conpensati on
satisfied by the
i ssuance of stock,
options and warrants 1, 754, 584
Exerci se of stock options --- --- 15, 000 150 29, 850 --- --- ---
Net proceeds fromprivate
pl acement .- 1, 645, 000 16, 450 3,162, 550
Net |oss (6,514, 217) (
BALANCES AT MARCH 31, 2004 --- $ --- 12, 204, 423 $ 122,044 $ 39,338,140 (100,000) $(306,841) $(35,105,151) ¢
</ TABLE>
The acconpanying notes are an integral part of the
consol i dated financial statenents.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARI ES
CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUITY
<TABLE>
<CAPTI ON>
PREFERRED STOCK COVMON STOCK ADDI TI ONAL TREASURY STOCK
--------------------------- PAID-IN ACCUMULATED ~ STC
SHARES AMOUNT SHARES AMOUNT CAPI TAL SHARES AMOUNT DEFICI T
<S> <C <C> <C <C <C <C <C <c <
BALANCES AT
APRIL 1, 2004 --- 0 % --- 12, 204, 423 $ 122,044 $ 39,338,140 (100,000) $(306,841) $ (35,105, 151) ¢

Net proceeds from
i ssuance of Series A
8% Convertible



Preferred Stock
and warrants 516, 558 5,166

| ssuance of Conmon
Stock for
consul ting services --- R

| ssuance of Conmon
St ock upon conversion
of Series A 8%
Convertible Preferred
St ock (516, 558) (5, 166)

Non- cash conpensation
satisfied by
the issuance of
stock, options
and warrants

Common St ock i ssued as
di vi dend on
Series A 8%
Convertible Preferred
St ock --- ---

Exercise of stock
options and
warrant s

Proceeds - Short
swing profits

Net | oss

BALANCES AT
MARCH 31, 2005 - 3 -

26, 500

5, 165, 580

99, 936

525, 744

18, 022, 183

265

51, 656

1, 000

5, 257

$ 180, 222

5,786, 436

58, 035

(46, 490)

1, 008, 850

164, 418

579, 250

117,740

$ 47,006, 379

(100, 000)

$(306, 841)

(165, 418)

(5,906, 890) (

$(41,177, 459) §

</ TABLE>

The acconpanying notes are an integral
consol i dated financial
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part of the
statenents.

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

CONSOLI DATED STATEMENTS OF STOCKHOLDERS'

<TABLE>
<CAPTI ON>

PREFERRED STOCK

<S> <C <C

BALANCES AT
APRIL 1, 2005 --- $ -

Net proceeds from
i ssuance of
Series B 8%
Convertible
Preferred Sock
and warrants 10,000 $ 100

Non- cash conpensation
satisfied by
the issuance of
stock, options
and warrants _-- -

Exercise of stock
options --- ---

Exercise of stock
warrant s

Net |oss --- ---

Di vi dends

18, 022, 183

20, 000

1,147,976

EQUI TY

$ 180, 222

200

11, 480

$ 47,006, 379

8,792, 569

902, 927

39, 800

1,241, 515

(100, 000)

ACCUMULATED  STC

AMOUNT DEFICI T

$(306, 841)

$(41,177, 459) §

(6,883,914) (

(2,155, 250)



BALANCES AT

MARCH 31, 2006 10, 000 $ 100 19,190,159 $ 191,902 $ 60, 105, 107

(100, 000) $(306,841) $(50,216,623) ¢

</ TABLE>

The acconpanying notes are an integral part of the
consol i dated financial statenents.
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ELI TE PHARVACEUTI CALS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED STATEMENTS OF CASH FLOWS
<TABLE>
<CAPTI ON>
<S>
CASH FLOWS FROM OPERATI NG ACTI VI TI ES:

Net |oss
Adj ustnents to reconcile net loss to cash
used in operating activities:
Provi sion for doubtful accounts
Depreci ation and anortization
Non- cash conpensation satisfied by issuance of stock,
options and warrants
Changes in assets and liabilities:
Accounts receivable
Prepai d expenses and other current assets
Security Deposit
Accounts payabl e, accrued expenses and other current

NET CASH USED | N OPERATI NG ACTI VI TI ES

CASH FLOAS FROM | NVESTI NG ACTI VI TI ES:
Purchase of patent
Deposits to restricted cash
Rel ease of restricted cash
Payment of deposit for manufacturing equi prent
Purchases of property and equi pnent

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

CASH FLOAS FROM FI NANCI NG ACTI VI Tl ES:

Princi pal bank note paynents

Proceeds fromissuance of Conmpn Stock and warrants

Princi pal repayments of NJEDA bonds

Proceeds fromissuance of Series A 8% Convertible Preferred
stock and warrants

Proceeds from equi pnrent | oan

Proceeds - NJEDA Tax Exenpt Bonds

Paynent - NJEDA Bond Offering Costs

Proceeds fromissuance of Series B 8% Convertible Preferred
stock and warrants

Princi pal equi prent note paynents

Prepaid interest

Proceeds from exerci se of stock options

Proceeds from exercise of stock warrants

Proceeds from short swing profits

NET CASH PROVI DED BY FI NANCI NG ACTI VI TI ES

NET CHANGE I N CASH AND CASH EQUI VALENTS

CASH AND CASH EQUI VALENTS - begi nning of period

CASH AND CASH EQUI VALENTS - end of period

SUPPLEMENTAL DI SCLOSURES OF CASH FLOW | NFORNVATI ON:

Cash paid for interest
Cash received for income taxes

YEARS ENDED MARCH 31,

2006 2005 2
<C <C <C
$(6, 883, 914) $(5, 906, 890)  $(6,

.- 153, 250
486, 687 356, 438
902, 927 1,067, 150 1
142,113 (142, 113) (
(123, 728) (209, 013)
(6, 980) -
857, 346 (202, 325)
(4, 625, 549) (4, 883, 503) (3
(1,175, 971) .-
- 315, 570
- - (
(448, 280) (27, 843)
(1, 624, 251) 287, 727
.- (225, 000)
- S 3,
(2, 345, 000) (150, 000) (
.- 5,791, 602
.- 400, 000
4, 155, 000 ---
(354, 452) .
8,792, 669 ---
(315, 074) (84, 926)
41,013 (41,013)
40, 000 100, 000
1, 252, 995 484, 507
.- 117, 740
11, 267, 151 6,392, 910 2
5,017, 351 1,797,134 (1
3,902, 003 2,104, 869 3

$ 275,071 $ 230,464
(218, 121) (204, 792) (



SCHEDULES OF NON- CASH | NVESTI NG AND FI NANCI NG ACTI VI Tl ES:
Preferred Stock dividends of $120,675 paid by issuance of
64, 033 shares of Conmon Stock
Utilization of equi pment deposit towards purchase of equiprent
Di vi dends accrued on preferred stock
Beneficial conversion
</ TABLE>

<PAE>

NOTE 1

<PACE>

The acconpanying notes are an integral part of the
consol i dated financial statenents.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES
PRI NCI PLES OF CONSCLI DATI ON
The consolidated financial statements include the accounts of
Elite Pharmaceuticals, |Inc. and its wholly-owned subsidiaries,
(the "Conpany"). Al significant interconpany accounts and
transactions have been elimnated in consolidation.

NATURE OF BUSI NESS

Elite Pharmaceuticals, Inc. ("Elite") was incorporated on Cctober
1, 1997 wunder the laws of the State of Delaware, and its

whol | y-owned subsidiary Elite Laboratories, |Inc. ("Elite Labs")
was incorporated on August 23, 1990 under the |aws of the State
of Del aware. Elite Labs engages prinarily in researching,
devel oping and licensing proprietary controlled release drug

delivery systems and products. The Conpany is al so equipped to
manufacture controlled release products on a contract basis for
third parties and itself if and when the products are approved;
however the Conpany has recently concentrated on devel oping
orally admi nistered controlled release products. These products
include drugs that cover therapeutic areas for pain, angina,
hypertension, allergy and infection. The Conpany al so engages in
research and devel opnent activities for the purpose of obtaining
Food and Drug Adni ni stration approval , and, thereafter,
comrercial ly exploiting generic and new controlled-rel ease
pharnaceutical products. The Conpany also engages in contract
research and development on behalf of other pharnaceutical
conpani es.

CASH AND CASH EQUI VALENTS

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

LONG LI VED ASSETS

The Conmpany periodically evaluates the fair value of long-1ived
assets, which include property and equipnment and intangibles,
whenever events or changes in circunstances indicate that its
carrying anounts may not be recoverable. Such conditions nmay
include an economic downturn or a change in the assessnent of
future operations. A charge for inpairnent is recognized whenever
the carrying anount of a long-lived asset exceeds its fair val ue.
Managenent has determ ned that no inpairnment of long-lived assets
has occurred.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

MARCH 31, 2006, 2005 AND 2004

33,333
2,121,917

$

165, 418
398, 580



NOTE 1

<PACE>

NOTE 1

SUMMARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONTI NUED)
LONG- LI VED ASSETS ( CONTI NUED)

Property and equiprment are stated at cost. Depreciation is
provided on the straight-line nethod based on the estinmted
useful lives of the respective assets which range fromfive to
forty years. Major repairs or inprovenents are capitalized. M nor
repl acements and nai ntenance and repairs which do not inprove or
extend asset |ives are expensed currently.

Upon retirement or other disposition of assets, the cost and
related accunulated depreciation are renpved fromthe accounts
and the resulting gain or loss, if any, is recognized in incone.

Costs incurred to acquire intangible assets such as for the
application of patents and trademarks are capitalized and
anortized on the straight-line nethod, based on their estinated
useful lives ranging fromfive to fifteen years, comencing upon
approval of the patent and trademarks. Such costs are charged to
expense if the patent or trademark is unsuccessful.

RESEARCH AND DEVELCOPMENT

Research and devel opnment expenditures are charged to expense as
i ncurred.

CONCENTRATI ON OF CREDI T RI SK

The Conpany derives substantially all of its revenues from
licensing and research and devel opnment agreements with other
phar maceuti cal conpani es.

The Conpany maintains cash bal ances, which, at tines, may exceed
the ampunts insured by the Federal Deposit |nsurance Corp.
Managenent does not believe that there is any significant risk of
| osses.

The Conpany in the normal course of business extends credit to
its custoners based on contract terns and perfornms ongoing credit
eval uations. An allowance for doubtful accounts was established
based on historical collection experience and current credit
eval uations at March 31, 2006 and 2005, due to wuncertainty of
collectibility. Amunts are witten off when payment is not
received after exhaustive collection efforts.
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ELI TE PHARVMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
SUMMARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONTI NUED)
USE OF ESTI MATES

The preparation of financial statenents in conformty wth
general ly accepted accounting principles requires managenent to
make estimates and assunptions that affect the reported anounts
of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statenents and the
reported anmpunts of revenues and expenses during the reporting
peri od. Actual results could differ from those estinates.
Significant estimates nmade by managenment include, but are not
limted to, the recognition of revenue, the amunt of the
al | owance for doubtful accounts receivable and the fair value of
intangi bl e assets and stock-based awards.

I NCOVE TAXES

The Conpany uses the liability method for reporting incone taxes,
under which current and deferred tax liabilities and assets are
recorded in accordance with enacted tax |laws and rates. Deferred
incone taxes reflect the net tax effects of tenporary differences
between the carrying amounts of assets and liabilities for
financial reporting purposes and the anpunts used for inconme tax
purposes. Under the liability nethod, the anpbunts of deferred tax
liabilities and assets at the end of each period are determ ned
using the tax rate expected to be in effect when taxes are
actual ly paid or recovered. Further tax benefits are recognized



<PACE>

NOTE 1

<PACE>

when it is nore likely than not that such benefits wll be
realized. Valuation allowances are provided to reduce deferred
tax assets to the ampunt considered likely to be realized.

EARNI NGS PER COVMON SHARE

Basic earnings per common share is calculated by dividing net
earnings by the weighted average nunber of shares outstanding
during each period presented. Diluted earnings per share is
cal cul ated by dividing earnings by the wei ghted average nunber of
shares and common stock equivalents. The Conpany's commpn stock
equi val ents, consist of options, warrants and convertible
securities.

REVENUE RECOGNI TI ON

Revenues derived from providing research and devel opnent services

under contracts with other phar naceuti cal conpanies are
recogni zed when ear ned. These contracts provide for
non-r ef undabl e upfront and milestone paynents. Because no

discrete earnings event has occurred when the upfront paynent is
received, that amount is deferred wuntil the achievenent of a
defined milestone. Each nonrefundable mnilestone paynment is
recogni zed as revenue when the performance criteria for that
m | estone have been net. Under each contract, the nilestones are
defined, substantive effort is required to achieve the mlestone,
the amount of the non-refundable m|estone paynment is reasonable,
commensurate wth the effort expended, and achievenment of the
m | estone is reasonably assured.

F-12

ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONTI NUED)
REVENUE RECOGNI TI ON ( CONTI NUED)

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

Revenues derived fromroyalties to the extent that they cannot be
reasonably estimted are recogni zed when the paynent is received.

Revenues earned under manuf act uri ng agreenents with other
phar maceuti cal conpani es are recogni zed when product is shipped.

TREASURY STOCK

The Conpany records common shares purchased and held in treasury
at cost.

FAIR VALUE OF FI NANCI AL | NSTRUMENTS

The carrying amounts of current assets and liabilities
approximate fair value due to the short-term nature of these
instrunents. The carrying anounts of noncurrent assets are
reasonable estimates of their fair values based on managenent's
eval uation of future cash flows. The long-term liabilities are
carried at anounts that approximate fair val ue based on borrow ng
rates available to the Conpany for obligations wth simlar
ternms, degrees of risk and remaining maturities.

RECLASSI FI CATI ONS

Certain accounts and anobunts in the 2004 and 2005 financi al
statenents have been reclassified in order to conformwth the
2006 presentation. These reclassifications have no effect on net
i ncone.
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ELI TE PHARVMACEUTI CALS, I NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
MANAGEMENT' S LI QUI DI TY PLANS

The Conpany reported net |osses of $6,883,914, $5,6906,890 and
$6,514,217 for the fiscal years ended March 31, 2006, 2005 and
2004, respectively. At March 31, 2006, the Conpany had an
accurmul ated deficit of approximately $48.1 nillion, consolidated
assets of approximately $15.7 nillion, stockholders' equity of
approximately $9.8 nillion, and working capital of approximtely
$8.6 nillion. The Conpany has not generated any significant
revenue to date. During 2006, the Conmpany raised $8,792,669 of
net proceeds from the sale of Series B Preferred St ock.
Managenent plans to use these net proceeds over the next twelve
to twenty-four nonths to fund its research and devel opnent
activities.

The Conpany's strategy is to continue to be engaged in the

devel opnent and manuf act uring of oral control | ed-rel ease
products. It will continue to develop generic versions of
control l ed rel ease drug products with high barriers to entry and
assist partner conpanies in the life cycle managenent of

products to inprove off patent drug products. The Conpany has
one product currently being sold comrercially and a pipeline of
ei ght products under devel opnent.

The Conpany retained an investnment banking firmto 2006 to
assi st the Conpany in connection wth potential acquisitions,
strategic alliances with other pharneceutical conpanies, advice
to future financings and introductions to key parties in capital
narkets.

As of March 31, 2006, the Conpany's principal source of
liquidity was approxinately $8,6900,000 of cash and cash
equivalents. The Conpany may also receive funds through the
exerci se of outstanding stock options and warrants in addition
to funds that may be generated fromthe potential sale of New
Jersey tax losses. There can be no assurance that proceeds from
the sale of the tax losses and fromthe exercise, if any, of
outstanding warrants or options will be material.

There is no assurance that the Conpany's business strategy wll
be successful ly inplenented, however with the Conpany's existing
working capital levels, it will be able to continue operations
at least through the end of fiscal 2007.

See "Note 8 - Stockholders Equity (Deficit)" for description of
Series B Convertible Preferred Stock.
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
PROPERTY AND EQUI PMENT

Property and equi pment at March 31, 2006 and 2005 consists of the
foll ow ng:

2006
<C
Laboratory manufacturing, and warehouse equi prent $3, 763, 163
O fice equi pment 32,981
Furniture and fixtures 51,781
Land, building and inprovenents 2, 349, 459
Equi pnent under capital |ease 168, 179
6, 365, 563
Less: Accunul ated depreci ation and anortization 2,056, 594

2005
<C
$3, 566, 674
32,981
51,781
2,097, 668
168, 179
5,917, 283
1,722,846
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Depreciation and anortization expense anounted to $333,748,
$300, 303 and $278,348 for the years ended March 31, 2006, 2005
and 2004, respectively.

| NTANG BLE ASSETS

Intangi ble assets at March 31, 2006 and 2005, consist of the
foll ow ng:

2006
<C
Pat ent s $ 145,830
Trademar ks 8,120

Less: Accunul ated anorti zation

Anortization of intangible assets anpbunted to $21,727, $21,012
and $19,342 for the years ended March 31, 2006, 2005 and 2004,
respectively.
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ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
LONG TERM DEBT

On Septenber 2, 1999, the Conpany conpleted the issuance of tax
exenpt bonds by the New Jersey Economic Devel opment Authority
("NJEDA" or the "Authority"). The aggregate proceeds fromthe
i ssuance of the fifteen year term bonds was $3,000,000. [nterest
on the bonds accrues at 7.75% per annum A portion of the
proceeds were used by the Conpany to refinance its |and and
bui l ding, and the renmining proceeds were intended to be used for
the purchase of manuf act uri ng equi pnent and bui | di ng
i nprovenent s.

On  August 31, 2005, the Conpany successfully conpleted a
refinancing of the 1999 bond issue through the issuance of new
t ax- exenpt bonds (the "Bonds"). The refinancing i nvol ved
borrowi ng $4, 155,000, evidenced by a 6.5% Series A Note in the
principal ampunt of $3,660,000 naturing on Septenber 1, 2030 and
a 9% Series B Note in the principal amount of $495,000 nmaturing
on Septenber 1, 2012. The net proceeds, after payment of issuance
costs, were or wll be used (i) to redeem the outstanding
tax-exenpt Bonds originally issued by the Authority on Septenber
2, 1999, (ii) refinance other equipnment financing and (iii) for
the purchase of certain equipnment to be used in the nanufacture
of pharmaceutical products.

Interest is payable semannually on March 1 and Septenber 1 of
each year. The Bonds are collateralized by a first lien on the
Company's facility and equipnment acquired with the proceeds of
the original and refinanced Bonds. The related |ndenture requires
the mai ntenance of a $415,500 Debt Service Reserve Fund
consisting of $366,000 fromthe Series A Notes proceeds and
$49,500 fromthe Series B Notes proceeds. The Debt Service
Reserve is maintained in restricted cash accounts that are
classified in Gther Assets. $1,274,311 of the proceeds has been
deposited in a short-term restricted cash account to fund the
future purchase of manufacturing equi pnent and devel opnent of the
Conpany's facility.

Bond i ssue costs of $354,000 were paid fromthe bond proceeds and
are being anortized over the life of the bonds. Anortization of
bond financing costs ampunted to $7,000 for the year ended March
31, 2006.

2005
<C
$ 145,830
8,120
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Bond i ssue costs of the 1999 bonds were being anortized over the
termof those bonds. Such anortization ampunted to $5,500,
$13, 190 and $13,190 in the years ending March 31, 2006, 2005 and
2004, respectively. Upon the refinancing the remai ni ng
unanortized issue costs of $118,712 were charged to expenses.
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
LONG TERM DEBT ( CONTI NUED)
As of March 31, 2006, $115,772 has been requisitioned and been
deposited into operating accounts to fund the purchase of

equi pment and to upgrade and manufacturing facility.

Bond financings consisted of the follow ng at March 31:

2006
<c
Ref i nanced NJEDA Bonds $4, 155, 000
EDA Bonds ---
4,155, 000
Current portion (175, 000)
Long termportion, net of current maturities $3, 980, 000
Maturities of Bonds for the next five years follow
YEAR ENDI NG MARCH 31, AMOUNT
2007
2008
2009
2010
2011

Thereafter

In 2004, the Conpany entered into a |l oan and financing agreenent
to purchase machinery and equipnment. The $400,000 |oan was
payable in 36 nmonthly installments of $13,671, each, including
principal and interest at 14% annum As part of the agreenent,
the Conpany issued to the | ender's designees warrants to purchase
50, 000 shares of the Conpany's Common Stock at $4.20 per share.
The warrants vested immediately and their cost of $41,252 was
charged to expense in the year ended March 31, 2005. Proceeds
fromthe refinancing of the Conpany's EDA Bonds were used to pay
of f the unpaid portion of the |oan.
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
| NCOVE TAXES
The conponents of the provision for incone taxes are as follows:

YEAR ENDED MARCH 31,

2005

<
$ -
2,345, 000

2,345, 000

(165, 000)
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Federal :

Current $ --- $ --- $ ---
Def erred --- e R
St ate:
Current 1, 000 1, 000 1, 000
Def erred --- . R
1, 000 1, 000 1, 000
$1, 000 $1, 000 $1, 000

During the years ended March 31, 2006, 2005 and 2004 the Conpany
received approval for the sale of an additional $2,798, 478,
$2,628,257 and $1,928,817 of New Jersey net-operating |osses
under the Technol ogy Tax Certificate Transfer Program sponsored
by the New Jersey Econonmic Devel opment Authority (NJEDA). The
total tax benefits received during the year ended March 31, 2006,
2005 and 2004 were $219,121, $205,792 and $151, 027, respectively
and are recorded as other income in the statenents of operations.

The maj or conponents of deferred tax assets at March 31, 2006 and
2005 are as follows:

2006 2005
Net operating |oss carry forwards $ 10, 785, 800 $ 8,422,225
Val uation al |l owance (10, 785, 800) (8,422, 225)
$ --- $ .-

At March 31, 2006 and 2005, a 100% valuation allowance is
provided, as it is wuncertain if the deferred tax assets wll
provide any future benefits because of the uncertainty about the
Conpany's ability to generate the future taxable inconme necessary
to use the net operating loss carryforwards. The valuation
al | owance increased during 2006, 2005 and 2004 by $2, 363,575,
$1, 685, 889 and $2, 250, 169, respectively.

At March 31, 2006, for federal income tax purposes, the Conpany
has unused net operating loss carryforwards of approxinately
$29, 150, 810 expiring in 2007 through 2025. For state tax
purposes, the Conpany has $11,018,094 of unused net operating
|l osses, which are net of the $14,966,238 of the New Jersey
net-operating | osses sold, as discussed above.
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MARCH 31, 2006, 2005 AND 2004
COWMM TMENTS AND CONTI NGENCI ES
EMPLOYMENT AGREEMENTS

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

On June 3, 2003, Dr. Mehta resigned fromall positions that he
held with the Conpany, while reserving his rights wunder 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, anobng other
things, the alleged breach of his Enploynment Agreenent and for
defamation. He also clained that he was entitled to receive his
salary through June 6, 2006. The Conpany nmde certain counter
clai ns agai nst Mehta.

Under a settlenent agreenent, dated April 21, 2004, Mehta
relinquished any rights to the Conpany's patents and intellectual
properties and agreed to certain non-disclosure and certain
limted non-conpetition covenants. The Conpany paid Mehta
$400,000 and certain expense reinbursenents, and in return



<PACE>

NOTE 7 -

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 Mehta and his affiliates at $2.00 per share. The Conpany paid
$100,000 into escrow which was released to Mehta because the
option was not exercised in full. As part of the settlenment, the
Company extended the expiration dates of certain options held by
Mehta to purchase 770,000 shares of Conmon Stock at prices
ranging from $1.00 to $10. 00 per share. The Conpany al so provided
himw th certain "piggyback" registration rights with respect to
shares underlying his options and entered into an agreenent dated
October 7, 2004 with Mehta pursuant to which 100,000 of the
$10. 00 options were ternminated, the expiration dates of the other
670,000 options were extended from June 13, 2005 to Decenber 31,
2007 and the exercise price of 170,000 options were reduced from
$10.00 to $2.34 per share. The agreenent also obligated the
Conpany to bear Mehta's |egal and other expenses not to exceed
$50, 000 for the two year period fromthe litigation settlenment.

On July 23, 2003, the Conpany entered into an agreement with its
new Chief Executive Oficer, Bernard Berk. The initial term of
this agreenent was 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 enpl oynent agreenent);

- The Conpany confirmed its June 3, 2003 grant to M. Berk of
options to purchase 300,000 shares of the Conpany's Common
Stock at $2.01 per share. Al of these options are vested.
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COVW TMENTS AND CONTI NGENCI ES ( CONTI NUED)
EMPLOYMENT AGREEMENTS ( CONTI NUED)

- The Conpany granted M. Berk options to purchase an
additional 300,000 shares of its Common Stock, wth an
exercise price equal to $2.15 the closing price of the
Conpany's Conmon Stock on the date of grant. These options
will vest solely upon consunmat i on of a Strategic
Transaction.

- M. Berk will be entitled to receive severance in accordance
with the enployment agreenent if he is termnated without
cause or because of his death or permanent disability or if
he term nates his enploynent for good reason or followi ng a
"change-of -control ". The severance wll be payable in
accordance with the terms of his enploynent agreenent.

On Septenber 2, 2005, the Conpany entered into an anended and
restated Enploynent Agreenent ("Restated Agreenment") with M.
Berk, providing for himto continue to serve as the Conpany's
Chief Executive Oficer through August 31, 2009. The Restated
Agreement provides for an annual bonus as determined by the
Conpensation Conmittee of the Conpany's Board of Directors.

Pursuant to the Restated Agreenent:

- M. Berk waived his rights to 75,000 of 300,000 options
granted to himon July 23, 2003. The Conpany determ ned that
the remaining 225,000 options are fully vested.

- M. Berk's salary was increased to $330, 140 effective My 1,
2005 but not payable until Novermber 1, 2005.

- Under the Conpany's 2004 Stock Option Plan, M. Berk was
granted ten-year options to purchase 600,000 shares of
Common Stock at $2.69, the fair market value of Conmmon Stock
as of the tine of grant.

- M. Berk will be entitled to receive severance in accordance
with the enploynment agreenent if he is termnated without
cause or because of his death or permanent disability or if
he term nates his enploynent for good reason or as a result
of a "change of control" (as defined in the enploynent
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ELI TE PHARMACEUTI CALS, I NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004

COWM TMENTS AND CONTI NGENCI ES ( CONTI NUED)

CONSULTI NG AGREEMENTS

The Conpany has two one year renewabl e consulting agreements for
consulting services that include advice with respect to overall
strategi c planning, financing opportunities, acquisition policy,
commerci al and investnent banking relationships and stockhol ders
matters. In consideration for the services, the Conpany paid
$75,000 and issued a warrant to purchase 100,000 shares of the
Conmpany's Common Stock to each of the two consultants. Consulting
expenses under both agreenents aggregated $75,000 and $165, 000
for the years ended March 31, 2006 and 2005 respectively and
$30, 000 plus approxinately $470,000 attributable to the issuance
of the warrants for the year ended March 31, 2004. These
agreenents were extended as to the consultants' services for an
addi tional year to Novenber 2005 at $75, 000 each.

REFERRAL AGREEMENTS

On January 29, 2002, the Conpany entered into a Referral
Agreement with a Director whereby Elite will pay referral fees
based upon paynents net of direct costs received by Elite from
sal es of products, devel opnent fees, licensing fees and royalties
generated as a direct result of this Director identifying
custoners for Elite. The referral fee each year is roughly based
on the percentages of from1%to 5% applied inversely to the
total anmpunt gross margins attributable to the referrals. No
anounts had been earned through March 31, 2006.

COLLABORATI VE AGREEMENTS

On January 10, 2006, the Conpany entered into a Product
Devel opnent and Commer ci al i zati on Agr eenent with Oit
Laboratories LLC ("ORIT') providing that the Conpany and Orit
will co-develop an extended rel ease drug product for the
treatment of anxiety, and upon conpletion of devel opment,
comrercialize the possibility of licensing the product for
manufacture and sale. The parties intend to develop all dose
strengths of the product. The Conpany is to share in the profits,
if any fromthe sales of the drug. The initial termof the
agreenent is for the longer of (i) 15 years fromthe date the
product is first comrercially sold to a third party, or (ii) the
life of the applicable patent(s), if any. After the initial term
the agreenent is automatically renewable for 3-year periods
unless termnated by either party by providing the other party
with twelve (12) nmopnths witten notice prior to any renewal
peri od.

ELI TE PHARMACEUTI CALS, | NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
MARCH 31, 2006, 2005 AND 2004
COVM TMENTS AND CONTI NGENCI ES ( CONTI NUED)
COLLABORATI VE AGREEMENTS ( CONTI NUED)

On June 21, 2005, the Conpany and |IntelliPharmaCeutics Corp.
("IPC'), entered into an agreenent for the developnent and
commercialization of a controlled released generic drug for
certain gastric diseases. The Conpany is to share in the profits,
if any, fromthe sales of the drug. This agreenent was anended on
Decenber 12, 2005, whereby |PC and a Canadian conpany wth
marketing and distribution capabilities in Canada, have agreed to
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devel op and commercialize the product for Canada. Elite and |IPC

will share their proceeds of comercialization

sanme ternms as in the June 21, 2005 Agreenent.

On June 22, 2005, the Conpany and Pliva, Inc.

in Canada on the

("Pliva") entered

into a Product Devel opnent and License Agreenment, providing for

the developnent and license of a controlled
anti-infective drug fornul ated by the Conpany.
manufacture and Pliva is to market and sell

rel eased generic
The Conpany is to

the product. The

devel opnent costs are to be paid by Pliva and the Conpany and the
profits are to be shared equally. Plivais to make mlestone

paynents to the Conpany.

On March 30, 2005, the Conpany ent ered

into a product,

devel opnent, manufacturing and distribution agreenent with Harris

Phar maceuti cal , I nc. ("Harris") and Tish
("Tish") with respect to a control | ed
anti-infective drug. The product is a generic

Technol ogies LLC
rel ease generic
equivalent to a

branded drug. The agreenent provides for (i) the drug devel opment
by Elite wth costs of developnent to be shared by Elite and
Harris, (ii) the nanufacture of the product by Elite and its sale
to Harris for distribution, and (iii) Tish to be responsible for
any requisite submssions to the FDA relating to the product.
Elite is to share in the profits, if any, generated fromthe sale

of the product.

The aforenentioned agreenents are in their infancy stages.

The Conpany is a party to two separate and distinct devel opnent
and |icense agreenents with ECR another pharnaceutical conpany.

The Conpany devel oped Lodrante 24(R) which is

now bei ng sold by

ECR. The Conmpany is also developing a second drug conpound for
ECR in exchange for certain paynents and royalties. The Conpany
is manufacturing Lodrane 24(R) and also, per the agreenent,
reserves the right to manufacture the second product. The Conpany
received an aggregate of $550,000 under these two agreenents,
whi ch were earned during the year ended March 31, 2002.
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STOCKHOLDERS' EQUI TY

During 2005, the Certificate of Incorporation was anmended to
increase the nunber of authorized shares of capital stock from
25,000,000 shares of Common Stock to 65,000,000 shares of Common

Stock and 5,000,000 shares of Preferred Stock,

val ue of $.01 per share.

LOSS PER COVWMON SHARE

each with a par

Basic net | oss per common share has been calculated by dividing
the net loss by the wei ghted average nunber of shares outstandi ng
during the periods presented. Diluted earnings per share is not
presented because the effect of the Conpany's commpn stock
equivalents is antidilutive. For the three years ended March 31,
the following potentially dilutive securities were not included

in the conputation of diluted |oss per share:

2006
WVEI GHTED-
AVERAGE
EXERCI SE
SHARES PRI CE
<C <C
St ock options 2,971, 250 $ 2.36
Convertible 4,444, 444
Preferred Stock $ 2.25
Warrants $ 2.26

2005
VEI GHTED-
AVERAGE
EXERCI SE
SHARES PRI CE
<C <C
2,277,050 $ 2.16
$ 2.69

SHARES
<C
2,417, 060

2004

WEI GHTED-

AVERAGE

EXERCI SE

PRI CE

4.72
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STOCKHOLDERS' EQUI TY ( CONTI NUED)
SERI ES B 8% CONVERTI BLE PREFERRED STOCK

On March 15, 2006, the Conpany sold in a private placenment 10, 000
shares of Series B 8% Convertible Preferred Stock (the "Series B
Preferred Stock"), for gross proceeds of $10,000,000. The Series
B Preferred Stock is convertible at $2.25 per share, into
4,444,444 shares of Common stock. In connection with the issuance
of the Series B Preferred Stock, the Conpany also issued two
class of warrants are exercisable for a period of five years and
represent the right to purchase an aggregate of 1,111,111 shares
of Conmobn Stock at an exercise price of $2.75 per share and the
second class of warrants are exercisable for a period of five
years and represent the right to purchase an aggregate of
1,111,111 shares of Common stock at an exercise price of $3.25
per share. Based on the relative fair values, the Conpany has
attributed $2,033,029 of the total proceeds to the warrants and
has recorded the warrants as additional paid-in capital. The
remaining portion of the proceeds of $7,6966,971 was used to
deternmine the value of the 4,444,444 shares of the Conpany Conmon
Stock wunderlying the Series B Preferred Stock, or $1.7925 per
share. Since the value was $0.4774 lower than the fair narket
value of the Conpany's Common Stock on March 15, 2006, the
$2,121,917 instrinsic value of the conversion option resulted in
the recognition of a preferred stock dividend and an increase to
addi tional paid-in capital.

The Series B Preferred Stock accrues dividends at the rate of 8%
per annumon their purchase price of $1,000 per share (increasing
to 15% per annum after March 15, 2008) payable quarterly on
January 1, April 1, July 1 and OCctober 1, payable in cash or
shares of Common Stock (each valued at 95% of the average of the
val ue wei ghted average price (VWAP) as defined in the Certificate
of Designations, Preferences and Rights of the Series B Preferred
Stock (the "Preferred Certificate").

Each share of Series B Preferred Stock is entitled to a
preference equal to the per share purchase price ($1, 000 subject
to adjustnment) plus any accrued but unpaid dividends thereon and
any other fees or |iquidated damages ow ng thereon upon the
liquidation, dissolution or wnding-up of the Conpany, which
preference is senior to any other capital stock ranked junior to
the Series B Preferred Stock.
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The holders of Series B Preferred Stock do not have any voting
rights except as specifically provided in the Preferred
Certificate or as required by law. The Conpany maey not without
the prior affirmative vote of holders of at |east 70% of the then
outstanding shares of Series B Preferred Stock: (i) alter or
change adversely the powers, preferences or rights given to the
Series B Preferred Stock or alter or anend the Preferred
Certificate, (ii) authorize or create any class of stock ranking
as to dividends, redenption or distribution of assets upon a
Li quidation senior to or otherwise PAR PASSU with the Series B
Preferred Stock, (iii) amend its certificate of incorporation,
byl aws or other charter docunents in any nanner that adversely
affects any rights of the holders of the Series B Preferred
Stock, (iv) increase the authorized nunber of shares of Series B
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Preferred Stock, (v) enter into any agreenent with respect to any
of the foregoing, (vi) other than Permtted |ndebtedness (as
defined in the Preferred Certificate) until March 15, 2009, incur
any indebt edness for borrowed noney of any kind, (vii) other than
Permitted Liens (as defined in the Preferred Certificate) until
March 15, 2009, incur any liens of any kind, (viii) repay or
repurchase other than nore than a de minims nunber of shares of
Common  Stock or securities convertible or exchangeable into
Common St ock, other than as pernitted by the Preferred
Certificate, (ix) pay cash dividends or distributions on any
securities of the Registrant junior to the Series B Preferred
Stock or (x) enter into any agreenent or understanding to effect
the cl auses (iii), (vi), (vii), or (viii). Acti ons
notwi t hstanding the above, the Conpany nmy issue any security
issued in connection with a Strategic Transaction (as defined in
the Preferred Certificate) that ranks as to dividends, redenption
or distribution of assets upon a Liquidation PAR PASSU with or
junior to the Series B Preferred Stock without the prior
affirmative vote of holders of at Ileast 70% of the then
out st andi ng shares of Series B Preferred Stock.

If the Conpany does not neet its share delivery requirenents with
respect to conversion set forth in the Preferred Certificate, the
hol ders of Preferred Stock are entitled to (i) |iquidated
damages, payable in cash, and (ii) cash equal to the ampunt by
whi ch such holder's total purchase price for the shares of Common
Stock exceeds the product of (1) the aggregate nunber of shares
of Common Stock that such holder was entitled to receive fromthe
conversion at issue nultiplied by (2) the actual sale price at
which the sell order giving rise to such purchase obligation was
execut ed.
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The Conpany may force conversion of the Series B Preferred Stock
inthe event it provides witten notice to the holders of the
Series B Preferred Stock that the VWAP for each 20 consecutive
trading day period during a Threshold Period (as defined in the
Preferred Certificate) of Common Stock exceeded $5.38 (subject to
adjustnent) and the volune for each trading day during such
Threshold Period exceed 50,000 shares (subject to adjustnment for
forward and reverse stock splits, recapitalizations, st ock
di vidends and the like).

Upon the occurrence of certain Triggering Events (as defined in
the Preferred Certificate), the Conpany is required to redeem
each share of Series B Preferred Stock for cash in an anpunt

equal to 130%of the stated value, all accrued but unpaid
dividends thereon and all |iquidated damages and other costs,
expenses or anmpunts due in respect of the Series B Preferred
Stock (the "TRIGGERING REDEMPTION  AMOUNT"). Upon certain

Triggering Events, the Conpany is required to redeem each share
of Series B Preferred Stock for shares of Commpbn Stock equal to
the nunber of shares of Common Stock equal to the Triggering
Redenption Anpunt divided by 85% of the average of the VWAP for
the 10 consecutive trading days imediately prior to the date of
the redenption.

The Registrant may redeemall of the Series B Preferred Stock
outstanding, at any tine after March 15, 2008 for a redenption
price, payable in cash, for each share of Series B Preferred
Stock equal to (i) 150% of the stated value, (ii) accrued but
unpaid dividends thereon and (iii) all liquidated danages and
other anopunts due in respect of the Series B Preferred Stock.

SERI ES A 8% CONVERTI BLE PREFERRED STOCK TRANSACTI ON

In Cctober 2004, the Conpany conpleted a private placenment
through Indigo Securities LLC, the Placenent Agent, for aggregate
gross proceeds of $6,600,000 of 516,558 shares of Series A
Preferred Stock, par value $0.01 per share ("PREFERRED SHARES")
convertible into 5,165,580 shares of Commpn Stock. The Preferred
Shares were acconpanied by warrants to purchase an aggregate of
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5,165,580 shares of Common Stock at exercise prices ranging from
$1.54 to $1.84 per share. The Conpany pai d conmi ssi ons
aggregating $633,510 and issued five year warrants to purchase
494,931 shares of Commpn Stock to the Placenent Agent. The
Conpany al so paid | egal fees and expenses of the Agent's counsel
of $75,000 and legal fees and expenses of one counsel for the
investors in the private placement of $25,000.

The holders of the Preferred Shares (the "INVESTORS') were
entitled to dividends at the rate of 8%of the original issue
price of $12.30 per share payable on Decenber 1 and June 1 of
each year in
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cash or shares of Commpn Stock. Holders were entitled to elect
one Director, were entitled to ten votes per share, and vote with
the Common Stockhol ders as one class on all other matters. Each
Preferred Share is convertible into ten shares of Common Stock.
The purchaser of the Preferred Shares received for each Preferred
Shar e acquired two Common Stock Pur chase Warrants, one
exercisable on or prior to Decenber 31, 2005 ("SHORT-TERM
WARRANTS") and the other exercisable on or prior to Decenber 28,
2009 ("LONG TERM WARRANTS"). Each warrant represents the right to
purchase five shares of Common Stock.

The private placenent was effected in three tranches. The first
tranche involved the sale on Cctober 6, 2004 of 379,122 Preferred
Shares at a price of $12.30 per share convertible into an
aggregate of 3,791,220 shares of Common Stock acconpanied by
Short-Term Warrants and Long-Term Warrants to purchase at $1.54
per share an aggregate of 3,791,220 shares of Commpn Stock. The
second tranche involved the sale on Cctober 12, 2004 of 119, 286
Preferred Shares at a price of $14.00 per share convertible into
1,192,860 shares of Commpon Stock acconpanied by Short-Term and
Long-Term Warrants to purchase an aggregate of 1,192,860 shares
of Common Stock at a price of $1.75 per share. The third tranche
involved the sale on Cctober 26, 2004 of 18,150 Preferred Shares
at a price of $14.70 per share convertible in to 181, 500 shares
of Commpbn Stock acconpanied by Short Term and Long Term Warrants
to purchase at a price of $1.84 per share an aggregate of 181,500
shares of Common Stock

Pursuant to the Placement Agent Agreenent, the Conpany issued to
the Placenent Agent and its designees Long Term Wirrants to
purchase 357,495 shares of Common Stock at $1.23 per share,
119, 286 shares of Conmon Stock at a price of $1.40 per share, and
18,150 shares of Common Stock at a price of $1.47 per share,
respectively.

The Conmpany has registered at its expense under the Securities
Act of 1933 (the "ACT") for resale by the Investors of the shares
of Commpn Stock issuabl e upon conversion of the Preferred Shares,
exercise of the warrants (including the Placenent Agent's
warrants) and as paynent of dividends on the Preferred Shares.

Each Investor has represented that the Investor is an "accredited
investor" and has agreed that the securities issued in the
private placenent are to bear a restrictive | egend against resale
wi thout registration under the Act. The Preferred Shares and
warrants were sold by Registrant pursuant to the exenption from
registration afforded by Section 4(2) of the Act and Registration
D t hereunder.

Dr. Charan Behl, the Conpany's Chief Scientific Advi sor,
purchased at $12.30 per share 20,000 Preferred Shares and
received warrants to purchase 200, 000 shares of Common Stock. H's
payment consisted of $16,675 in cash and the release of the
Conpany's obligation to pay him $229,325 for consulting fees for
services rendered through Septenber 30, 2004.
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Pursuant to the Certificate of Designation of the Series A
Preferred Stock of the Corporation, all outstanding 21,922 shares
of Preferred Stock were automatically converted on March 7, 2005
into 219,200 shares of Common Stock, par value $0.01 upon the
Corporation as a result of the Conpany's witten notice to
hol ders of Preferred Stock certifying that the Current Market
Price of the Commpn Stock for 30 consecutive Trading Days from
January 18, 2005 through and including March 1, 2005 exceeded
$3.69 (300% of the Initial Conversion Price of $1.23 per share)
and the average daily trading volune of the Commopn Stock for such
30 consecutive Tradi ng Days equal ed or exceeded 50,000 shares per
day.

Accordingly, the Corporation has issued an aggregate of 5,265,516
shares of Common Stock with respect to the issuance of conversion
shares and dividend shares. Pursuant to the terns of an Exchange
O fer, the Conpany sold on or before the expiration date of
Decenber 31, 2005, an aggregate of 735,674 shares of commpn stock
upon the exercise for cash of Short Term Warrants for aggregate
gross proceeds of $1,172,912 and issued five year Replacenent
Warrants to purchase at a price of $3.00 per share an aggregate
220, 705 shares of the Conpany's Commpn Stock. The Exchange Agent
received cash commi ssions aggregating $76,418 and five-year
pl acement warrants to purchase an aggregate of 25,6473 shares of
Common  Stock at a price of $3.00 per share. The remaining
unexerci sed Short Term Warrants, issued as part of the Private
Pl acement in October 2004, expired on December 31, 2005.

During the year ended March 31, 2006, there were cashless
exercises of 1,066,612 warrants resulting in the issuance of
310, 678 shares of Common Stock.

On May 18, 2005, $40,000 were received fromthe exercise of stock
options previously granted to purchase 20,000 shares of Common
Stock at $2.00 per share.

On May 24, 2005 $156,503 were received and 101,625 shares of
Common Stock were issued upon the exercise of 101,625 Long-Term
Warrants granted at an exercise price of $1.54, as part of the
Conpany's private placenent in Cctober, 2004.

On July 6, 2004, the Conpany issued 26,500 shares of Common Stock
valued at $58,300 and agreed to pay $10,000 per nonth to a
corporation in consideration for its rendering for a six-nonth
period of investor relation consulting services, including the
distribution of the Conpany's press releases, the provision of
related strategic advice and the inclusion of the Conpany on the
consultant's website. The Conpany agreed to provide the hol der
with "piggy-back" registration rights with respect to the shares.
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I NSI DER TRADI NG
During fiscal 2005, the fornmer Chairman of the Board remtted
$117,740 to the Conpany to return his gain under Section 16(b) of
the Securities Exchange Act of 1934, fromthe purchase and sale,

of the Conpany's equity securities within a period of six nonths.

DECEMBER 2003 PRI VATE PLACEMENT
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The Conpany conpleted in Decenmber 2003 a private placenent of
1,645,000 shares of its Common Stock at $2.00 per share, exenpt
fromregistration pursuant to Section 4(2) and Regul ati on D under
the Act. In connection with the offering, the Conpany paid a cash
conmmi ssion of $75,000 to First Mntauk Group Inc., as Placenent
Agent and issued to it a five year warrant to purchase 50,000
shares of Conpany's Common Stock at a price of $2.00 per share.
Legal fees approximting $36,000 were also incurred in connection
with this private placenent. Pursuant to its agreenent with the
purchasers, the Conpany at its expense registered the shares
i ssued and the shares issuabl e upon exercise of the warrant under
the Act.

TREASURY STOCK TRANSACTI ONS

During fiscal 2003, the Conpany purchased 100,000 shares of
Common  Stock in the open market for a total consideration of
$306, 841 pursuant to the authorization by the Board of Directors
on June 27, 2002.
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WARRANTS
To date, the Conpany has authorized the issuance of Common Stock
Purchase Warrants, with terms of five to six years, to various
corporations and individuals, in connection wth the sale of
securities, |oan agreements and consulting agreenents. Exercise
prices range from $2.00 to $4.20 per warrant. The warrants expire

at various tinmes through March 15, 2011.

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

2006
<C
Bal ance at begi nning of year: 8, 035, 875
Warrants issued 220, 705
Warrants issued pursuant to Placenment Agent
Agr eenent s 381, 028

Warrants issued pursuant to Private Pl acenent 2,222,222
Pl acenent Agent Warrants Exerci sed ---
Class C Warrants
Warrants exercised or expired (4,780, 631)
Endi ng bal ance 6, 079, 199

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 Conpany. The
Agreenment provided, anopng other things, an agreenent to commence
an exchange offer (the "Exchange Offer") whereby hol ders of the
Company's Class A Warrants which expired on Novenber 30, 2002
(the "Od Warrants") had the opportunity to exchange those
warrants for new warrants (The "New Warrants") upon paynment to
the Conpany of $0.10 per share of Common Stock issuable upon the
exercise of the old warrants. |In Septenber 2003 the Conpany
issued the New Warrants to the record holders as of November 30,
2002 of the O d Warrants w thout requiring any cash paynent.

F-30

2005

<C
2,654, 239
200, 000

519, 931
5, 165, 580
(7, 500)

(496, 375)

2004

<C
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200,
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The New Warrants expired on November 30, 2005.

The per share weighted-average fair value of each warrant on the
date of grant was $1.10 using the Black-Scholes option pricing
nodel with the follow ng weighted-average assunpti ons: no
dividend yield; expected volatility of 73.77% risk-free interest
rate of 2.88% and expected lives of 3 years. The elimnation of
the $0.10 per share fee resulted in an additional charge of
$172,324 during the year ended March 31, 2004.

CLASS B WARRANTS

The Conpany's Cass B Warrants originally issued in a private
pl acenent in Septenber 1998 expired on Novenber 30, 2005, their
amended expiration date.

STOCK OPTI ON PLANS
STOCK- BASED COVPENSATI ON

During the years ended March 31, 2004, 2005 and 2006 the Conpany
i ssued 1, 024,000, 120,000 and 969,200, respectively options to
purchase Common Stock to enpl oyees and to nenbers of the board of
directors. The options have an exercise price ranging from $2. 69
to $3.00 per share and all vest over three years except 610,000
options issued in 2004 and 120,000 issued for year ended March
31, 2005 which vested upon grant date and 75,000 issued for the
year ending March 31, 2006 which vest pro-rata over a 6 nonth
period. The options expire between five and ten years fromthe
date of grant. The Conpany has recorded conpensation expense of
$1, 166, 601, $370,108 and $902,927 for the years ended March 31,
2004, 2005 and 2006, respectively, which represents the fair
value of the options vested conputed using the Bl ack-Scholes
options pricing nodel on each grant date.

On June 22, 2004 the Conpany's stockholders approved the 2004
Stock Option Plan and ratified anendnents of the ternms of
outstanding options and warrants, including the repricing of
options to certain Directors and enployees. The Conpany will
record a significant conpensation expense in the future periods
in which the options vest based on the fair value of the options
after reflecting the repricing and amendnents to the terns of the
options.
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Under its 2004 Stock Option Plan and prior option plans, the
Conmpany nmay grant stock options to officers, selected enployees,
as well as nenbers of the board of directors and advisory board
nenbers. All options have generally been granted at a price equal
to or greater than the fair narket value of the Conpany's Common
Stock at the date of grant. Generally, options are granted with a
vesting period of up to three years and expire ten years fromthe
date of grant. Transactions wunder the plans for the years
indicated were as follows:

2006 2005
AVERAGE AVERAGE
WEI GHTED WEI GHTED
EXERCI SE EXERCI SE

2004

AVERAGE
WEI GHTED
EXERCI SE



<S> <C <C <C <C
Qut st andi ng at

begi nni ng of year 2,277,050 $ 2.16 2,417,050 $ 3.70
G ant ed 969, 200 2.74 120, 000 2.34
Exer ci sed (20, 000) 2.00 (100, 000) 1.00
Expi red (255, 000) 2.04 (160, 000) 7.13
Qut st andi ng at

end of year 2,971, 250 2.36 2,277,050

</ TABLE>

<TABLE>
<CAPTI ON>

</ TABLE>

<PACE>

NOTE 9 -

NOTE 10 -

NOTE 11 -

The following table sumnmarizes information about stock options
outstanding at March 31, 2006:

WEI GHTED AVERAGE WEI GHTED-
REVAI NI NG AVERAGE
RANGE OF OPTI ONS CONTRACTUAL EXERCI SE
EXERCI SE PRI CE QOUTSTANDI NG LI FE ( YEARS) PRI CE
<S> <C <C
$1.00 -- $2.00 203, 750 1.75 $1.75
$2.01 - $3.00 2,767,500 7.30
$1.00 - 3.00 2,971, 250 6.23 $2.34
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The per share weighted-average fair value of each option granted
during fiscal 2006, 2005 and 2004 ranged from $1.48 to $1.70
during fiscal 2006, $1.91 during fiscal 2005 and from $1.03 to
$2.68 during fiscal 2004, on the date of grant wusing the
Bl ack- Schol es options pricing nodel with the follow ng
wei ght ed- aver age assunpti ons; no dividend vyield; expect ed
volatility of 97.84%for fiscal year 2006, 76.69% for fiscal year
2005 and 75.47% to 77.97% for fiscal year 2004; risk-free
interest rates of 4.18%in 2006, 4.00%in 2005, 4.0%in 2004 and
expected lives ranging fromfive to ten years.

There are 1,602,520 options available for future grant under our
Stock Option Plan.

MAJOR CUSTOMVERS

For the years ended March 31, revenues fromits three mgjor
custoners are as follows:

2006 2005 2004
Custoner A - 100% 49. 80% 40. 70%
Custoner B - --- --- 59. 30%
Custoner C - --- 49. 80% ---

SUBSEQUENT EVENTS

In April 2006, the Conpany's registration statement on Form S-3
registering under the Securities Act of 1933, as anended for
reoffering up to 9,876,022 shares of Commobn Stock which may be
acquired upon conversion of the outstanding shares of Series B
Preferred Stock, wupon paynent of Preferred Stock dividends and
upon exerci se of the Common Stock Purchase Warrants issued in the
March 2006 private placenment was declared effective by the
Conmi ssi on.

OPTI ONS PRI CE
<C <C
2, 266, 850 $ 5.74
1, 024, 000 2.23
(15, 000) 2.00
(858, 800) 7.38
2,217,050 3.70
WEI GHTED
AVERAGE
OPTI ONS EXERCI SABLE
EXERCI SABLE PRI CE
<C> <G
203, 750 $1.75
1, 835, 800 2.27
2,039, 550 $ 2.22
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In April 2006, the Company's registration statement on Form S-3
regi stering under the Securities Act of 1933, as anended for
reoffering up to 246,175 shares of Commpbn Stock which may be
acquired upon exercise of the Conmbn Stock Purchase Warrants
issued in the Decenmber 2005 private placement was declared
effective by the Conmi ssion.
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On May 3, 2006, the Conpany granted options to purchase 70,000
shares of common stock with and exercise price of $2.26 per share
to its chief financial officer, one-third of the options vests on
May 3, 2007, a second third which vests on May 3, 2008 and the
final third vests on May 3, 2009.

On May 22, 2006, a holder of 250 shares of Series B 8% Preferred
Stock converted his shares and accrued dividends through the date
of conversion into 112,429 shares of Conmon Stock.

On May 23, 2006, the Conpany signed an agreenent ("the
"Agreenent") with Oppenheinmer & Co., Inc. ("Oppenheiner") to
render financial advisory services to the Conpany in connection
with potential acquisitions by the Conpany, strategic alliances
with other pharmaceutical conpanies, advice wth respect to
future financings to be under t aken by the Conpany and
introductions to key parties in the capital mar ket s. I'n
consideration for its services, Oppenheiner received fromthe
Conmpany a cash fee of $60, 000.

On June 1, 2006, the Registrant entered into a one year
consulting agreenent wth David Filer, whereby Dr. Filer is to
provide financial advi sory services to the Conpany. In
consideration for his services, Dr. Filer received options to
purchase 10,000 shares of common stock exercisable fromJune 1,
2006 to June 1, 2009, with an exercise price of $3.00 per share.

On June 19, 2006, the Conpany received witten notice fromHarris

Pharnaceuticals, Inc. ("HARRIS") of Harris' intent to ternminate
the Product Devel opnent, Manuf acturing and Di stribution
Agreenment, dated as of March 30, 2005 (the "Agreenent"), anpng
Elite Laboratories, Inc., Harris and Tish Technologies LLC

("TISH') in accordance with Section 9.3 of the Agreenent. As the
date hereof, there have been no naterial revenues earned under
the Agreenent.

Exhibit 21

Subsi di ari es of the Conpany

Elite Laboratories, Inc., a Delaware corporation

Elite Research,
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Inc., a Delaware corporation



