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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" WTHIN THE MEANING OF THE PRIVATE SECURITIES
LI TI GATI ON REFORM ACT OF 1995. SUCH FORWARD- LOOKI NG STATEMENTS | NVOLVE KNOWN AND
UNKNOWN Rl SKS, UNCERTAI NTIES AND OTHER FACTORS WHI CH MAY CAUSE THE ACTUAL
RESULTS, PERFORMANCE OR ACHI EVEMENTS OF THE COWMPANY, OR | NDUSTRY RESULTS, TO BE
MATERI ALLY DI FFERENT FROM ANY FUTURE RESULTS, PERFORVANCE OR ACHI EVEMENTS
EXPRESSED OR |MPLIED BY SUCH FORWARD-LOOKI NG 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 LIM TI NG THE FOREGO NG,
THE WORDS "PLAN', "INTEND', "MAY," "WLL," "EXPECT," "BELIEVE", "COULD,"
" ANTI CI PATE, " "ESTIMATE," OR "CONTINUE' OR SIMLAR EXPRESSIONS OR OTHER
VARIATIONS OR  COWARABLE 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 COWPANY UNDERTAKES NO OBLIGATION TO UPDATE ANY
FORWARD- LOOKI NG STATEMENTS, WHETHER AS A RESULT OF NEW | NFORVATI ON, FUTURE
EVENTS OR OTHERW SE.

ANY REFERENCE TO "ELITE", THE "COWPANY"," WE', "US', "OUR' OR THE " REGQ STRANT"
MEANS ELI TE PHARVACEUTI CALS | NC. AND | TS SUBSI DI ARI ES.
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PART |

I TEM 1. BUSI NESS
GENERAL

Elite Pharmaceuticals, |Inc. ("ELI TE PHARMACEUTI CALS") was i ncorporated on
Cctober 1, 1997 under the laws of the State of Delaware, and our wholly-owned
subsidiaries, Elite Laboratories, Inc. ("ELITE LABS'") and Elite Research, Inc.
("ELITE RESEARCH') were incorporated on August 23, 1990 and Decenber 20, 2002,
respectively, wunder the laws of the State of Delaware. Elite Pharnmaceuticals,
Elite Labs, Elite Research and Novel, a variable interest entity, are referred
to herein, collectively, as "ELITE', "WE"', "US", "OUR' or the "COVPANY".

On Cctober 24, 1997, Elite Pharnaceuticals nmerged wth and into our

predecessor conpany, Prologica International, Inc. ("PROLOG CA"), an inactive
publicly held Pennsylvania corporation. At the same tine, Elite Labs nerged with
a whol | y-owned subsidiary of Prologica. Following these nergers, Eite

Pharmaceuticals survived as the parent to its wholly-owned subsidiary, Elite
Labs.

On Septenber 30, 2002, we acquired fromEl an 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 Elan in which
our initial interest was 80.1%of the outstanding capital stock (100% of the
outstanding Common Stock). As a result of the term nation 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 numbers at that address are:

Elite Pharmaceuticals, 1Inc., 165 Ludlow Avenue, Northvale, New Jersey
07647; Phone No.: (201) 750-2646; Facsimle No.: (201) 750-2755.

We file registration statenents, periodic and current reports, proxy
statenments and other materials with the Securities and Exchange Conmi ssion (the
"SEC'). You nmy read and copy any naterials we file with the SEC at the SEC s
Public Reference Roomat 100 F Street, N W, MWashington, DC 20549. You may
obtain information on the operation of the Public Reference Roomby calling the
SEC at 1-800- SEC-0330. The SEC maintains a web site at ww. sec.gov that contains
reports, proxy and information statements and other information regarding
issuers that file electronically with the SEC, including our filings.

BUSI NESS OVERVI EW AND STRATEGY

We are a specialty pharmaceutical conpany principally engaged in the
devel opment and menufacture of oral, controlled release products. W develop
oral, «controlled release products using proprietary technology. Qur strategy
includes inproving off-patent drug products for life cycle nmmnagenent and
devel oping generic versions of controlled release drug products wth high
barriers to entry. Qur technology is applicable to devel op del ayed, sustained or
targeted rel ease pellets, capsules, tablets, granules and powders.

We have two products, Lodrane 24(R) and Lodrane 24D(R), currently being
sold comercially, and a pipeline of seven drug candi dates under devel oprent in
the therapeutic areas that include pain
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managenent, allergy and infection. O the products under devel opnent, ELI-216,

an abuse deterrent oxycodone product, and ELI-154, a once daily oxycodone
product, are in clinical trials and we have conpleted pilot studies on tw of



our generic product candidates. The addressable nmarket for the pipeline of
products exceeds $6 billion. Qur facility in Northvale, New Jersey also is a
Good Manufacturing Practice ("GW") and DEA registered facility for research,
devel opnent and manuf acturing.

At the end of 2006, we entered into a joint venture with VGS Pharma, LLC
and created Novel Laboratories, 1Inc. ("NOVEL"), a privately-held conpany
specializing in pharmaceutical research, devel opnent, manufacturing, |icensing,
acquisition and marketing of specialty generic pharmaceuticals. Novel's business
strategy is to focus on its core strength in identifying and tinmely executing
ni che business opportunities in the generic pharnmaceutical area.

STRATEGY

We are focusing our efforts on the follow ng areas: (i) devel opnent of our
pai n nanagenent products, (ii) manufacturing of Lodrane 24(R) and Lodrane 24D(R)
product; (ii) the devel opment of the other products in our pipeline; and (iii)
comercial exploitation of our products either by |license and the collection of
royalties, or through the manufacture of our fornulations, and (iv) devel opnent
of new products and the expansion of our licensing agreements with other
pharmaceuti cal conpanies, including co-devel opnent projects, joint ventures and
ot her col | aborations, including Novel.

We are focusing on the developnment of various types of drug products,
including branded drug products (which require new drug applications ("NDA")
under Section 505(b)(1) or 505(b)(2) of the Drug Price Conpetition and Patent
Term Restoration Act of 1984 (the "DRUG PRICE ACT")) as well as generic drug
products (which require abbreviated new drug applications ("ANDA")).

We intend to continue to collaborate in the developrent of additional
products wth our current partners. W also plan to seek addi ti onal
col l 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 build collaborations and
establish licensing agreenents with conpanies with greater resources thereby
allowing us to share costs of devel opment and to inprove cash-fl ow.

RESEARCH AND DEVELOPMENT

During each of the last three fiscal years, we have focused on research
and devel opnent activities. W spent $6,085,888 for the fiscal year ended March
31, 2007, $4,343,890 in the fiscal year ended March 31, 2006 and $2,698,641 in
the fiscal year ended March 31, 2005 on research and devel opnent activities. Qur
research and devel opnent spending has increased as we prepare for Phase |11
clinical trials for ELI-216 and ELI-154 and spend nore on devel opment costs
including scale up and clinical studies.

Of our seven products in the pipeline, three are for treatnent or
managenment of pain (ELI 216 is an abuse resistant oxycodone and ELI 154 is a
once daily oxycodone and a third is for an analgesic indication), tw are for
anti-infective indications, and one is for gastrointestinal disorders
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It is our general policy not to disclose products in our devel opnent
pipeline or the status of such products until a product reaches a stage that we
determine, for conpetitive reasons, in our discretion, to be appropriate for
di scl osure and because the disclosure of such information might suggest the
occurrence of future matters or events that may not occur. In this instance, we
believe that disclosure of the infornation in the following table is hel pful 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 nade as to
the occurrence of natters or events not specifically described. W nay or may
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-tinme basis for the purpose described above.

The follow ng table provides information concerning the controlled rel ease
products that we are developing and to which we are devoting substantial
resources and attention. None of these products has been approved by the United
Stated Food and Drug Administration (the "FDA") and all are in devel oprment.

<TABLE>
<CAPTI ON\>
PRODUCT APPROX. U.S. SALES FOR NDA/
BRAND AND/ OR GENERI C ANDA (B)

PARTNER

I NDI ¢



PRODUCTS
(2006) $MM A)
<S> <C <C <C
ELI 154 N A(c) NDA
Once Daily Oxycodone

ELI 216 N A(c) NDA
Once daily oxycodone with
abuse resistant technol ogy

Toront o,

(East Hanover,
Harris Pharmaceuticals (Ft.
Meyers,

(Mont val e,

(ART(TV)
Generic $40 ANDA Pliva US,

( East
Generic $50 ANDA Orit Laboratories,

(East
Ceneric $3, 600 ANDA IntelliPharmcutics
Generic $100 ANDA Ti sh Technol ogi es,
Generic $30 ANDA The Phar maNet wor k,
</ TABLE>
(a) I ndi cates the approxi mate amount of sales of our conpetitor's product and

any generics (if there are any). It does not represent the sales of any of
our products.

(b) "NDA" represents a new drug application which is filed with the FDA for
new drug products and "ANDA" represents an abbreviated new drug
application which is filed with the FDA for generic drug products.

(c) N A neans not applicable because there is no branded product on the
market. There is neither a once-daily oxycodone or an abuse resistant
oxycodone on the narket. The market for sustained release oxycodone was
approxi mately $1.3 billion in 2006.
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(d) Oit Laboratories is an affiliate of Tish Technol ogies.

(e) This includes an agreement that grants to Elite a percentage of paynents
paid to its Canadian partner for comercial sale of a generic of this
product .

The tabl e bel ow presents information wth respect to the devel oprment of
our seven products wunder developnent. For sonme 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 oprment tinetable for the products for which such NDA filings are nmade woul d
be shorter and less expensive. Conpletion of developnent 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 developnent process or that the
devel opnent of any particular products will 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 t he
tol erance/ safety and pharmacoki netics of the product. The Phase Il study |isted
bel ow was done in recreational drug users and a visual analog scale for euphoria
was neasured in the study. Additional larger studies in humans will be required
prior to subm ssion of the product to the FDA for review Pilot bioequival ence
studies are initial studies done in humans for generic products and are used to
assess the likelihood of achieving bioequivalence for generic products. Larger
pivotal bioequivalence studies wll be required prior to submission of the
product to the FDA for review

DEVELOPMENT STAGE NUMBER OF PRODUCTS NDA/ ANDA
Preclinical 2 ANDA
Pi | ot bi oequi val ence study 3 ANDA
Pil ot Phase | study 1 NDA
Phase |1 1 NDA

The above tabl e does not include generic drug products currently under
devel opnent at Novel .

<C
Pain M

Pain M

I nfe

Anti -/

Gastroir

di sorc

I nfe

Pain M



COMVERCI AL PRODUCTS

Elite manufactures two once daily allergy products, Lodrane 24(R) and
Lodrane 24D(R), that were co-developed with our partner, ECR Pharmaceuticals.
Elite entered into devel opment agreements on these two products with ECR in June
2001 whereby Elite agreed to commercially develop two products in exchange for
devel opnent fees, certain paynents, royalties and manufacturing rights. The
products are being marketed by ECR which also has the responsibility for
regulatory matters. |In addition to receiving revenues for manufacture of these
products, Elite also receives a royalty on in-market sales.

Lodrane 24(R), was first comercially offered in Novenmber 2004, and
Elite's revenues for nanufacturing the product and a royalty on sales for the
years ended March 31, 2005, 2006 and 2007 aggregated $150,030, $550,697 and
$588, 620 respectively. Lodrane 24D(R) was first comercially offered in
Decenmber, 2006 and Elite's revenues for manufacturing the product and a royalty
on sales for the year ended March 31, 2007 aggregated $555, 221.
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PRODUCTS UNDER DEVELOPMENT
ELI - 154 AND ELI - 216

For ELI-154, Elite has devel oped a once-daily oxycodone fornulation using
its proprietary technology. An investigational new drug application or |ND has
been filed and Elite has conpleted two pharnacokinetic studies in healthy
subj ects that conpared blood |evels of oxycodone fromdosing ELI-154 and the
twi ce-a-day product that is on the market currently. ELI-154, when conpared to
twice daily delivery, denonstrated an equivalent onset, nore constant blood
levels of the drug over the 24 hours and equivalent blood levels to the
twi ce-a-day product at the end of 24 hours. W are now scaling up that product
usi ng commerci al size equipment for manufacture of batches. Elite has subnitted
a proposed clinical plan to the FDA and is awaiting comments fromthe FDA. Upon
receiving their coments, we intend to request a special protocol assessnent

("SPA") for the ELI-154 Phase 111 protocol and, shortly after receiving
agreenent with the FDA on the SPA, we intend to begin the Phase III trial. Elite
will conduct Phase | studies including, but not linmted to, a food effect,
ascendi ng dose and nulti-dose studies. Such Phase | studies are not expected to
affect the tinmetable of the Phase Il trial.

ELI-216 utilizes our patent-pending abuse deterrent technology that is
based on a pharnacol ogical intervention approach. ELI-216 is a conbination of a
narcotic agonist, oxycodone hydrochloride, in a sustained release formulation
intended for use in patients wth npderate to severe chronic pain, and an
antagoni st, naltrexone hydrochloride, fornulated to deter abuse of the drug.
Both of these conpounds, oxycodone hydrochl oride and nal trexone hydrochloride,
have been on the narket for a nunber of years and sold separately in various
dose strengths. Elite has filed an IND for the product and has tested the
product in a series of pharmacokinetic studies. In single dose studies for
ELI-216, it was denpnstrated that no quantifiable blood |evels of naltrexone
hydrochloride were released at a limt of quantification ("LOQ') of 7.5 pg/nm.
When crushed, however, naltrexone hydrochloride was rel ease at |evels that would
be expected to elimnate the euphoria fromthe crushed oxycodone hydrochl oride.
This data is consistent with the premse of Elite's abuse resistant technol ogy
or ART, that essentially no naltrexone is released and absorbed when
adm ni stered as intended.

In further studies, ELI-216 denpnstrated the euphoria-blocking effect of
ELI -216 when the product is crushed. This study was designed to deternmne the
optinal ratio of oxycodone hydrochloride and the opioid antagonist, naltrexone
hydrochloride, to significantly block the euphoric effect of the opioid if the
product is abused by physically altering it, (i.e., «crushing). The study also
hel ped determne the appropriate |levels of naltrexone hydrochloride required to
reduce or elimnate the euphoria experienced by subjects who m ght take crushed

product to achieve a "high". Elite intends to conplete and subnmit to the FDA a
second stage of this study that will be a double blinded, cross-over pivotal
st udy.

Elite met with the FDA in October 2006 for a Type C clinical guidance
nmeeti ng regarding the NDA devel opnent program for ELI-216. Elite has
incorporated the FDA's guidance into its developnental plan. Elite has begun
scale up of ELI-216 to commercial size batches and Elite has subnmitted an SPA to
the FDA for the ELI-216 Phase IlIl protocol. Elite intends to enter Phase |11
shortly after receiving agreement with the FDA on the SPA. Elite will conduct
addi tional Phase | studies including, but not limted to, food effect, ascending
dose and a nulti-dose studies.



Elite has developed ELI-154 and ELI-216 and retains the rights to these
products. Elite has currently chosen to develop these products itself but
expects to |license these products at a later date to a third party for sales and
distribution. The drug delivery technology underlying ELI-154 was originally
devel oped under a joint venture with Elan which term nated in 2002.

5
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According to the termination agreenment, Elite acquired all proprietary,
devel opment and commercial rights for the worldwi de narkets for the products
devel oped by the joint venture i ncl udi ng ELI - 154. Upon l'icensing or

comercialization of ELI-154, Elite will pay a royalty to Elan pursuant to the
termination agreenent with Elan. If Elite were to sell the product itself, Elite
would pay a 1% royalty to Elan based on the product's net sales and if Elite
enters into an agreenent with another party to sell the product, Elite will pay
a 9% royalty to Elan based on Elite net revenues fromthis product (Elite net
product revenues would include license fees, royalties, manufacturing profits
and milestones). Elite is allowed to recoup all developnent costs including
research, process devel opnent, analytical devel opment, clinical devel opment and
regul atory costs before paynent of any royalties to Elan.

MANUFACTURI NG, CO- DEVELOPMENT AND LI CENSE AGREEMENTS

On March 30, 2005, Elite entered into a three party agreenent wth Tish
Technol ogi es, Inc. and Harris Pharnmaceuticals, Inc. ("HARRIS') for the
co-devel opment and license of a controlled release generic product. Upon its
devel opment and the securing of the required FDA approval by the formulation
devel opment conpany, Elite is to nanufacture the product and Harris is to sell
and distribute the product. 1In addition to the transfer price for manufacturing
the product, Elite is to share the profits, if any, realized upon sales. The
innovator's reference product for this generic was originally a capsule. The
innovator has now received approval for an alternative dose form (a tablet
rather than capsule) and has discontinued the original dose form \Wile a
reference product remains for the capsule, the market opportunity has changed
and this affects how we m ght commercialize the capsul e dosage form On June 19,
2006, we received witten notice fromHarris of Harris' intent to termnnate the
agreenent in accordance wth Section 9.3 of the agreenent. As the date hereof,
Elite has received $29,700 for this devel opnment work.

On June 21, 2005, Elite entered into a product devel opnent and
commerci al i zati on agreenent with IntelliPharmaCeutics Corp. ("IPC'), a privately
hel d, specialty pharmaceutical Canadian conpany that devel ops generic controlled

rel ease drug products. It is affiliated with |IntelliPharmaCeutics, Ltd. The
agreenent provides for the co-devel opnent and commercialization of a controlled
rel eased generic product. IntelliPharmaCeutics has taken a fornulation for the

product into a pilot bioequivalence biostudy. Upon commercialization, Eliteis
to share the profits, if any, realized upon sales. A successful pivotal biostudy
and an approved ANDA filing is required to conmercialize this product.

On Decenber 12, 2005, Elite and | PC anended their obligations to suspend
their obligations under the |IPC Agreenent with respect to the devel opnent and
commercialization of the controlled release drug product in Canada. |PC, in
turn, entered into an agreenent with ratiopharm inc., a Canadian conpany, for
the developnment and commercialization for the product in Canada and wll pay
Elite a certain percentage of any paynents received by IPCwith respect to the
comrercial sale of this product by ratiopharm inc. in Canada.

On June 22, 2005, Elite entered into a Product Developnent and License
Agreenment with PLIVA Inc. ("PLIVA"), now a subsidiary of Barr Pharnaceuticals
Inc., providing, for the development and |license of a controlled released
generic product. Under the agreenent, PLIVAis to nake upfront and milestone
payments in the aggregate of $550,000 to Elite. Elite is to manufacture and
PLIVA is to narket and sell the product. The devel opnment costs will be paid by
PLIVA and Elite and the profits will be shared equally. As of the date hereof,
Elite has not received any of the payments fromPLIVA. Elite has developed a
formul ation that matches the branded product and has
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tested it in a pilot study. A successful pivotal biostudy and an approved ANDA
filing is required to commercialize this product. On June 28, 2007, Elite and
Pliva term nated the Product Devel opnent and License Agreenent and entered into
a termnation agreement according to which it was agreed that Elite owns all
intellectual property rights relating to the controlled rel eased generic product
under developnent and Pliva agreed to pay Elite $100,000 in discharge of



out st andi ng paynments under the Product Devel opnent and License Agreenent.

On  January 10, 2006, Elite entered into an agreenent with Oit
Laboratories LLC ("ORIT"), an affiliate of Tish Technol ogi es LLC, providing that
Elite and Orit will co-develop and commercialize an extended release drug

product for treatment of anxiety, and, upon conpletion of developnent, nay
license it for manufacture and sale. The parties intend to develop all dose
strengths of the product. Orit has been providing formulation and analytical
resources for the developrment work. Elite's facility has been used for

manuf acture of devel opnent batches. Elite is to share in the profits, if any
fromthe sales of the drug. A forrmulation has been developed that matches the
innovator's product wusing IN VITRO testing and next steps will be scale up and

pilot testing.

On Novenber 10, 2006, Elite entered into a product collaboration agreenent
with The PharnmaNetwork, LLC ("TPN') for the devel opnent of the generic product
equi val ent of a synthetic narcotic analgesic drug product. TPNis to perform
devel opnent services and prepare and file an ANDA in the name of TPN with the
FDA. Elite is to provide devel opment support, including the purchase of active
pharmaceutical ingredients and materials and supplies to manufacture the batch,
provi de adequate facilities to TPN for use in its devel opnent work and follow ng
ANDA approval, Elite will manufacture the drug product developed. Elite is to
pay TPN for the devel opnment services rendered upon the attainment of certain
m | estones. The out-of-pocket costs are to be shared by TPN and Elite, wth
TPN's obligation to be payable fromthe royalty conpensation. Fornulation
devel opnent work is currently underway.

JO NT VENTURE W TH NOVEL

In December 2006, we entered into a joint venture with VGS Pharna, LLC
("VGS") and created Novel Laboratories, Inc ("Novel"), a separate privately-held
conpany specializing in pharnmaceutical research, developnent, nanufacturing,
licensing, acquisition and marketing of specialty generic pharmaceuticals.

We acquired 49% and VGS acquired 51%of Novel's Class A Voting Conmpn
Stock for $9,800 and $10, 200 respectively. W initially contributed $2,000,000
to Novel and have agreed to provide additional contributions wupon the
achi evermrent of certain performance nilestones of Novel to be nmutually agreed to
by Elite and VGS.

I'n March 2007, Dr. Veerappan Subramani an, Novel's CEO, provided Elite with
Novel's initial business plan which identified 22 generic drug products to be
devel oped by Novel and the proposed funding nilestones for Elite's remaining
contributions to Novel. Pursuant to the agreed upon plan, Elite contributed
$2, 000,000 on May 15, 2007 and $3,000,000 on June 15, 2007. The remmining
contributions to be made by Elite shall be funded in the anpunts and upon the
occurrence of the following mlestones: (i) $10, 000,000 upon the subm ssion to
the FDA of three ANDAs related to three different prospective products devel oped
by Novel and (ii) $10,000,000 upon the subnission to the FDA of three ANDAs
related to at least three additional different prospective products devel oped by
Novel ; provided that the aggregate contributions to be nmade by Elite shall not
exceed (i) $15,000,000 prior to November 1, 2007 or (ii) $25,000,000 prior to
May 1, 2008. The renmining contributions of Elite are not nonetary
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obligations but rather conditions that nust be met in order for Elite to
maintain its current equity interest in Novel.

In the event that (i) Elite defers for nore than 90 days the paynent of a
contribution installment due to Novel's failure to achieve a performance
mlestone, (ii) Elite fails to make a requisite contribution followi ng Novel's
achieving a performance nilestone or (iii) Novel requires additional financing
beyond anpbunts provided in the business plan or Elite's agreed upon additional
contributions, Novel may seek such financing through a subscription offering to
its Class A Stockholders and, to the extent not fully subscribed, fromthird
parties.

As long as each of Elite and VGS owns at |east 10% of the shares of Cl ass
A Voting Common Stock of Novel, each shall designate one of the two directors to
constitute the Novel Board of Directors, wth the VGS designee to be Dr.
Subr amani an, unl ess otherw se approved by Elite. Novel is prohibited fromtaking

of certain actions w thout approval of the two designees, including, but not
limted to, anmendnents of charter, by-laws and other governance agreenents,
spin-offs or public of ferings of equity securities, a liquidation or

di ssolution, dividends, authorization or issuance of additional securities or
options, bankruptcy, a material change of the business or a business plan,
approval of a business plan and the yearly operating budget, creation of a



security interest, capital expenditures in excess of 110% of the anopunt provided
in the business plan, investments in excess of the anounts approved in the
Busi ness Pl an, an increase or decrease of the Board; and any investments by Dr.
Subramani an in any conpetitive conpany or its affiliate.

In the event Elite fails to nake its renmmining contributions after the
occurrence of the relevant mlestones event, VGS has the right to purchase at
the original purchase price fromElite that proportion of its original shares of
Novel Class A Common Stock equal to the proportion of the required additional
contributions not made by Elite.

In the event of Dr. Subramanian's resignation from Novel for other than
good reason or his termination by Novel for cause or his death or disability as
defined in the enpl oyment agreenent between Novel and Dr. Subramanian, Elite has
the corresponding right to acquire up to 75% of VGS's original shares of Cass A
Common Stock of Novel at the original purchase price; such percentage to be
reduced to 50% and 25% and 0% upon the first, second and third anniversary of
the Stockholders' Agreenent, wth a pro rata portion of such reduction to be
effected upon the death or disability of Dr. Subramanian during the applicable
period. Each of Elite and VGS has a right to acquire at the then fair val ue,
Elite's or VGSs shares of Novel upon the bankr upt cy, di ssolution or
liquidation, a change of <control of the other or, if as a result of the
purchases at the original purchase price, the percentage of Novel owned by such
party is less than 10% of Novel.

On June 5, 2007, the board of directors of Novel agreed to approve a stock
option plan (the "NOVEL PLAN') for Novel's key enployees. The Novel Plan
reserves for granting wunder the Novel Plan 26,582 shares of Novel's Cass B
non-voting conmon st ock.

On June 5, 2007, Novel granted 8,861 options to purchase Class B
non-voting conmon shares to Veerappan Suramanian, its CEOQ, at an exercise price
of $22.50 per share. The options vest and beconme exercisable at the rate of (i)
1,266 option shares on the date of each subnission to the FDA of an ANDA for the
first six new prospective products devel oped by Novel which is not the subject
of any prior ANDA subnitted to the FDA by Novel and (ii) 1,265 option shares on
the date of approval by the FDA of a drug product that is the subject of an ANDA
related to a prospective product developed by Novel which has not been
previously approved by the FDA for Novel.
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On June 5, 2007, Novel granted Miuthusany Shannugam its Head of Techni cal
Operations, 8,861 options to purchase Novel's Cl ass B non-voting conmmon shares
at an exercise price of $22.50. The options vest and becone exercisable at the
rate of 2,953 on the first, 2,954 on each of the second and third anniversary of
the grant date. Novel also entered into an enploynment agreenent wth M.
Shannugam on June 5, 2007 to act as Novel's Head of Technical Operations. The
enpl oyment agreenment provides for an initial base salary of $170,000 per annum
subject to annual increases at the discretion of Novel's Board of Directors. The
initial termof the agreement is three years. Novel shall have the right to
termnate the agreement for cause (as defined) or for disability. If Novel
elects to terminate the agreenent w thout cause, M. Shannugam shall be
entitled to receive, in full satisfaction of all remaining obligations of Novel
under the agreement, an aggregate anount equal to the lesser of (i) twelve
months of salary or (ii) the salary for the remainder of the actual term

Novel 's business strategy is to focus on its core strength in identifying
and tinely executing niche business opportunities in the generic pharnaceutical
area. As of June 15, Novel has 30 enpl oyees.

As of June 15, 2007, Novel has identified 22 generic product opportunities
and is actively devel oping 11 generic products. It is Novel's general policy not
to disclose the specific products in its devel opnent pipeline or the status of
such products until a product reaches a stage that we determnmine, for conpetitive
reasons, in our discretion, to be appropriate for disclosure.

<PACE>
PATENTS
Since our incorporation, we have secured seven United States patents of

which two have been assigned for a fee to another pharnaceutical conpany.
Elite's patents are:



patent 5,871,776
patent 5,902, 632
patent 6, 620, 439
patent 5,837,284 (assigned to Cel gene Corporation)
patent 6,635,284 (assigned to Cel gene Corporation)
patent 6,926, 909
patent 6,984, 402

ccccccc
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We have pending applications for two United States patents. The pending
patent applications relate to two different controlled release pharnmaceutical
products on which we are working. One is a U. S. patent for an opioid agonist and
ant agoni st product that we are developing to be used with oxycodone and ot her
opioids to minimze the abuse potential for the opioids. A second is a US.
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 will be granted.

We have also filed corresponding foreign applications for key patents.

Prior to the enactment in the United States of new | aws adopting certain
changes mandated by the General Agreement on Tariffs and Trade (GATT), the
exclusive rights afforded by a U S. Patent were for a period of 17 years
measured 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, will 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 nay be
extended for up to five years under certain circunstances to conpensate the
patent holder for the tinme 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 nay 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

Al'so, different countries have different procedures for obtaining patents,
and patents issued by different countries provide different degrees of
protection against the use of a patented invention by others. There can be no
assurance, therefore, that the issuance to us in one country of a patent
covering an invention wll be followed by the issuance in other countries of
patents covering the sane invention, or that any judicial interpretation of the
validity, enforceability, or scope of the clains 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 al so 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 |l aborators, sponsored researchers, and other advisors. There can be no
assurance that these
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agreenents provide nmeani ngful protection or that they will not be breached, that
we will have adequate renedies for any such breach, or that our trade secrets,
proprietary know how, and technol ogi cal advances will not otherw se become 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 currently plan to license our products to marketing partners and not to
sell under our brand name and so we do not currently intend to register any
trademarks related to our products.

GOVERNMVENT REGULATI ON AND APPROVAL

The design, developnment and marketing of pharnmaceutical conpounds, on
whi ch our success depends, are intensely regulated by governnmental regulatory
agencies, in particular the FDA. Non-conpliance with applicable requirements can
result in fines and other judicially inmposed sanctions, including product



seizures, injunction actions and crimnal prosecution based on products or
manufacturing practices that violate statutory requirements. |In addition,
admi ni strative renmedi 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 narketed, it nust be approved by the FDA either by an
NDA or an ANDA, each of which is discussed bel ow.

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. |f the FDA does not comment on or
question the IND within such 30-day period, initial clinical studies may begin.
If, however, the FDA has comments or questions, they nust be answered to the
satisfaction of the FDA before initial «clinical testing can begin. In sonme

instances this process could result in substantial delay and expense. These
initial clinical studies generally constitute Phase | of the NDA process and are
conducted to denmonstrate the product tolerance/safety and pharmacokinetic in
heal t hy subjects.

After Phase | testing, extensive efficacy and safety studies in patients
must be conducted. After conpletion of the required clinical testing, an NDA is
filed, and its approval, which is required for marketing in the United States,
invol ves an extensive review process by the FDA. The NDA itself is a conplicated
and detailed application and nust include the results of extensive clinical and
other testing, the cost of which is substantial. However, the NDA filings
contenplated by us, which on already narketed drugs, would be nade under
Sections 505 (b)(1) or 505 (b)(2) of the Drug Price Act, which do not require
certain studies that would otherwi se be necessary; accordingly, the devel opnent
tinetable should be shorter. Wiile the FDA is required to review applications
within a certain tineframe, during 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 revi ew
process. Until an NDA is actually approved, there can be no assurance that the
information requested and subnmitted wll be considered adequate by the FDA to
justify approval. The packagi ng and | abeling of our devel oped products are al so
subject to FDA regulation. It is inpossible to anticipate the anobunt of tine
that will be needed to obtain FDA approval to market any product.
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Whet her or not FDA approval has been obtained, approval of the product by
conparabl e regulatory authorities in any foreign country nust be obtained prior
to the comrencenent of nmarketing of the product in that country. W intend to
conduct all marketing in territories other than the United States through other
phar maceuti cal conpani es based in those countries. The approval procedure varies
fromcountry to country, can involve additional testing, and the tine required
may differ from that required for FDA approval. Although there are sone
procedures for unified filings for certain European countries, in general each
country has its own procedures and requirenents, nmany of which are tine
consumi ng and expensive. Thus, there can be substantial delays in obtaining
required approvals fromboth the FDA and foreign regulatory authorities after
the relevant applications are filed. After such approvals are obtained, further
del ays may be encountered before the products become commercial ly avail abl e.

ANDAS
The FDA approval procedure for an ANDA differs from that from the

procedure for a NDA in that the FDA waives the requirenent of conducting
conplete clinical studies, although it nornally requires bioavailability and/or

bi oequi val ence studies. "Bioavailability" indicates the rate and extent of
absorption and levels of concentration of a drug product in the blood stream
needed to produce a therapeutic effect. " Bi oequi val ence" conpares the

bi oavailability of one drug product wth another, and when established,
indicates that the rate of absorption and levels of concentration of the active
drug substance in the body are equivalent for the generic drug and the
previously approved drug. An ANDA may be subnmitted for a drug on the basis that
it is the equivalent of a previously approved drug or, in the case of a new
dosage form is suitable for use for the indications specified.

The timng of final FDA approval of an ANDA depends on a variety of
factors, including whether the applicant challenges any |listed patents for the
drug and whether the brand-nane nenufacturer is entitled to one or nore



statutory exclusivity periods, during which the FDA may be prohibited from
accepting applications for, or approving, generic products. In certain
circunstances, a regulatory exclusivity period can extend beyond the life of a
patent, and thus bl ock ANDAs from bei ng approved on the patent expiration date.

In May 1992, Congress enacted the Generic Drug Enforcenent Act of 1992,
which allows the FDA to inpose debarnment and other penalties on individuals and
conpani es that conmmt certain illegal acts relating to the generic drug approval
process. In sone situations, the Generic Drug Enforcement Act requires the FDA
to not accept or review ANDAs for a period of time froma conpany or an
individual that has conmitted certain violations. It also provides for tenporary
denial of approval of applications during the investigation of certain
violations that could | ead to debarment and also, in nore |inited circunstances,
provides for the suspension of the narketing of approved drugs by the affected
conpany. Lastly, the Generic Drug Enforcenment Act allows for civil penalties and
wi thdrawal of previously approved applications. Neither we nor any of our
enpl oyees have ever been subject to debarnment. We do not believe that we receive
any services fromany debarred person.
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CONTROLLED SUBSTANCES

W are also subject to federal, state, and local laws of general
applicability, such as laws relating to working conditions. W are also |icensed
by, registered wth, and subject to periodic inspection and regulation by the
Drug Enforcenent 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 may develop in the future may be subject to regulations
under the Controlled Substances Act and related statutes. As we manufacture such
products, we may becone subject to the Prescription Drug Marketing Act, which
regul at es whol esal e distributors of prescription drugs.

(e

Al facilities and nanufacturing techniques wused for the manufacture of
products for clinical wuse or for sale nust be operated in conformty wth GW
regul ations issued by the FDA. W engage in manufacturing on a comercial basis
for distribution of products, and operates its facilities in accordance with GW
regulations. |If we hire another conpany to performcontract manufacturing for
us, we nust ensure that our contractor's facilities conformto GW regul ations.

COWVPLI ANCE W TH ENVI RONMENTAL LAWS

We are subject to conprehensive federal, state and |ocal environnmental
laws and regul ations that govern, anong other things, air polluting em ssions,
waste water discharges, solid and hazardous waste disposal, and the renediation
of contam nation associated wth 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 will have a material effect on our capital
expenditures, earnings or conpetitive position in the foreseeable future. There
can be no assurance, however, that future changes in environnental |aws or
regul ations, admnistrative actions or enforcement actions, or renediation
obligations arising under environnmental laws will not have a material adverse
effect on our capital expenditures, earnings or conpetitive position.

COWPETI TI ON

We have conpetition with respect to our two principal areas of operation.
We devel op and manuf acture products using controlled-rel ease drug technol ogy for
ot her pharmaceutical conpanies, and we devel op and market (either on our own or
by license to other conpanies) proprietary controlled-release pharmaceutical
products. In both areas, our conpetition consists of those conpanies which
devel op control |l ed-rel ease drugs and alternative drug delivery systems.

In recent years, an increasing nunber of pharmaceutical conpanies have
becone interested in the developnent and commerci al i zati on of products
incorporating advanced or novel drug delivery systens. We expect that
conpetition in the field of drug delivery will significantly increase in the
future since smaller specialized research and devel opnent conpanies are
beginning to concentrate on this aspect of the business. Sone of the nmgjor
pharnaceutical conpanies have invested and are continuing to invest significant
resources in the devel opnment of their own drug delivery systens and technol ogi es
and sone have invested funds in such specialized drug delivery conpanies. Many
of these conpanies have greater financial and other resources as well as nore
experience than we do in comercializing pharmaceutical products. Certain
conpani es have a track record of success in devel oping controlled-rel ease drugs.



Si gni ficant anong these are Al pharma, Inc., Sandoz (a Novartis conpany), Durect
Cor por ati on, Myl an Laboratories, Inc., Par Pharmaceuticals, Inc., Teva
Pharmaceuticals |Industries Ltd., Biovail Corporation, EthypharmS.A , Eurand,
I npax Laboratories, Inc., K-V Pharnmaceutical Conpany and Penwest
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Pharmaceuticals Conpany. Each of these conpanies has developed expertise in
certain types of drug delivery systens, although such expertise does not carry
over to developing a controlled-rel ease version of all drugs. Such conpani es nmay
develop new drug fornulations and products or may inprove existing drug
formul ati ons and products nore efficiently than we can. In addition, alnost all
of our conpetitors have vastly greater resources than we do. Wile our product
devel opnent capabilities and, if obtained, patent protection nmay help us to
mai ntain our market position in the field of advanced drug delivery, there can

be no assurance that others will not be able to develop such capabilities or
alternative technol ogies outside the scope of our patents, if any, or that even
if patent protection is obtained, such patents wll not be successfully

chall enged in the future.

In addition to conpetitors that are developing products based on drug
delivery technol ogies, there are al so conpani es who have announced that they are
devel oping opioid abuse deterrent products that mght conpete directly or

indirectly with Elite's products. These include, but are not limted to
Al phar nma, Inc., Pain Ther apeutics (who have an agreenent wth Durect
Cor por ati on), Shire Pharmaceuticals Goup plc (who purchased New River
Pharmaceuticals 1Inc.), Endo Pharmaceuticals, |Inc. through an agreenment with
Col | egi um Pharneceuticals, Inc., Purdue Pharma LP, and Acura Pharnaceuticals,
Inc.

We al so face conpetition in the generic pharnmaceutical market and expect
this conpetition to becone nore significant to us as a result of our joint

venture wth Novel. The principal conpetitive factors in the generic
phar naceuti cal mar ket i ncl ude: (i) introduction of other generic drug
manuf acturers' products in direct conpetition with our products under
devel opnent, (ii) introduction of authorized generic products in direct

conpetition with any of our products under developnment, particularly if such
products are approved and sold during exclusivity periods, (iii) consolidation
anong distribution outlets through nergers and acquisitions and the formation of
buyi ng groups, (iv) ability of generic conpetitors to quickly enter the market
after the expiration of patents or exclusivity periods, diminishing the anmount
and duration of significant profits, (v) the wllingness of generic drug
cust oners, i ncl udi ng whol esale and retail cust oners, to switch anpng
pharmaceutical manufacturers, (vi) pricing pressures and product del etions by
conpetitors, (vii) a conpany's reputation as a manufacturer and distributor of
quality products, (viii) a conpany's level of service (including naintaining
sufficient inventory levels for tinely deliveries), (ix) product appearance and
| abeling and (x) a conpany's breadth of product offerings.

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

We manufacture for comrercial sale by our partner, ECR Pharnaceuticals,
two products, Lodrane 24(R) and Lodrane 24D(R) and for which to date we have
obt ai ned sufficient ampunts of the raw materials for its production. W are not
currently in the nmanufacturing phase for any other products and do not expect
that significant anounts of raw materials will be required for their production.
We currently obtain the raw naterials that we need fromover twenty suppliers.

We have acquired pharmaceutical manufacturing equi pnent for manufacturing
our products. We have registered our facilities with the FDA and the DEA.

DEPENDENCE ON ONE OR A FEW MAJOR CUSTQOMVERS

Each year we have had one or a few custoners that have accounted for a
| arge percentage of our linited revenues therefore the termination of a contract
with a customer 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 time that any of our
current contracts
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expire, have other contracts in place generating simlar or material revenue. W
have an agreenent wth ECR Pharnaceuticals which sells and distributes two
products that we manufactures: Lodrane 24(R) and Lodrane 24D(R). We receive
revenues to nmanufacture these products and also receives royalties based on



in-market sales of the products. These are our only products that are being sold
commercially now and are the primary source of our revenue currently. W receive
devel opment fees or nilestone paynents under sone of the co-devel opnent
agreenents wth partners, but these fees are currently small conpared to the
Lodrane 24(R) and Lodrane 24D(R) revenues.

EMPLOYEES

As of June 15, 2007, we had 41 full-tine enployees and no part-tinme
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. We believe our relationship wth 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 .

I 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 us and in analyzing our forward-|ooking statenents.

RI SKS RELATED TO OUR BUSI NESS

WE HAVE A RELATIVELY LIMTED OPERATING HI STORY, WH 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 short
operating history and limted financial data upon which you nay evaluate our
busi ness and prospects. In addition, our business nodel is likely to continue to
evolve as we attenpt to expand our product offerings and our presence in the
generic phar maceuti cal market. As a result, our potential for future
profitability rmust be considered in light of the risks, uncertainties, expenses
and difficulties frequently encountered by conpanies that are attenpting to nove
into new markets and continuing to innovate with new and unproven technol ogies.
Sone 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 wth
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 nay
becone unworkable and we may not achieve or sustain profitability or
successful |y devel op any products.
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WE HAVE NOT BEEN PROFI TABLE AND EXPECT FUTURE LOSSES.

To date, we have not been profitable, and since our inception in 1990, we
have not generated any significant revenues. W may never be profitable or, if
we becone profitable, we may be unable to sustain profitability. W have
sustained |osses in each year since our incorporation in 1990. W incurred net
| osses of $11,803,512, $6,883,914, $5,906,890, $6,514,217 and $4, 061, 422, for
the years ended March 31, 2007, 2006, 2005, 2004 and 2003, 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.

I'F WE ARE UNABLE TO OBTAI N ADDI TI ONAL FI NANCI NG NEEDED FOR THE EXPENDI TURES FOR
THE DEVELOPMENT AND COMVERCI ALI ZATI ON OF OUR DRUG PRODUCTS, | T WOULD | MPAIR OUR
ABI LI TY TO CONTI NUE TO MEET OUR BUSI NESS OBJECTI VES.

We continue to require additional financing to ensure that we will be able
to neet our expenditures to develop and comercialize our products. In
particular, in order to nmaintain our investnent in our joint venture in Novel,
we are required to make a substantial investnent of up to an additional
$20, 000, 000. If we fail to neet this financing requirement, VGS, our co-venturer
in Novel, may exercise a purchase right that would result in significant
dilution of our interest in Novel.



We do not have committed external sources of funding and may not be able
to obtain any additional funding, especially if volatile market conditions
persist for biotechnology conpanies. W believe our existing cash resources,
including the $15 mllion raised in the private placenent that closed on April
24, 2007, is sufficient to neet our cash requirenments for the next 12 nonths.

O her possible sources of the required financing are income from product
sales or sales of market rights, distributions from Novel, income from
co-devel opnent or partnering arrangenments and the cash exercise of warrants and
options that are currently outstanding. No representation can be made that we
will be able to obtain such revenue or additional financing or if obtained it
will be on favorable terns, or at all. No assurance can be given that any
offering if undertaken will be successfully concluded or that if concluded the
proceeds will be nmaterial. Qur inability to obtain additional financing when
needed would inpair our ability to continue our business.

If any future financing involves the further sale of our securities, our
then-existing stockholders' equity could be substantially diluted. On the other
hand, if we incurred debt, we would be subject to risks associated wth
i ndebt edness, including the risk that interest rates might fluctuate and cash
flow woul d be insufficient to pay principal and interest on such indebtedness.

SUBSTANTI ALLY ALL OF OUR PRODUCT CANDI DATES ARE AT AN EARLY STAGE OF DEVELOPMENT
AND ONLY A PORTI ON OF THESE ARE I N CLI NI CAL DEVELOPMENT.

O her than ELI-154 which is in Phase | clinical developnment and ELI-216
which is in Phase Il clinical devel opment, our five other product candi dates are
still at an early stage of development. We do not have any products that are
commercial ly avail abl e other than Lodrane 24(R) and Lodrane 24D(R). W will need
to performadditional developnent work for all of our product candidates in our
pipeline before we can seek the regulatory approvals necessary to begin
comerci al sal es.

IF WE ARE UNABLE TO SATISFY REGULATORY REQUI REMENTS, WE MAY NOT BE ABLE TO
COMMERCI ALI ZE OQUR PRODUCT CANDI DATES.
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We need FDA approval prior to marketing our product candidates in the

United States of Anerica. |If we fail to obtain FDA approval to market our
product candidates, we will be unable to sell our product candidates in the
United States of Anerica and we will not generate any revenue fromthe sale of

such products.

This regul atory review and approval process, which includes eval uation of
preclinical studies and clinical trials of our product candidates is |engthy,
expensive and wuncertain. To receive approval, we nust, anong other things,
denpnstrate with substantial evidence fromwell-controlled clinical trials that
our product candidates are both safe and effective for each indication where
approval is sought. Satisfaction of these requirements typically takes several
years and the tine needed to satisfy themmay vary substantially, based on the
type, conplexity and novelty of the pharnaceutical product. We cannot predict if
or when we might submit for regulatory approval any of our product candidates
currently under developnent. Any approvals we nmay obtain may not cover all of
the clinical indications for which we are seeking approval. Also, an approval
m ght contain significant limtations in the form of narrow indications,
war ni ngs, precautions, or contra-indications with respect to conditions of use.

The FDA has substantial discretion in the approval process and may either
refuse to file our application for substantive review or may formthe opinion
after review of our data that our application is insufficient to allow approval

of our product candidates. |If the FDA does not file or approve our application,
it may require that we conduct additional clinical, preclinical or manufacturing
val i dation studies and subnmit that data before it wll reconsider our

application. Depending on the extent of these or any other studies, approval of
any applications that we submit may be del ayed by several years, or nmy require

us to expend nore resources than we have available. It is also possible that
addi tional studies, if performed and conpl eted, may not be considered sufficient
by the FDA to nake our applications approvable. If any of these outcones occur,
we may be forced to abandon our applications for approval, which mght cause us

to cease operations.

We will also be subject to a wide variety of foreign regul ations governing
the devel opment, manufacture and marketing of our products. \Wether or not FDA
approval has been obtained, approval of a product by the conparable regulatory
authorities of foreign countries nust still be obtained prior to manufacturing
or narketing the product in those countries. The approval process varies from



country to country and the tine needed to secure approval nmay be |onger or

shorter than that required for FDA approval. W cannot assure you that clinical
trials conducted in one country wll be accepted by other countries or that
approval in one country will result in approval in any other country.

BEFORE VE CAN OBTAIN REGULATORY APPROVAL, WE NEED TO SUCCESSFULLY COWPLETE
CLI NI CAL TRIALS, OUTCOVES OF WH CH ARE UNCERTAI N.

In order to obtain FDA approval to market a new drug product, we must
denonstrate proof of safety and effectiveness in humans. To neet these
requirements, we nust conduct extensive preclinical testing and "adequate and
wel | -controlled" «clinical trials. Conducting clinical trials is a lengthy, time
consum ng, and expensive process. Conpletion of necessary clinical trials nmay
take several years or nore. Delays associated wth products for which we are
directly conducting preclinical or clinical trials may cause wus to incur
additional operating expenses. The comencenent and rate of conpletion of
clinical trials may be delayed by nmany factors, including, for exanple:

o i neffectiveness of our product candi date or perceptions by
physicians that the product candidate is not safe or effective for a
particul ar indication;
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o] inability to manufacture sufficient quantities of the product
candidate for use in clinical trials;

o] delay or failure in obtaining approval of our clinical trial
protocols fromthe FDA or institutional review boards;

o] sl ower than expected rate of patient recruitnent and enroll nent;

o] inability to adequately follow and nonitor patients after treatnent;

o difficulty in managing nultiple clinical sites;

o unf oreseen safety issues;

o] government or regul atory del ays; and

o] clinical trial costs that are greater than we currently anticipate.

Even if we achieve positive interim results in clinical trials, these
results do not necessarily predict final results, and positive results in early
trials may not be indicative of success in later trials. A nunber of conpanies
in the pharmaceutical industry have suffered significant setbacks in advanced
clinical trials, even after promising results in earlier trials. Negative or
inconclusive results or adverse nedical events during a clinical trial could
cause us to repeat or terminate a clinical trial or require us to conduct
additional trials. W do not know whether our existing or any future clinical

trials will denonstrate safety and efficacy sufficiently to result in marketable
products. Qur clinical trials my be suspended at any time for a variety of
reasons, including if the FDA or we believe the patients participating in our

trials are exposed to unacceptable health risks or if the FDA finds deficiencies
in the conduct of these trials.

Failures or perceived failures in our clinical trials will directly delay
our product devel opment and regulatory approval process, damage our business
prospects, nmake it difficult for us to establish collaboration and partnership
rel ationships, and negatively affect our reputation and conpetitive position in
the pharnmaceutical community.

Because of these risks, our research and developnent efforts may not
result in any comercially viable products. Any delay in, or termnation of, our
preclinical or clinical trials will delay the filing of our drug applications
with the FDA and, wultinately, our ability to commercialize our product
candi dates and generate product revenues. |If a significant portion of these
devel opment efforts are not successfully conpl et ed, required regulatory
approvals are not obtained or any approved products are not commercially
successfully, our business, financial condition, and results of operations may
be materially harned.

I'F QUR COLLABORATI ON OR LI CENSE ARRANGEMENTS ARE UNSUCCESSFUL, OUR REVENUES AND
PRODUCT DEVELOPMENT MAY BE LI M TED.

We have entered into several collaboration and |icensing arrangenments for
the devel opment of generic products. However, there can be no assurance that any
of these agreenents wll result in FDA approvals, or that we will be able to



mar ket any such finished products at a profit. Collaboration and |icensing
arrangenents pose the follow ng risks:
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o] col l aborations and |icensee arrangenents nay be termi nated, in which
case we will experience increased operating expenses and capital
requirements if we elect to pursue further developnent of the
product candi date;

o] col l aborators and licensees nmay delay clinical trials and prolong
clinical developnent, wunder-fund a clinical trial program stop a
clinical trial or abandon a product candidate;

o] expected revenue m ght not be generated because nilestones may not
be achi eved and product candi dates may not be devel oped;

o] col | aborators and |icensees coul d i ndependently devel op, or devel op
with third parties, products that could conpete with our future
product s;

o] the terns of our contracts with current or future collaborators and
licensees may not be favorable to us in the future;

o] a collaborator or licensee with marketing and distribution rights to
one or nore of our products may not commit enough resources to the
mar keting and distribution of our products, limiting our potential
revenues fromthe commercialization of a product;

o] di sputes may arise delaying or termnating the research, devel opnent
or comercialization of our product candidates, or result in
significant and costly litigation or arbitration; and

o] one or nore third party developers could obtain approval for a

simlar product prior to the collaborator or licensee resulting in
unforeseen price conpetition in connection wth the devel opnent
product .

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

Qur success depends on our ability to protect our current and future
products and to defend our intellectual property rights. If we fail to protect
our intellectual property adequately, conpetitors may nanufacture and market
products simlar to ours.

We currently hold five patents, have two patents pending and we intend to
file further patent applications in the future. Wth respect to our pending

patents, we cannot be certain that these applications wll result in the
issuance of patents. |f patents are issued, third parties nmay sue us to
chal l enge such patent protection, and although we know of no reason why they
should prevail, it is possible that they could. It is |ikew se possible that our

patent rights nay not prevent or linmt our present and future conpetitors from
devel oping, using or comercializing products that are sinilar or functionally
equi val ent to our products.

In addition, we may be required to obtain I|icenses to patents, or other
proprietary rights of third parties, in connection with the devel opment and use
of our products and technol ogies as they relate to other persons' technol ogies.
At such tinme as we discover a need to obtain any such license, we will need to
establish whether we will be able to obtain such a license on favorable terns.
The failure to obtain the necessary |icenses or other rights could preclude the
sal e, manufacture or distribution of our products.
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We rely particularly on trade secrets, unpatented proprietary expertise
and continuing innovation that we seek to protect, in part, by entering into
confidentiality agreenents with |icensees, suppliers, enployees and consultants.
We cannot provide assurance that these agreenents wll not be breached or
circunvented. We also cannot be certain that there will be adequate remedies in
the event of a breach. Disputes nmy arise concerning the ownership of
intellectual property or the applicability of confidentiality agreements. W
cannot be sure that our trade secrets and proprietary technology wll not
ot herwi se becone known or be independently devel oped by our conpetitors or, if



patents are not issued with respect to products arising fromresearch, that we
will be able to maintain the confidentiality of information relating to these
products. In addition, efforts to ensure our intellectual property rights can be
costly, tine-consuming and/or ultinmately unsuccessful.

LITIGATION IS COWON I N OUR | NDUSTRY, PARTI CULARLY THE GENERI C PHARMACEUTI CAL
I NDUSTRY, AND CAN BE PROTRACTED AND EXPENSI VE AND COULD DELAY AND/ OR PREVENT
ENTRY OF OUR PRODUCTS | NTO THE MARKET, WHICH, [IN TURN, COULD HAVE A MATERI AL
ADVERSE EFFECT ON OUR BUSI NESS.

Litigation concerning patents and proprietary rights can be protracted and
expensive. Conpanies that produce brand pharnaceutical products routinely bring
litigation against applicants that seek FDA approval to nanufacture and market
generic fornms of their branded products. These conpanies allege patent
infringenent or other violations of intellectual property rights as the basis
for filing suit against an applicant. Likew se, other patent holders may bring
patent infringement suits against us alleging that our products, product
candidates and technol ogies infringe wupon intellectual property rights.
Litigation often involves significant expense and can delay or prevent
introduction or sale of our products.

There may al so be situations where we use our business judgnment and decide
to market and sell products, notw thstanding the fact that allegations of patent
infringement(s) have not been finally resolved by the courts. The risk involved
in doing so can be substantial because the renedies available to the owner of a
patent for infringement include, anong other things, damages neasured by the
profits |l ost by the patent owner and not by the profits earned by the infringer.
In the case of a willful infringement, the definition of which is subjective,
such danmmges may be trebl ed. Moreover, because of the discount pricing typically
invol ved w th bioequival ent products, patented brand products generally realize
a substantially higher profit margin than bioequivalent products. An adverse
decision in a case such as this or in other simlar [litigation could have a
material adverse effect on our business, financial position and results of
operations and could cause the narket value of our common stock to decline.

THE PHARMACEUTI CAL I NDUSTRY 1S H GHLY COWPETITIVE AND SUBJECT TO RAPI D AND
SI GNI FI CANT  TECHNOLOGI CAL  CHANGE, WHI CH COULD | MPAIR OUR ABI LI TY TO | MPLEMENT
OUR BUSI NESS MCDEL.

The pharmaceutical industry is highly conpetitive, and we nmay be unable to
conpete effectively. In addition, it is wundergoing rapid and significant
technol ogi cal change, and we expect conpetition to intensify as technical
advances in each field are made and become 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. We 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. Sone of the major
pharmaceutical conpani es have invested and are continuing to invest significant
resources in the devel opnment of their own drug delivery systens and technol ogi es
and some have invested funds in such specialized drug delivery conpanies. Many
of our conpetitors have |longer operating histories and greater financial,
research and devel opnent, marketing and other resources than
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we do. Such conpani es may devel op new fornul ati ons and products, or may inprove
exi sting 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
whi ch we operate.

As we expand our presence in the generic pharmaceuticals market through
our joint venture, Novel, its product candidates may face intense conpetition
from brand- nane conpani es that have taken aggressive steps to thwart conpetition
fromgeneric conpanies. In particular, brand-nane conpanies continue to sell or

license their products directly or through |Ilicensing arrangenents or strategic
alliances wth generic phar naceuti cal conpani es (so-called "aut hori zed
generics"). No significant regulatory approvals are required for a brand-nane
conpany to sell directly or through a third party to the generic narket, and
brand-name conpani es do not face any other significant barriers to entry into
such market. In addition, such conpanies continually seek to delay generic

introductions and to decrease the inpact of generic conpetition, using tactics
whi ch i ncl ude:

o] obt ai ni ng new patents on drugs whose original patent protectionis
about to expire;

o] filing patent applications that are nore conplex and costly to



chal | enge;

o] filing suits for patent infringement that autonmtically delay
approval of the FDA;

(o] filing citizens' petitions with the FDA contesting approval of the
generic versions of products due to alleged health and safety
i ssues;

o] devel oping controlled-rel ease or other "next-generation" products,

which often reduce demand for the generic version of the existing
product for which we may be seeking approval;

o changi ng product clains and product |abeling;

o] devel opi ng and narketing as over-the-counter products those branded
products which are about to face generic conpetition; and

o maki ng arrangenents w th nmanaged care conpanies and insurers to
reduce the economc incentives to purchase generic pharnaceuticals.

These strategies nmy increase the costs and risks associated wth our
efforts to introduce our generic products wunder developnent and nay delay or
prevent such introduction altogether.

I F OQUR PRODUCT CANDI DATES DO NOT ACHI EVE MARKET ACCEPTANCE AMONG PHYSI CI ANS,
PATI ENTS, HEALTH CARE PAYORS AND THE MEDICAL COVMUNITY, THEY WLL NOT BE
COMMERCI ALLY SUCCESSFUL AND OUR BUSI NESS W LL BE ADVERSELY AFFECTED.

The degree of market acceptance of any of our approved product candi dates
anong physicians, patients, health care payors and the nedical comunity will
depend on a nunber of factors, including:

o accept abl e evidence of safety and efficacy;
o rel ati ve conveni ence and ease of admi nistration;
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o] the preval ence and severity of any adverse side effects;
o availability of alternative treatnents;
o] pricing and cost effectiveness;
o effectiveness of sales and marketing strategies; and
o] ability to obtain sufficient third-party coverage or reinbursenent.

If we are unable to achieve market acceptance for our product candidates,
then such product candidates wll not be commercially successful and our
business will be adversely affected.

WE ARE DEPENDENT ON A SMALL NUMBER OF SUPPLIERS FOR OUR RAW NATERI ALS AND ANY
DELAY OR UNAVAILABILITY OF RAW NMATERI ALS CAN MATERI ALLY ADVERSELY AFFECT OUR
ABI LI TY TO PRODUCE PRODUCTS.

The FDA requires identification of raw material suppliers in applications

for approval of drug products. |If raw materials were wunavailable froma
specified supplier, FDA approval of a new supplier could delay the manufacture
of the drug involved. In addition, some nmterials wused in our products are

currently available fromonly one supplier or a limted nunber of suppliers.

Further, a significant portion of our raw materials nmay be available 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
comnmuni cati on probl ens;

o] the relative instability of sonme foreign governnents and econoni es;
(o] interim price volatility based on |abor wunrest, naterials or
equi pnent shortages, export duties, restrictions on the transfer of

funds, or fluctuations in currency exchange rates; and

o] uncertainty regarding recourse to a dependable |egal systemfor the
enforcenment of contracts and other rights.



I'n addi tion, recent changes in patent laws in certain foreign
jurisdictions (primarily in Europe) may make it increasingly difficult to obtain
raw materials for research and developnent prior to expiration of applicable
United States or foreign patents. Any delay or inability to obtain raw materials
on a timely basis, or any significant price increases that cannot be passed on
to custoners, can materially adversely affect our ability to produce products.
This can materially adversely affect our business and operations.

EVEN AFTER REGULATORY APPROVAL, WE WLL BE SUBJECT TO ONGO NG SIGNI FlI CANT
REGULATCORY OBLI GATI ONS AND OVERSI GHT.

Even if regulatory approval is obtained for a particular product
candi date, the FDA and foreign regulatory authorities may, nevertheless, inpose
significant restrictions on the indicated uses or nmarketing of such products, or
i mpose ongoi ng requirenents for post-approval studies. Follow ng any regulatory
approval of our product candidates, we wll be subject to continuing regulatory
obl i gations, such as safety reporting requirenents, and addi ti onal
post - mar ket i ng obligations, including regulatory
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oversight of the promotion and marketing of our products. |f we becone aware of
previously unknown problenms with any of our product candi dates here or overseas
or our contract manufacturers' facilities, a regulatory agency nmay inpose

restrictions on our products, our contract manufacturers or on us, including
requiring us to reformul ate our products, conduct additional clinical trials,
make changes in the |abeling of our products, inplenent changes to or obtain

re-approval s of our contract manufacturers' facilities or w thdraw the product
fromthe market. In addition, we nmay experience a significant drop in the sales
of the affected products, our reputation in the nmarketplace may suffer and we
may becone the target of lawsuits, including class action suits. Mreover, if we
fail to conmply with applicable regulatory requirenents, we nay be subject to
fines, suspension or wthdrawal of regulatory approvals, product recalls,
sei zure of products, operating restrictions and crimnal prosecution. Any of
these events could harmor prevent sales of the affected products or could
substantially increase the costs and expenses of commercializing and narketing
these products.

IF KEY PERSONNEL WERE TO LEAVE US OR IF WE ARE UNSUCCESSFUL | N ATTRACTI NG
QUALI FI ED PERSONNEL, OUR ABI LI TY 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 opment, nmanufacture and marketing of oral, controlled rel ease drug delivery
systens and generic products. Qur business and financial results could be
materially harmed by the inability to attract or retain qualified personnel.

IF WE WERE SUED ON A PRODUCT LIABILITY CLAIM AN AWARD COULD EXCEED OUR
| NSURANCE COVERAGE AND COST US S| GNI FI CANTLY.

The design, developnent and nanufacture of our products involve an
inherent risk of product liability claims. W have procured product liability
insurance; however, a successful claimagainst us in excess of the policy linmts
could be very expensive to us, damaging our financial position. The amount of
our insurance coverage, which has been Ilinited due to our limted financial
resources, nmay be materially below the coverage mai ntained by many of the other
conpanies engaged in sinilar activities. To the best of our know edge, no
product liability claimhas been made against us as of March 31, 2007.

RI SKS RELATED TO OUR COMMON STOCK

FUTURE SALES OF OUR COMMON STOCK COULD LOWER THE MARKET PRI CE OF OUR COMVON
STAK

Sal es of substantial ambunts of our shares in the public market could harm
the market price of our commopn stock, even if our business is doing well. A
significant nunber of shares of our common stock are eligible for sale in the
public market wunder SEC Rule 144 subject in some cases to volune and other
limtations. |In addition, we have recently filed a registration statement for
the resale of 6,465,504 shares of commpn stock issuable wupon conversion of
outstanding shares of our Series C Preferred Stock issued in the private
placenent that closed on April 24, 2007, 4,187,643 shares of common stock
issuable in satisfaction of certain Series C Preferred Stock dividend
obligations and 2,133,606 shares of commpn stock issuable upon exercise of
warrants issued in the private placenent and a registration statenment for the
resale of 957,396 shares of Commobn Stock and 478,698 shares of Commobn Stock
issuable upon the exercise of warrants issued to VGS Pharma, an affiliate of



Veer appan Subramani an, one of our directors and acting Chief Scientific Oficer
and 1,750,000 shares of Common Stock issuable upon the exercise of options
granted to Dr. Subramani an.

Due to the foregoing factors sales of a substantial nunber of shares of
our comon stock in the
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public market could occur at any tine. These sales, or the perception in the
mar ket that the holders of a |arge nunber of shares intend to sell shares, could
reduce the market price of our commpn stock.

OUR STOCK PRI CE HAS BEEN VOLATI LE AND MAY FLUCTUATE I 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, 2007, the closing sale price on the Anerican Stock Exchange
("AMEX") of our common stock fluctuated froma high of $2.54 per share to a | ow
of $1.94 per share. The per share price of our comon stock may not remmin at or
exceed current levels. The market price for our conmmon stock, and for the stock
of pharmaceutical conpanies generally, has been highly volatile. The market
price of our common stock nay be affected by:

0 Results of our clinical trials;

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

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

o Covernmental 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 nmarket conditions, generally and related to the
phar maceutical industry;

o Heal t hcare | egi sl ati on;
o] Changes in third-party reinbursenent policies for drugs; and
(o] Fluctuations in our operating results.

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

On January 4, 2006, we received a letter fromthe AMEX notifying us that,
based on our unaudited financial statenments as of Septenber 30, 2005, we were
not in conpliance wth the continued listing standards set forth in the AMEX
Conpany Guide in that under one listing standard our shareholders' equity is
| ess than $4, 000,000 and we had | osses from continuing operations and/or net
|l osses in three of our four nost recent fiscal years and under another listing
standard our shareholders' equity is |less than $6,000,000 and we had | osses from
continuing operations and/or net losses in our five nost recent fiscal years. At
the request of AMEX, we submitted a plan on February 3, 2006 advising AMEX of
action, we had taken, and will take, to bring ourselves in conpliance with the
continued listing standards within a maxi mumof 18 nmonths from January 4, 2006.
On March 15, 2006,
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we conpleted a private placenent of our Series B Preferred Stock and warrants to
purchase common stock. W received $10,000,000 in gross proceeds fromthe
private placenent. On March 21, 2006, we subnmitted an update to the plan we had
previously submitted on February 6, 2006. Upon notice of the March 2006 private
pl acenent and the acceptance of the updated plan, AMEX allowed us to maintain
our AMEX listing, subject to periodic review of the our progress by the AVEX
staff. If we are not in conpliance with the continued listing standards, AMEX



may then initiate delisting proceedings. The failure to maintain listing of our
commpn stock on AMEX will have an adverse effect on the market and the market
price for our common stock.

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

The issuance of additional shares of our comon stock or the issuance of
shares of an additional series of preferred stock could be used to nake a change
of control of us 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 us. Such shares could be sold to
purchasers who might side with the Board of Directors in opposing a takeover bid
that the Board of Directors determines not to be in the best interests of our
stockholders. It might also have the effect of discouraging an attenpt by
another person or entity through the acquisition of a substantial nunber of
shares of our commobn stock to acquire control of us with a view to consummating
a nmerger, sale of all or part of our assets, or a similar transaction, since the
issuance of new shares could be used to dilute the stock ownership of such
person or entity.

I'F PENNY STOCK REGULATIONS BECOME APPLICABLE TO OUR COWON STOCK THEY W LL
I MPCSE RESTRI CTI ONS ON THE MARKETABI LI TY OF OQUR COMVMON STOCK AND THE ABI LI TY OF
OUR STOCKHOLDERS TO SELL SHARES OF OQUR 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 less than $5.00 per share subject to certain exceptions.
Exceptions include equity securities issued by an issuer that has (i) net

tangi ble assets of at |east $2,6000,000, 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 |least $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. CQur
common stock is currently trading at under $5.00 per share. Al though we
currently fall under one of the exceptions, if at a later time we fail to neet
one of the exceptions, our common stock will be considered a penny stock. As
such the market liquidity for our common stock will be limted to the ability of
broker-dealers to sell it in conpliance with the above-nentioned disclosure
requirenents.

You should be aware that, according to the SEC, the nmarket 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;
o] Mani pul ation of prices through prearranged matchi ng of purchases and
sal es;
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o The rel ease of m sleading infornation;
o] Excessive and undisclosed bid-ask differentials and markups by

sel ling broker- dealers; and

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

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

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

Section 203 of the Del aware General Corporation Law prohibits a nerger
with a 15% sharehol der within three years of the date such sharehol der acquired
15% unl ess 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% sharehol der), or approval by the Board of Directors prior
to the 15% shareholder acquiring its 15% ownership. This provision nekes it
difficult for a potential acquirer to force a nerger with or takeover of us, and
could thus limt the price that certain investors might be willing to pay in the
future for shares of our comon stock.

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

Qur facility, which we own, is located at 165 Ludl ow Avenue, Northvale,
New Jersey, and contains approximtely 20,000 square feet of floor space. This
real property and the inprovenents thereon are encunbered by a nortgage in favor
of the New Jersey Econonmic Developnent Authority ("NJEDA") as security for a
| oan through tax-exenpt bonds fromthe NJEDA to Elite. The nortgage contains
certain customary provisions including, wthout limtation, the right of NJEDA
to foreclose upon a default by Elite. See "Note 5. - 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 naterial of pharmaceutical products and equipnment. We have exercised an
option to rent the property through July 1, 2008.

We are currently wusing our facilities as a |laboratory, manufacturing,
storage and office space. Properties wused 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.

I TEM 3. LEGAL PROCEEDI NGS.

In the ordinary course of business we may be subject to Ilitigation from
tinme to time. There is no past, pending or, to our know edge, threatened
litigation or
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admi nistrative action (including litigation or action involving our officers,
directors or other key personnel) which in our opinion has or is expected to
have, a material adverse effect upon our business, prospects financial condition
or operations.

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

No matters were subnitted to a vote of security holders during the three
nmont hs ended March 31, 2007.
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PART |1

| TEM 5. MARKET FOR COVPANY'S COMVON EQUI TY AND RELATED STOCKHOLDER MATTERS.

Qur Conmon 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

sales prices per share of our Common Stock as reported by the American Stock
Exchange.

COVMON STOCK

QUARTER ENDED H GH LOW
FI SCAL YEAR ENDI NG MARCH 31, 2007:

March 31, 2007. ... .. . $2. 40 $1.94
Decenber 31, 2006. ... ...t $2. 49 $2.02
Septenber 30, 2006. ... ... .. . ... $2. 46 $2.03
June 30, 2006 . ... ... $2.54 $2.02
FI SCAL YEAR ENDI NG MARCH 31, 2006:

March 31, 2006. ... ... ... $2. 49 $1. 85
Decenber 31, 2005. ... ... .. $3. 02 $1. 69
Septenmber 30, 2005. ... ... .. $3. 05 $2.62
June 30, 2005 ... ... $4. 42 $2. 67

On June 26, 2007, the last reported sale price of our Coombn Stock, as



reported by the American Stock Exchange, was $2.33 per share.

As of June 26, 2007, there were approximately 101 hol ders of record and,
we believe, approximately 2,081 are beneficial owners of our Common Stock. W
are informed and believe that as of June 26, 2007, Cede & Co. held 18,391,573
shares of our Commpn Stock as nom nee 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 nunerous other persons.

We have never paid cash dividends on our common stock. During the fiscal
year ended March 31, 2007, we have paid dividends in the aggregate principal
armount of $791,182 payable in cash of $808 and in 372,562 shares of our conmon
stock, on our Series B Convertible Preferred Stock. We currently anticipate that
we will retain all available funds for use in the operation and expansi on of our
busi ness.

Pl ease see our Quarterly Reports on Form 10-Q for the three nonth periods
endi ng June 30, 2006, Septenber 30, 2006 and Decenber 31, 2006 and our Current
Reports on Form 8-K dated July 12, 2006 and Decenber 6, 2006, for infornation
concerning our issuances of unregistered securities during the 12 nonths ended
March 31, 2007.
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EQUI TY COVPENSATI ON PLAN | NFORMATI ON

The following table sets forth certain information regarding Elite's
equity conpensation plans as of March 31, 2007.

<TABLE>
<CAPTI ON>
Nunmber of
securities
to be issued upon Wei ght ed- aver age
exerci se of exercise price per
out st andi ng opti ons, share of outstanding
warrants and options, warrants and
Pl an Category rights rights
(a) (b)
<S> <C <G
Equity conpensation pl ans
approved by security
hol ders 3,776,500 (1) $2. 34
Equity conpensation plans
not approved by
security hol ders 2,846,000 (2) $2. 20
Total : 6, 622, 500 $2. 28

</ TABLE>

(1) Stock options issued under the 2004 Stock Option Plan
(2) Represents 1,750,000 options granted to Veerappan Subramanian, 511,000 to
Atul Mehta and 585,000 to directors and outside consultants

2004 STOCK CPTI ON PLAN

If options granted wunder our 2004 Stock Option Plan (the "STOCK OPTION
PLAN') | apse without being exercised, other options may be granted covering the
shares not purchased under such |apsed options. Options nay be granted to
enpl oyees, officers, Directors of and consultants to Elite. The Stock Option
Plan permits us to grant both incentive stock options ("INCENTIVE STOCK OPTI ONS"
or "ISCs") within the neaning of Section 422 of the Code, and other options
whi ch do not qualify as Incentive Stock Options (the "NON-QUALIFI ED OPTI ONs").

Unl ess earlier termnated by the Board of Directors, the Stock Option Plan
(but not outstanding options) termnates on March 1, 2014, after which no
further awards may be granted under the Stock Option Plan. The Stock Option Plan
is administered by the full Board of Directors or, at the Board's discretion, by
a comittee of the Board of Direcotrs consisting of at |east two persons who are
"disinterested persons" defined under Rule 16b-2(c)(ii) under the Securities
Exchange Act of 1934, as anended (the "COW TTEE").

Nunmber of
securities remi
avail able for ftu

i ssuance unde
equity conpensat
pl ans (excl udi
securities refle
in colum (a)

3,223, 50C



Recipients of options wunder the Stock Option Plan ("OPTIONEES") are
sel ected by the Board of Directors or the Committee. The Board of Directors or
Conmittee 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 mninum per share purchase price of options
granted wunder the Stock Option Plan for Incentive Stock Options is the fair
mar ket value (as defined in the Stock Option Plan) or for Nonqualified
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Options is 85% of Fair Market Value of one share of the Common Stock on the date
the option is granted.

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

The Board of Directors may at any time termnate the Stock Option Plan or
fromtine to time nake such nodifications or amendnents to the Stock Option Plan
as it may deem advisable and the Board of Directors or Conmittee nmy adjust,
reduce, cancel and regrant an unexercised option if the fair narket value
declines below the exercise price except as may be required by any national
stock exchange or national narket association on which the Common Stock is then
listed. In no event may the Board, of Directors wthout the approval of
stockhol ders, anend the Stock Option Plan to increase the naxi num nunber of
shares of Commpn Stock for which options may be granted under the Stock Option
Pl an or change the class of persons eligible to receive options under the Stock
Qption Plan.

Subject to limtations set forth in the Stock Option Plan, the terns of
option agreenents will be determi ned by the Board of Directors or Conmittee, and
need not be uniform anong Optionees.
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COVPARATI VE STOCKHOLDER RETURN

The table which follows conpares the yearly percentage change in Elite's
curmul ative total stockholder return on its Commopn Stock for the five year period
ended March 31, 2007 with the cunulative total stockholder return of (1) all
United States conpanies traded on the Anerican Stock Exchange (where Elite's
Commpn Stock is now traded) and (2) all conpanies traded on the Anerican Stock
Exchange which carry the Standard Industrial Classification (SIC) code 283
(Pharnmaceuticals). The table was prepared by the Center for Research in Security
Prices at the University of Chicago G aduate School of Business, Chicago, IL.

Elite's Common Stock was traded on the NASDAQ over-the-counter bulletin
board fromJuly 23, 1998 until February 24, 2000. Elite's Comon began trading
on the American Stock Exchange on February 24, 2000. Elite's fiscal year ends on
March 31.

Dat e Conpany | ndex Mar ket | ndex Peer | ndex
03/ 28/ 2002 100. 000 100. 000 100. 000
04/ 30/ 2002 86. 693 97. 347 96. 087
05/ 31/ 2002 78.811 95. 605 86.976
06/ 28/ 2002 67.183 88. 383 75.591
07/ 31/ 2002 46.512 81.026 62. 297
08/ 30/ 2002 43.411 81.828 60. 093
09/ 30/ 2002 36. 434 75. 663 53.021
10/ 31/ 2002 32.558 79.874 56. 438
11/ 29/ 2002 32. 300 84.076 65.716
12/ 31/ 2002 24.419 80. 060 57.688
01/31/ 2003 24.031 78. 857 62. 242
02/ 28/ 2003 24. 419 78. 427 57.846
03/ 31/ 2003 19. 767 78.951 55. 731

04/30/ 2003 19. 509 84.721 66. 126



The index |evel

05/ 30/ 2003 27.132
06/ 30/ 2003 36. 822
07/ 31/ 2003 31. 654
08/ 29/ 2003 36. 047
09/ 30/ 2003 37. 468
10/ 31/ 2003 41. 473
11/ 28/ 2003 41. 344
12/ 31/ 2003 38.760
01/ 30/ 2004 47.804
02/ 27/ 2004 32. 300
03/ 31/ 2004 38.372
04/ 30/ 2004 41. 990
05/ 28/ 2004 38. 760
06/ 30/ 2004 29. 845
07/ 30/ 2004 28.424
08/ 31/ 2004 16. 925
09/ 30/ 2004 15. 504
10/ 29/ 2004 22.610
11/ 30/ 2004 41. 990
12/ 31/ 2004 47.416
01/ 31/ 2005 53.618
02/ 28/ 2005 61. 886
03/ 31/ 2005 56. 848
04/ 29/ 2005 45. 866
05/ 31/ 2005 38.760
06/ 30/ 2005 39.793
07/ 29/ 2005 37. 468
08/ 31/ 2005 35. 530
09/ 30/ 2005 38. 501
10/ 31/ 2005 31. 654
11/ 30/ 2005 23.385
12/ 30/ 2005 23.773
01/ 31/ 2006 26. 227
02/ 28/ 2006 30.103
03/ 31/ 2006 32.171
04/ 28/ 2006 29. 457
05/ 31/ 2006 28.424
06/ 30/ 2006 29.716
07/ 31/ 2006 28.424
08/ 31/ 2006 31. 008
09/ 29/ 2006 30. 879
10/ 31/ 2006 26. 357
11/ 30/ 2006 27.519
12/ 29/ 2006 28.165
01/ 31/ 2007 25. 840
02/ 28/ 2007 25. 969
03/ 30/ 2007 30. 362

for all

series was set to 100.0 on

91.181 83.673
93. 029 95. 607
94. 467 92. 797
97. 407 100. 728
97. 005 101. 800
101. 839 102. 890
103. 655 101. 302
108. 359 97.216
111. 270 111. 627
112. 539 107.594
112. 543 110. 856
108. 546 111. 142
109. 949 102. 725
112. 815 97.931
109. 428 84.188
109. 359 81.726
112. 389 84.974
114.757 85. 243
120. 844 90. 257
125. 203 94. 370
122.619 88. 354
125. 684 85. 399
122. 277 75. 909
119. 122 74.968
123. 099 70. 965
125.726 71.889
131. 539 80. 278
131.118 79. 906
132.917 77.509
128. 688 77.854
133. 155 79. 966
135. 492 81. 308
142. 254 99. 788
141. 492 104. 850
145. 067 112. 032
147. 470 108. 789
141. 110 100. 703
140. 732 96. 451
140. 684 88. 769
143. 690 93. 201
144.108 89. 657
149. 850 97. 365
154. 640 101. 799
157. 186 108. 331
159. 233 109. 553
158. 279 107. 426
160. 585 109. 236

03/ 28/ 2002

Legend
<TABLE>
<CAPTI ON>
SYMBOL CRSP TOTAL RETURNS | NDEX FOR: 03/2002 03/2003 03/2004
<S> <C <C <C <C
[ CLI P ART] Elite Pharmaceuticals, Inc. 100.0 19.8 38.4
[ CLI P ART] AMEX Stock Market (US Conpani es) 100.0 79.0 112.5
[CLIP ART] AMEX St ocks (SIC 2830-2839 US Conpani es) 100.0 55.7 110.9
Drugs
</ TABLE>
NOTES:
A The lines represent nonthly index levels derived from conpounded
daily returns that include all dividends.
B. The indexes are rewei ghted daily, using the market capitalizatian on
the previous trading day.
C. If the nonthly interval, based on the fiscal year-end, is not a
trading day, the preceding trading day is used.
D. The index |level for all series was set to $100.0 on 03/28/2002.

[ PERFORVANCE CHART OM TTED]
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I 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 with our Consolidated
Financial Statenments and related Notes thereto appearing elsewhere in this
Annual Report on Form 10-K. The consolidated sel ected financial data are derived
fromour consolidated financial statements that have been audited by Mller,
Ellin & Conpany, LLP, our independent auditors, as indicated in their report
included herein. The selected financial data provided below is not necessarily
indicative of our future results of operations or financial performance.

<TABLE>
<CAPTI ON>

2007 2006 2005
<S> <C <C <C
Net revenues $ 1,143,841 $ 550, 697 $ 301, 480
Net (I oss) $(11, 803, 512) $ (6,883,914) $ (5, 906, 890)
Net (| oss) per conmon share $ (.64) $ (0. 49) $ (0. 47)
Total assets $ 9,696,329 $ 15,702, 241 $ 9,245,292
Long-term obl i gations $ 3,795,000 $ 3,980,000 $ 2,367,128
Wei ght ed average nunber 19, 815, 780 18, 463,514 12, 869, 924
of shares outstandi ng
</ TABLE>

I TEM 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS
OF CPERATI ON

GENERAL

The following discussion and analysis should be read with the financial
statenments 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

We are a specialty pharmaceutical conpany principally engaged in the
devel opment and menufacture of oral, controlled release products. W develop
oral, controlled release products using proprietary technology and |icenses

these products. Qur strategy includes inproving off-patent drug products for
life cycle managenent and devel opi ng generic versions of controlled rel ease drug
products wth high barriers to entry. Qur technology is applicable to devel op
del ayed, sustained or targeted release pellets, capsules, tablets, granules and
powder s.

We have two products, Lodrane 24(R) and Lodrane 24D(R), for treating
allergies, currently being sold comercially, and a pipeline of seven drug
candi dates under developnent in the therapeutic areas that include pain
managenment, infection and gastrointestinal disorder. O the products under
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devel opment, ELI-216, an abuse deterrent oxycodone product, and ELI-154, a once
dai |y oxycodone product, are in clinical trials and we have two generic product
candi dates that are undergoing pivotal studies. The addressable market for the
pi peline of products exceeds $6 billion. Qur facility in Northvale, New Jersey
also is a GW and DEA registered facility for research, developrment and
manuf act uri ng.

At the end of 2006, we entered into a joint venture with VGS Pharma, LLC
and created Novel Novel, a privately-held conpany specializing in pharnmaceutical
research, devel opment, nmanufacturing, |icensing, acquisition and narketing of
speci alty generic pharnaceutical s.

We intend to continue to collaborate in the developrent 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

2004

<C
$ 258, 250

$ (6,514, 217)

$ (0. 58)
$ 7,853,434
$ 2,495,000

11, 168, 618

2003

<C
$ 630, 310

$ (4,061, 422)

$ (0. 40)
$ 8,696,222
$ 2,720,000

10, 069, 991



having a diverse product portfolio that includes both branded and generic
products in various therapeutic categories and build collaborations and
establish licensing agreenments with conpanies with greater resources thereby
allowing us to share costs of devel opment and to inprove cash-fl ow

CRI TI CAL ACCOUNTI NG POLI CI ES AND ESTI MATES

Managenent's di scussion addresses our consolidated financial statenents,
whi ch have been prepared in accordance w th accounting principles generally
accepted in the United States of Anerica. The preparation of these financial
statenents requires managenent to nake estimates and assunptions that affect the
reported anpunts of assets and liabilities, the disclosure of contingent assets
and liabilities at the date of financial statenents and the reported amounts of
revenues and expenses during the reporting period. On an ongoing basis,

managenent evaluates its estimates and judgnent, including those related to bad
debts, intangible assets, incone taxes, workers conpensation, and contingencies
and litigation. Mnagenent bases its estimates and judgnents on historical

experience and on various other factors that are believed to be reasonabl e under
the circunmstances, the results of which formthe basis for making judgnents
about the carrying values of assets and liabilities that are not readily
apparent fromother sources. Actual results may differ fromthese estimtes
under different assunptions or conditions.

Managerment believes the following critical accounting policies, anong
others, affect its nore significant judgnents and estimates wused in the
preparation of its consolidated financial statenents. Qur nost critical
accounting policies include the recognition of revenue upon conpletion of
certain phases of projects under research and devel opnent contracts. W also
assess a need for an allowance to reduce our deferred tax assets to the anount
that we believe is nore likely than not to be realized. W assess the
recoverability of long-lived assets and intangible assets whenever events or
changes in circunstances indicate that the carrying value of the asset may not
be recoverable. W assess our exposure to current conmtnents and contingencies.
It should be noted that actual results may differ fromthese estimtes wunder
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 $1,008,850, $902,967 and $3,479,070 during the
years ended March 31, 2005, 2006 and 2007, respectively. The fair value of stock
options held by enployees and nenbers 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 managenent team
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YEAR ENDED MARCH 31, 2007 VS. YEAR ENDED MARCH 31, 2006

Qur revenues for the year ended March 31, 2007 were $1,143,841, an
increase of $593, 144 or approxinmately 108% over revenues for the conparable
prior year, and consisted of $1,038,916 in manufacturing fees and $104,925 in
royalty fees. Revenues for the year ended March 31, 2006, consisted $494,231 in
manufacturing fees and $56,466 in royalty fees. The increase in manufacturing
fees and royalties was primarily due to the launch of our second product,
Lodrane 24D(R).

Research and devel opnent costs for the year ended March 31, 2007, were
$6, 085,888, an increase of $1,741,998 or approximately 40% from $4, 343,890 of
such costs for the prior year, primarily the result of increased wages, raw
materials, |aboratory and nmanufacturing supplies and consulting fees. Elite now
has 41 enployees, an increase of 58%from 26 enployees one year ago. The
increase in enployees is primarily for the scale up work for the pain products
and includes nanufacturing, analytical and quality assurance people. Elite has
also increased its spending on raw materials, primarily APl, by 100% from
$300, 000 to $600,000. The raw materials are also primarily for scale up of the
pai n products. Spending on biostudies has increased to $1, 000,000 from $100, 000
a year ago due to spending on the Phase Il study for ELI-216. Research and
devel opment costs associated wth Novel's activities also contribute to the
increase. W expect our research and devel opnent costs to continue to increase
in future periods prinarily due to clinical costs for Phase Ill and other
clinical trials for ELI-216 and ELI-154.

General and adnministrative expenses (G&A) for the year ended March 31,
2007, were $2,534,507, an increase of $807,881, or approximately 47%from
$1, 726,626 of G&A for the prior year. The increase was attributable to increases
in salaries and fringe benefits as a result of increases in staff, consulting



fees associated wth seeking potential strategic transitions in addition to
costs associated with our Novel activities.

W are in the initial stages of breaking down the specific costs
associated with the research and devel opnent of each product on which we devoted
resources through the use of detailed tine sheets and general |edger account
classifications. 1In the past, we have not historically allocated these expenses
to any particular product. W cannot estinmate the additional costs and expenses
that may be incurred in order to potentially conplete the developnent of any
product, nor can we estimate the anmount of time that m ght be involved in such
devel opment because of the wuncertainties associated with the devel opnent of
control l ed rel ease drug delivery products as described in this report.

Depreciation and anortization decreased by $46, 693 from $486, 687 for the
prior year to $439,994. The decrease was the result of our taking in 2006 the
full wite-off of financing costs associated with the redenption of tax exenpt
NJEDA Bonds, partially offset by an increase in depreciation in 2007 due to
acquired new machinery and equipnment and upgrading of the corporate and
war ehouse facilities.

Q her income (expenses) for the year ended March 31, 2007 were
$(3,064,144), an increase of $2,187,736, or approxi mately 250% from $(876, 408)
for the prior year due to an increase of $2,576,143 in charges related to the
i ssuances of stock options and warrants, offset by (i) an increase of $158,138
in sale of New Jersey tax losses, (ii) additional interest incone of $221, 836,
due to higher conpensating balances as a result of the private placenment and,
(iii) a decrease of $8,433 in interest expense resulting froma decrease in
NJEDA Bonds out st andi ng.

As a result of the foregoing, our net loss for the year ended March 31,
2007 was $11, 803,512 conpared to $6, 883,914 for the year ended March 31, 2006.

34
<PACE>

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 approximtely 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-ref undabl e payment received from Purdue Pharma L.P. granting us the right to
evaluate certain abuse resistant drug fornulation technology, $125,739 in
manuf acturing 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 approximtely 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 nmanufacturing supplies and
consulting fees. W expect our research and devel opnment costs to continue to
increase in future periods as a result of the devel oping and testing of products
currently in our pipeline.

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

For the years ended March 31, 2006 and 2005, we were unable to provide a
br eak- 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 with salaries, |aboratory supplies, |aboratory
and nanufacturing expenses, wutilities 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 nay be incurred in order
to potentially conplete the devel opment of any product, nor can we estimate the
amount  of time that mght be involved in such developnent because of the
uncertainties associated with the developnent of controlled release 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 NJEDA Bond Offering costs as a result of the refinancing.

QO her inconme (expenses) for the year ended March 31, 2006 were ($876, 408),
a decrease of $116,213, or approximtely 12% from ($992,621) for the prior year
due to (i) a reduction by $105,923 in charges related to the issuances of stock
options and warrants, (ii) an increase of $13,329 in sale of New Jersey tax



losses, and (iii) additional interest income of $50,930, due to higher
conpensating bal ances as a result of the private placenent, partially offset 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, our 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.

MATERI AL CHANGES | N FI NANCI AL CONDI TI ON

Qur working capital (total current assets less total current liabilities),
decreased from $8,615,287 as of March 31, 2006 to $1,019,631, primarily due to
the net |oss of $7,884,448 from operations, exclusive of non-cash charges of
$3, 919, 064.
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We experienced negative cash flows from operations of ($8,314,268) for the
year ended March 31, 2007, primarily due to our net loss from operations of
$11, 803,512, |ess non-cash charges of $3,919,064, which included $3,479,070 in
connection wth the issuance of stock options and warrants, and $439,994 in
depreciation and anortization expenses.

On Novenber 15, 2004 and on Decenmber 18, 2006, Elite's partner, ECR
| aunched Lodrane 24(R) and Lodrane 24D(R), respectively. Under its agreenent
with ECR, Elite is currently manufacturing comrercial batches of Lodrane 24(R)
and Lodrane 24D(R) in exchange for manufacturing margins and royalties on
product revenues. Royalty incone earned for the year ended March 31, 2007 was
$104,925. W expect future cash flows fromroyalties to provide additional cash
to help fund our operations.

On June 21, 2005, Elite and |IntelliPharmaCeutics Corp. ("IPC'), entered
into an agreenment for the development and commercialization of a controlled
rel eased generic drug for certain anti-infective diseases by the parties. W
estimate that the product had an addressable market in the U. S. of approximately
$4 billion in 2004. W are to share in the profits, if any, fromthe sales of
the drug. On Decenber 12, 2005, the agreenent was anmended with respect to the
devel opnent and commercialization of the controlled release drug product in
Canada. Since IPCintended to enter into an agreenent with a Canadian conpany
with respect to the developnent, 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 commercialization of the controlled rel ease drug
product in Canada. |PC agreed to pay us a certain percentage of any paynents
received by IPC with respect to the commercialization of the controlled rel ease
drug product by such Canadi an conpany.

On June 22, 2005, Elite and PLIVA, Inc. ("PLIVA") entered into a Product
Devel opment and Li cense Agreenent providing for the devel opnent and |icense of a
controlled released generic anti-infective drug fornulated by us. W are to
manuf acture and PLIVA will market and sell the product. Under the agreenent, the
partner is to nmake nmilestone paynents to us and the devel opment costs are to be
paid both by PLIVA and us, and the profits are to be shared equally. On June 28,
2007, Elite and PLIVA termi nated the Product Devel opnent and Li cense Agreenent,
effective January 31, 2007, and entered into a termination agreenent according
to which it was agreed that Elite owns all intellectual property rights relating
to the controlled rel eased generic product under devel opnent and PLIVA agreed to
pay Elite $100,000 in discharge of outstanding paynents under the Product
Devel opment and Li cense Agreenent.

On January 10, 2006, Elite entered into a Product Developnment and
Commerci al i zation Agreenent with Orit Laboratories LLC ("ORIT") providing that
we and Orit will co-develop and commercialize an extended release drug product
for treatnent of anxiety, and upon conpletion of developnent, the possible
licensing of the product for manufacture and sale. The parties intend to devel op
al| dose strengths of the product. W are to share in the profits, if any from
the sales of the drug. The termof the agreement is for the [longer of (i) 15
years fromthe date the product is first comercially sold to a third party, or
(ii) the life of the applicable patent(s), if any. The agreenent is
autonmatically renewable for 3-year periods unless ternminated by either party by
providing the other party with twelve (12) nonths witten notice prior to any
renewal peri od.

In January 2006, the FDA accepted our IND for ELI-154, its once-a-day
oxycodone painkiller. Under the new drug application, we will begin our
devel opnent programwith an early stage study to evaluate ELI-154's sustained
rel ease formation. Currently there is no once-daily oxycodone avail abl e;
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we estimate that the U.S. market for sustained release, twice-daily oxycodone
was about $2 billion as of Septenber, 2005.

No assurance can be given that we will consummate any of the transactions
di scussed above or that any naterial revenues wll be generated for us
t heref rom

LI QUI DI TY AND CAPI TAL RESOURCES

For the year ended March 31, 2007, we recorded negative cash flow and
financed our operations through wutilization of our existing cash. Qur working
capital at March 31, 2007 was $1.0 nmillion conpared with working capital of $8.6
mllion at March 31, 2006. Cash and cash equivalents at March 31, 2007 were $2
mllion, a decrease of $6.9 million fromthe $8.9 nmillion at March 31, 2006.

We spent approximtely $1,548,000 on inprovenents and nmachinery and
equi prent during the year ended March 31, 2007.

On April 24, 2007, we sold in a private placenent through Oppenheiner &
Conmpany, Inc., the placenent agent (the "PLACEMENT ACGENT"), 15,000 shares of our
Series C Preferred Stock, at a price of $1,000 per share, each share convertible
(at $2.32 per share) into 431.0345 shares of Commobn Stock, or an aggregate of
6, 465,504 shares of Commopn Stock. The investors also acquired warrants to
purchase shares of Common Stock, exercisable on or prior to April 24, 2012. The
warrants represent the right to purchase an aggregate of 1,939,641 shares of
Common Stock at an exercise price of $3.00 per share. The gross proceeds of the
sal e were $15,000,000 before payment of $1,050,000 in commissions to the
Pl acement Agent and selected dealers. W also paid certain legal fees and
expenses of counsel to the Placenent Agent. We issued to the Placenent Agent and
its designees five year warrants to purchase 193, 965 shares of Common Stock w th
simlar terms to the warrants issued to the Investors with an exercise price of
$3.00 per share. W expect that the approximate $13, 900,000 of net proceeds wll
contribute materially to our efforts to advance our portfolio of pain products
through the clinic as well as accelerate the devel opment of our other controlled
rel ease products which utilize our proprietary oral drug delivery systens and
abuse resistant technol ogy.

From tine to time we will consider potential strategic transactions
including acquisitions, strategic alliances, joint ventures and |icensing
arrangenents w th other pharnaceutical conpanies. W retained an investnent
banking firmto assist with our efforts. There can be no assurance that any such
transaction will be available or consunmated in the future.

As of March 31, 2007, our principal source of liquidity was approximtely
$2, 045,390 of cash and cash equivalents. After the closing of the private
placenent in April 2007, our principal source of liquidity was approximtely
$15, 750, 000 of cash and cash equivalents. W intend to sell the remaining 5,000
shares of such Series C Preferred Stock, together wth warrants to purchase
shares of our Common Stock, which should result in gross proceeds of up to
$5, 000, 000. 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 |losses or that any proceeds generated from any
potential future sale of Series C Preferred Stock or by the exercise of
outstandi ng warrants or options will be generated or provide sufficient cash.
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The followi ng table depicts our obligations and commtnents to nake future
payments under existing contracts or contingent conmtnents.

<TABLE>
<CAPTI ON>

Payments Due by Period
Contractual Obligations Tot al Less than 1 Year 1-3 Years 4-5 Years
<S> <C <C <C <C
NJEDA Bonds payabl e $3, 980, 000 $ 185,000 $ 635,000 $ 505, 000
</ TABLE>

OFF- BALANCE SHEET ARRANGEMENTS

After 5 Years

<C
$2, 655, 000



None.
| TEM 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

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

| 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 Statements, beginning on page F-1.

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

None.
| TEM 9A. CONTROLS AND PROCEDURES

Wthin the 90 days prior to the date of this report, based on an
evaluation of our disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as anended),
our Chief Executive and Chief Financial Oficer have concluded that our
disclosure controls and procedures are effective for ensuring that information
required to be disclosed by us in our Exchange Act reports is recorded,
processed, sunmmarized and reported within the applicable time periods specified
by the SEC s rules and forns. W al so concluded that information required to be
di sclosed in such reports is accunulated and communicated to our nmnagenent,
including our principal executive and principal financial officer, as
appropriate to allow tinely decisions regarding required disclosure. There was
no change in our internal controls over financial reporting that occurred during
the nost recent fiscal quarter that materially affected or is reasonably likely
to materially affect our internal controls over financial reporting. CQur
managenment has not yet conpleted, and is not yet required to have conpleted, its
assessnment of internal controls over financial reporting.

I TEM 9B. OTHER | NFORVATI ON.

The followi ng disclosure would have otherw se been filed on Form 8-K under
the heading "lItem 1.02 - Termination of Material Agreement":

On  June 28, 2007, Elite and Pliva, now a subsi diary of Barr
Pharmaceuticals, |Inc., termnated the Product Devel opnment and License Agreenent
entered into on June 22, 2005. The Product Devel opment and License Agreenent
provided for the developnent and license of a controlled release generic
product. According to the term nation agreenent between Elite and Pliva, which
is effective as of January 31, 2007, it was agreed that Elite owns all
intellectual property rights relating to the controlled rel eased generic product
in
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devel opnent under the Product Devel opnent and License Agreenent and Pliva agreed
to pay Elite $100,000 in discharge of outstanding paynents under the Product
Devel opment and Li cense Agreenent.

The followi ng disclosure would have ot herw se been filed on Form 8-K under
the heading "lItem3.01 - Notice of Delisting or Failure to Satisfy a Continued
Listing Rule or Standard":

On June 22, 2007, we received notice fromthe Anerican Stock Exchange
("AMEX") stating that we were not in conpliance wth Section 301 of the Amex
Conpany Guide pertaining to the issuance of securities prior to filing an
application for the listing of such additional securities and receiving
notification from AMEX that the securities have been approved for |isting.

Specifically, on Decenber 6, 2006, we issued 957,396 shares of its commpn
stock to VGS Pharnma, LLC ("VGS SHARES') and prior to submitting an Additional
Listing Application and receiving AVEX approval of such application.

We submitted an Additional Listing Application covering, anong other
things, the VGS Shares, as well as the shares underlying the securities issued
inour April 24, 2007 Series C financing, to AMEX on June 6, 2007, which
application was subsequently anended and restated on June 21, 2007. Upon
approval of such application, we will regain conpliance wth all applicable
continued |isting standards of AMEX
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PART 111
I TEM 10. DI RECTORS , EXECUTI VE OFFI CERS AND CORPORATE GOVERNANCE.
DI RECTORS AND EXECUTI VE OFFI CERS

Qur current directors, executive officers and key enployees, and their
bi ographi cal information are set forth bel ow

<TABLE>

<CAPTI ON>

NAVE ACE TITLE

<S> <C <C

Bernard Berk 58 Director, Chairnman, Chief Executive Oficer and President
Barry Dash, Ph. D 75 Director

Melvin M Van Wert, MD. 76 Di rector

Veer appan Subramani an, Ph. D. 57 Director, Acting Chief Scientific Oficer

Robert J. Levenson 66 Director*

Edwar d Neugebor en Former Director**

Mark |. Gttel man 47 Chief Financial O ficer, Secretary and Treasurer
Chris Dick 52 Executive Vice President of Corporate Devel opnent
Char an Behl 55 Head of Technical Affairs

</ TABLE>

*Robert Levenson becane a director on June 26, 2007.
** Edward Neugeboren ceased being a director on June 26, 2007.

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

MR, BERNARD BERK, President and Chief Executive Oficer since June 2003,
Chairman of the Board and Director since February 2004 and Menber of the
Nomi nating Committee since June 2004. Prior to joining Elite, M. Berk was the
President and Chief Executive Oficer of Mchael Andrews Corporation, a
pharmaceuti cal managenent consultant firm from 1996 to 2003. Prior to that, M.
Berk was from 1994 until 1996, President and Chief Executive Oficer of Nale
Pharmaceutical Corporation. From 1989 until 1994, he was Senior Vice President
of Sales, Marketing and Business Devel opnent of Par Pharnmeceuticals, Inc. M.
Berk holds a B.S. from New York University.

DR. BARRY DASH, Director since April 2005, Menber of Audit Committee since
April 2005, Menber of Nominating Committee since April 2005 and Menber of
Conpensation Committee since June 2007, has been since 1995 President and
Managi ng Menber of Dash Associates, L.L.C, an independent consultant to the
pharmaceutical and healthcare industries. From 1983 to 1996 he was enpl oyed by
American Home Products Corporation (now known as Weth), its Whitehall-Robins
Heal thcare 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 tine he personally supervised six separate
departnents: Medical and Cdinical Affairs, Regulatory Affairs, Technical
Affairs, Research and Devel opnent, Analytical R& and Quality Managenent/Q C. He
had previously been enployed by the Wiitehall Robins Healthcare Division from
1960 to 1976, during which
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tinme he served as Director of Product Devel opnment Research, Assistant Vice
Presi dent of Product Devel opnent and Vice President of Scientific Affairs. Dr.
Dash had been enpl oyed by J.B. WIIlians Conpany (Nabisco Brands, Inc.) from 1978
to 1982. From 1976 to 1978 he was Vice President, Director of Laboratories of
the Consumer Products Division of American Can Conpany. He currently serves on
the board of GeoPharma, |Inc. (NASDQ GORX) Dr. Dash holds a Ph.D. fromthe



University of Florida and MS. and B.S. degrees from Colunbia University at
whi ch he was Assistant Professor at the Col | ege of Pharmaceutical Sciences from
1956 to 1960. He is a nenber of the Anerican Pharmaceutical Association, The
Arerican Association for the Advancenent of Science and the Society of Cosnetic
Chenmist, American Association of Pharmaceutical Scientists, Drug Information
Associ ation, Anerican Foundation for Pharmaceutical Education, and Diplonate
Anerican Board of Forensic Exami ners. He is the author of scientific
publications and patents in the pharnaceutical field.

DR. MELVIN VAN WOERT, Director since April 2005, Menber of Audit Conmittee
since April 2005, Menber of Nominating Committee since April 2005 and Menber of
Conpensation Committee since June 2007, has been since 1974, a nenber of the
staff of Munt Sinai Medical Center where since 1978 he has also been a
Prof essor in the Departnent of Neurology and Pharmacol ogy at Munt Sinai School
of Medicine. Dr. Van Wert had been a consultant for Neuropharnmacol ogi cal Drug
Products to the United States Food and Drug Administration from 1974 to 1980;
Associate Editor for Journal of the Neurological Sciences; Mnber of the
Editorial Board of Journal of Cinical Neurphanacol ogy; and Medical Director of
National Organization for Rare Disorders for which he received in 1993 the
Humeni tarian Award. His other awards include the U S. Public Health Service
Award for Exceptional Achievenent in Orphan Products Developnment and the
National Moclonus Foundation Award. He has authored and co-authored nore than
150 articles appearing in pharnacological, nedical and other professional
journal s or publications.

DR, VEERAPPAN SUBRAMANI AN, Acting Chief Scientific Oficer since February
2007 and Director since Decenber 2006. Since Decenber 2006, Dr. Subranani an
serves as Chief Executive Oficer and Chairman of the Board of Novel
Laboratories, Inc. Dr. Subranmanian has been a pharnaceutical executive since
1981 and a pharmaceutical entrepreneur since 1997, when he formed Kali
Laboratories, Inc. ("KALI LABS"). Kali Labs was acquired by Par Pharmaceuticals,
Inc. in 2004 and Dr. Subramanian continued to work as an executive vice
president at Par Pharmaceuticals after the acquisition. Dr. Subranani an ended
his relationship with Par Pharnaceuticals in January 2006. Prior to organizing
Kali Labs, Dr. Subrananian served for 6 years as vice president of scientific
affairs for Zenith Laboratories, Inc. Prior to working with Zenith Laboratories,
he was (i) the Director of New Product Developnent and Technical Services for
Kali Pharma, Inc., (ii) a Senior Scientist, Commercial Products wth Vicks
Research Center, (iii) a Research Pharmacist, Dernmatological wth Johnson &
Johnson and (iv) a Research Pharmacist in Product Devel opnent with E. R Squibb &
Sons. Between 2001 and 2005, Dr. Subramanian served on the board of Generic
Pharmaceutical Industry Association. Dr. Subramanian has a Ph.D. in Pharnmacy
(1981) from Rutgers University, a MS. in Phamaceutics (1973) fromBirla
Institute of Technology & Science, and a B.S. in Pharmacy (1971) from Madurai
Medi cal Col | ege.

ROBERT J. LEVENSON, Director since June 2007 and Menber of the Audit
Committee and Conpensation Conmittee since June 2007, is currently Managing
Menber of the Lenox Capital Goup, L.L.C. since 2000. M. Levenson was
previously an Executive Vice President of First Data Corporation from 1993 to
2000 and a menber of its Board of Directors from 1992 to 2003. He was Seni or
Executive Vice President, Chief Operating Oficer, and Menber of the Ofice of
the President and Director of Medco Containment Services, Inc., a provider of
managed care prescription benefits, from October 1990 to Decenber 1992. From
1985 until OCctober 1990, he was a Group President and Director of Automatic Data
Processing, Inc. (ADP-NYSE). M. Levenson has been a director of several other
conpanies, public and private. M. Levenson is currently nomnated to be a
director of Ceridian Corporation (NYSE: CEN).
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M. Levenson is a trustee of the Wshington Institute, the Jewish Comunity
Federation, and the Jew sh Community Foundati on of Metrowest New Jersey.

MR. EDWARD NEUGEBOREN, Director from January 2005 to June 2007 and Menber
of Audit Committee from January 2005 to June 2007, has been a Managi ng Partner
of Ledgenobnt Capital Goup LLC, an investnent banking firmbased in New York
from January 2005 to May 2007, M. Neugeboren was a consultant with Indigo
Ventures LLC, an investment banking firmbased in New York. From May 2001 to
January 2004, M. Neugeboren was a nanaging partner of Third Ridge Capital
Managenent, LLC, a U S. equity hedge fund. He was from October 2000 to April
2001 the Chief Administrative Oficer of Soceron, a then energing Silicon Alley
based nedia software conpany, and from 1988 to 2000 the Chief Administrative
Oficer and director of Equity Research Operations at Lehnman 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 Sel z, Inc.
M. Neugeboren is a Director of KineMed, Inc. a platform based drug devel opnent
and advanced nedi cal di agnostics conpany based in San Franci sco, California.

MARK |. G TTELMAN, 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 forming Gttelnman & Co., P.C. in 1984, he worked
as a certified public accountant with the international accounting firm of KPMG
Peat Marwick, LLP. M. Gttelnan holds a B.S. in accounting from New York
University and a Masters of Science in Taxation from Fairleigh Dickinson
University. He is a Certified Public Accountant |icensed in New Jersey and New
York, and is a nenber of the Anerican |Institute of Certified Public Accountants
("AICPA"), and the New Jersey State and New York State Societies of CPAs. C her
than Elite Labs, no conpany with which M. Gttelnan was affiliated in the past
was a parent, subsidiary or other affiliate of the Conpany.

CHRI' S DI CK was appoi nted Executive Vice President of Corporate Devel opnent
in March, 2006. Since Novermber 2002, the Conpany has engaged M. Dick to direct
its licensing and business devel opnent activities. From 1999 to 2002, M. Dick
served as Director of Business Development for Elan Drug Delivery, Inc.
responsible for licensing and business devel opnent of Elan's portfolio of drug
delivery technol ogi es. From 1997 to 1999, he was Manager of Business Devel opnent
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 from
the Stern School of Business, New York University, and a B.S. and MS. in
Chemi cal Engi neering from Cornell University.

DR CHARAN BEHL was appointed Head of Technical Affairs in February 2007
and was previously Executive Vice President and Chief Scientific Oficer of the
Conmpany from March 2006 to February 2007. 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 Pharmaceutical
Corporation, Inc. FromApril 1981 to Novenber 1994, Dr. Behl was enpl oyed by
Hof f man La Roche, where he held a nunber of positions, including research |eader
of its Pharmaceutical R&D Departnent. During his tenure at Roche and Nastech,
Dr. Behl created intellectual property in the area of drug delivery. Hi s patent
portfolio includes over 40 patents issued, pending and in preparation. Dr. Behl
holds a B.S. in Pharnmaceutical Sciences fromBITS, Pilani, India, an MS. in
Phar maceuti cs from Duquesne University,
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under the nmentorship of Dr. Alvin M  Galinsky, and a Ph.D. in Pharnmaceutical
Sci ences fromthe University of Mchigan, under the mentorship of Dr. Wlliaml.
Higuchi. Dr. Behl was an Assistant Research Scientist from 1978 to 1981 at the
University of Mchigan. 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 nmde nunerous
presentations at national and international conferences and workshops. In

conjunction with associates from acadenm a and industry and representatives of
the FDA, Dr. Behl has co-organized several workshops and synposia. He was the
founding chair of Nasal Drug Delivery Focus Goup fornmed in 1995 under the
auspi ces of the American Association of Pharmaceutical Scientists ("AAPS"), and
served as its Chairman from 1995 to 2001. Dr. Behl is a fellow of the AAPS.

There is no famly relationship anobng our directors and executive
of ficers.

Each director holds office (subject to our By-Laws) until the next annual
nmeeting of stockholders and until such director's successor has been el ected and
qualified. Except for M. Berk, M. Dick and Dr. Behl, each of which is enployed
pursuant to an enploynent agreenent, all of our executive officers are serving
until the next annual neeting of directors and until their successors have been
duly elected and qualified. There are no fanily rel ationshi ps between any of our
directors and executive officers.

BOARD MEETI NGS

During the fiscal year ended March 31, 2007, our Board of Directors held 7
meetings. No director who served during the fiscal year ended March 31, 2007
attended fewer than 75% of the meetings of the Board of Directors during that
year other than Veerappan Subramani an who joined the Board in Decenber 2006.

We do not have a formal policy regarding attendance by nmenbers of the
Board of Directors at our annual neeting of stockholders, although it does



encourage attendance by the directors. Historically, nore than a mgjority of the
directors have attended the annual neeting.

COMW TTEES OF THE BOARD

The Board of Directors has an Audit Committee, a Nominating Committee and
a Conpensation Conmittee. For the fiscal year ended March 31, 2007, the nenbers
of the Nominating Conmittee were Bernard Berk, Barry Dash and Melvin Van Wert
and of the Audit Comrittee are Edward Neugeboren, Barry Dash and Melvin Van
Woert. Robert J. Levenson replaced Edward Neugeboren as a nenber of the audit
conmittee on June 26, 2007. On June 26, 2007, we constituted a Conpensation
Committee, the nenbers of which are Robert J. Levenson, Barry Dash and Melvin
Van Wert .

AUDI T COW TTEE

The Audit Committee held one neeting during the fiscal year ended March
31, 2007. A copy of its witten charter (adopted by the Board of Directors) was
included as an appendix to our proxy statement sent to stockholders in
connection with the annual neeting of stockholders held October 11, 2001.

We deem the nmenbers of our Audit Committee to be independent. M.
Neugeboren, a menber of our audit committee during the fiscal year ended March
31, 2007 qualified as an audit committee financial expert. M. Levenson, who
replaced M. Neugeboren on the audit committee on June 26, 2007 also qualifies
as an audit committee financial expert.

The audit committee's primry responsibilities are to nmonitor the
integrity of our financial statenents and reporting process and systens of
internal controls regarding finance and accounting and to nonitor our conpliance

with legal and regulatory requirements, including disclosures and procedures.
The committee also has the responsibility to evaluate our independent auditor's
qualifications, independence and performance as well as to evaluate the

performance of the internal audit function.
NOM NATI NG COMM TTEE
The Nominating Committee held one neeting during the fiscal year ended

March 31, 2007. This conmittee does not have a charter. This committee assists
the Board of Directors in identifying and
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recommendi ng qualified Board candidates. The committee identifies Board
candi dates through numerous sources, including recomendations fromDirectors,

executive officers and our stockholders. The committee seeks to have avail able
toit qualified candidates froma broad pool of individuals wth a range of
talents, experience, backgrounds and perspectives. The committee seeks to
identify those individuals nost qualified to serve as Board nenbers and
considers many factors wth regard to each candidate, including judgnent,
integrity, diversity, prior experience, the interplay of the candidate's
experience wth the experience of other Board nenbers, the extent to which the
candidate would be desirable as a nenmber of any committees of the Board of
Directors, and the candidate's willingness to devote substantial tinme and effort
to Board responsibilities. The Nomi nating Conmittee nekes recomendations to the
Board of Directors with respect to Director nom nees.

COVPENSATI ON COWM TTEE

On June 26, 2007, we constituted a Conpensation Conmittee. The role of the
Conpensation Committee will be to determine executive conpensation and nake
recommendat i ons with respect to incentive conpensati on and executive
conpensati on.

Prior to the establishnent of the Conpensation Conmittee, the full Board
of Directors, which includes two Directors enployed by us, participated in
del i berations concerning executive conpensation and established the conpensation
and benefit plans and prograns of Elite. For nmore information on the
conpensation of directors and officers of the Conpany, see the "Conpensation
Di scussi on and Anal ysis" and "Conpensation" sections bel ow.

COVPENSATI ON COVM TTEE | NTERLOCKS AND | NSI DER PARTI Cl PATI ON

As noted above, wuntil June 26, 2007, the Board of Directors as a whole
perfornmed the functions nornmally associated with the conpensation conmmttee.
However, while Bernard Berk, our President and Chief Executive Oficer and
Veer appan Subranmani an, our Chief Scientific Oficer, served as nenbers of the
Board of Directors, at no tinme did M. Berk or Dr. Subramanian participate in



deliberations of the Board of Directors concerning either of their own
conpensat i on.

The newy constituted Conpensation Committee is currently conposed of
menbers who are neither currently nor ever have been an enpl oyee or officer of
the Conpany and no executive officer of the Conpany served in the last fiscal
year as a director or nmenber of the conpensation committee of another entity one
of whose executive officers served as a nmenber of our Board of Directors.

CCDE CF CONDUCT

At the first meeting of the Board of Directors following the Annual
Meeting of Stockholders held on June 22, 2004, the Board of Directors adopted a
Code of Business Conduct and Ethics for its officers and enployees which it
believes conplies wth the requirements for a conpany code of ethics for

financi al officers that were pronul gat ed by the SEC pursuant to the
Sar banes- Oxl ey Act of 2002 (the "SARBANES- OXLEY ACT") as well as for the nmenbers
of our Board of Directors. The directors wll be surveyed annually regarding

their conpliance with the policies as set forth in the Code of Conduct for
Directors. A copy of the Code of Business Conduct and Ethics is available on our
website ww. elitepharma.com To receive a copy of our Code of Business Conduct
and Ethics, at no cost, requests should be directed to the Secretary, Elite
Pharmaceuticals, Inc., 165 Ludl ow Avenue, Northvale, New Jersey 07647. W intend
to disclose any anendnent to, or waiver of, a provision of the Business
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Conduct and Ethics for Directors in a report filed under the Securities Exchange
Act of 1934, as anended, within five business days of the anendment or waiver.

STOCKHOLDER COVMUNI CATI ONS

Stockhol ders and other interested parties may contact the Board of
Directors or the non-nmanagenent directors as a group at the follow ng address:
Board of Directors or Qutside Directors Elite Pharmaceuticals, Inc., 165 Ludl ow
Avenue, Northvale, NJ 07647. Al communications received at the above address
will be relayed to the Board of Directors or the non-managenment directors,
respectively. Communications regardi ng accounting, internal accounting controls
or auditing matters may also be reported to the Board of Directors wusing the
above address

Typically, we do not forward to our directors communications 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 nail and mass mailings

o New product suggestions

o Resumes and other forns of job inquiries
o Opi ni on surveys and polls

o Busi ness 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 Common Stock and other equity securities of Elite.
Reporting Persons are required by SEC regulation to furnish Elite with copies of
all Section 16(a) fornms 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, 2007 all Reporting Persons conplied wth all
applicable filing requirements other than Dr. Dash and Dr. Subramani an who did
not tinmely file a Form4 and Form 3, respectively.
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I TEM 11. EXECUTI VE COVPENSATI ON.

COVPENSATI ON DI SCUSSI ON AND ANALYSI S



Qur approach to executive conpensation, one of the nost inportant and al so
nost conpl ex aspects of corporate governance, is influenced by our belief in
rewardi ng people for consistently strong execution and performance. W believe
that the ability to attract and retain qualified executive officers and other
key enpl oyees is essential to our long term success.

Qur plan to obtain and retain highly skilled enployees is to provide
significant incentive conpensati on opportunities and market conpetitive
salaries. The plan was intended to link individual enployee objectives wth
overal |l conpany strategies and results, and to reward executive officers and
significant enployees for their individual contributions to those strategies and
results. W use conpensation and performance data from conparable conpanies in
the pharnaceutical industry to establish market conpetitive conpensation and
performance standards for our enployees. Furthernore, we believe that equity
awards serve to align the interests of our executives wth those of our
stockhol ders. As such, equity is a key conponent of our conpensation program

NAVED EXECUTI VE OFFI CERS

The naned executive officers for fiscal year ended March 31, 2007 are
Bernard Berk, President and Chief Executive Oficer; Mrk I. Gttelman, Chief
Fi nanci al O ficer; Chris Dick, Executive Vice President of Corporate
Devel opnent; Charan Behl, Chief Scientific Oficer until February 9, 2007, Head
of Technical Affairs since February 9, 2007; and Veerappan Subramani an, Chief
Scientific O ficer since February 9, 2007. These individuals are referred to
collectively in this Annual Report on Form 10-K as the "NAMED EXECUTIVE
OFFI CERS. "

OUR EXECUTI VE COVPENSATI ON PROGRAM
OVERVI EW

The primary elements of our executive conpensation program are base
salary, incentive cash and stock bonus opportunities and equity incentives
typically in the formof stock option grants. Although we provide other types of
conpensation, these three elenments are the principal neans by which we provide
the Naned Executive Oficers with conpensation opportunities.

The enphasis on the annual bonus opportunity and equity conpensation
conmponents of the executive conpensation programreflect our belief that a large
portion of an executive's conpensation should be performance-based. This
conpensation is performance-based because paynent is tied to the achieverment of
corporate performance goals. To the extent that performance goals are not
achi eved, executives will receive a | esser anobunt of total conpensation. W have
entered into enployment agreements with three of our Naned Executive Oficers.
Such enploynent agreenents set forth base salaries, bonuses and stock option
grants. Such stock option grants are predicated on our achievenent of corporate
performance goals as set forth in such agreenents.
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ELEMENTS OF OQUR EXECUTI VE COVPENSATI ON PROGRAM

BASE SALARY

We pay a base salary to certain of the Named Executive O ficers. |In
general, base salaries for the Naned Executive Oficers are determned by
evaluating the responsibilities of the executive's position, the executive's
experience and the conpetitive narketplace. Base salary adjustnments are

considered and take into account changes in the executive's responsibilities,
the executive's performance and changes in the conpetitive narketplace. W
believe that the base salaries of the Named Executive Officers are appropriate
within the context of the conpensation elenents provided to the executives and
because they are at a | evel which remains conpetitive in the marketpl ace.

BONUSES

The Board of Directors nmay authorize us to give discretionary bonuses,
payabl e in cash or shares of common stock, to the Named Executive Officers and
ot her key enployees. Such bonuses are designed to notivate the Naned Executive
Oficers and other enployees to achieve specified corporate, business wunit
and/or individual, strategic, operational and other performance objectives.
During the fiscal year ended March 31, 2007, the Conpany awarded bonuses of
$25, 000 each to Charan Behl and Chris Dick in accordance with the terns of their
enpl oyment agr eenents.

STOCK CPTI ONS



Stock options constitute performance-based conpensation because they have
value to the recipient only if the price of our common stock increases. Stock
options for each of the Nanmed Executive Oficers generally vest over tineg,
obt ai nment of a corporate goal or a conbination.

The grant of stock options at Elite is the centerpiece of our conpensation
program and is designed to notivate our Naned Executive Officers to achieve our
short termand |ong term corporate goals.

As the pharmaceutical industry is characterized by a long product
devel opment cycle, including a | engthy research and product-testing period and a
rigorous approval phase involving human testing and governmental regulatory
approval, many of the traditional benchmarking netrics for vesting, such as
product sales, revenues and profits are inappropriate for an early-stage
pharnmaeceutical conpany such as Elite. W consider when determning vesting
benchnmarks the following which are aligned with our short termand long term
corporate goal s:

o] clinical trial progress;
o achi evenent of regulatory milestones; and
o] establ i shnent of key strategic relationships.

RETI REMENT AND DEFERRED COMPENSATI ON BENEFI TS

We do not presently provide the Named Executive Officers with a defined
benefit pension plan or any supplenental executive retirement plans, nor do we
provide the Naned Executive Oficers wth retiree health benefits. W have
adopted a deferred conpensation plan under Code Section 401(k) of the
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Internal Revenue Service Code. The Stock Option Plan provides for enployees to
defer conpensation on a pretax basis subject to certain limts, however, Elite
does not provide a matching contribution to its participants.

The retirement and deferred conpensation benefits provided to the Nanmed
Executive Oficers are not material factors considered in making other
conpensation determnations with respect to Named Executive Officers.

PERQUI SI TES

As described in nore detail below, the perquisites provided to certain of
the Naned Executive Oficers consists of car and parking allowances and life
insurance premuns. These perquisites represent a snall fraction of the total
conpensation of each such Naned Executive O ficer. The value of the perquisites
we provide are taxable to the Named Executive O ficers and the increnental cost
to us of providing these perquisites is reflected in the Summary Conpensation
Table. The Board of Directors believes that the perquisites provided are
reasonabl e and appropriate. For nore information on perquisites provided to the
Named Executive Oficers, please see the AIl O her Conpensation colum of the
Summary Conpensation Table and "Agreenents with Named Executive O ficers" bel ow

POST- TERM NATI ON/' CHANGE OF CONTRCOL COVPENSATI ON

In addition to retirenent and deferred conpensation benefits described
above, we have arrangenents wth certain of the Named Executive Officers that
may provide them wi th conpensation following termination of enploynment. These
arrangenments are discussed below under "Agreenents with Named Executive
Oficers".

TAX | MPLI CATI ONS OF EXECUTI VE COVPENSATI ON

Qur aggregate deductions for each Nanmed Executive O ficer conpensation are
potentially limted by Section 162(m of the Internal Revenue Code to the extent
the aggregate ampunt paid to an executive officer exceeds $1 million, wunless it
is paid under a predetermned objective performance plan neeting certain
requirements, or satisfies one of various other exceptions specified in the
Internal Revenue Code. At our 2006 Named Executive Officer conpensation |levels,
we did not believe that Section 162(m of the Internal Revenue Code woul d be
applicable, and accordingly, we did not consider its inpact in deternning
conpensation |evels for our Naned Executive Oficers in 2006.

AGREEMENTS W TH NAMED EXECUTI VE OFFI CERS

MESSRS BERK, DI CK AND DR BEHL



On Novenber 13, 2006, we entered into (i) the Second Amended and Rest ated
Enpl oyment Agreenment with M. Berk, our President, Chief Executive Oficer and
Chairman of the Board of Directors (the "BERK AGREEMENT"); (ii) an enpl oynent
agreenent with Dr. Behl as Executive Vice President and Chief Scientific Oficer
(the "BEHL AGREEMENT"); and (iii) an enploynent agreenent wth M. Dick as
Executive Vice President of Corporate Developnent (the "DICK AGREEMENT"). The
enpl oyment agreement with Dr. Behl was subsequently anended and restated on
February 9, 2007, wunder which Dr. Behl's position was changed from Chief
Scientific Officer to Head of Technical Affairs and he is to report to our Chief
Executive Officer, Chief Scientific Oficer and any additional executive officer
desi gnated by the Board of Directors.
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The Berk Agreement provides for a base annual salary of $330,140 (his
current salary) which nmay at the discretion of the Board of Directors be
increased in light of factors including our existing financial condition and M.
Berk's success in inplementing our business plan and achieving our strategic
alternatives. M. Berk is to continue to receive an autonpobile allowance of $800
per nonth. The Behl and Dick Agreenents provide for an initial base annual
sal ary of $250,000 and $200,000, respectively, a guaranteed bonus of $25, 000
payabl e on January 1, 2007 and within 30 cal endar days of the end of each fiscal
year during the termand a $700 per nonth autonobile all owance.

Each of the three agreenents provides for payment of a discretionary bonus
following the end of each fiscal year of up to 50%of the executive's then
annual base salary. The anmount, if any, of the discretionary bonus will be
determined by the Conpensation Committee as to M. Berk and by the Board of
Directors or a Conpensation Comrmittee as to Dr. Behl and M. Dick. M. Berk's
bonus is to be based on any commercialization of products, merger or
acqui sition, business conbination or collaborations, growh in revenues and
earnings, additional financings or other strategic business transaction that
inure to the benefit of our stockholders. The bonus, if any, may be paid in cash
or shares of commopn stock, valued at the closing price of the common stock on
the i medi ately preceding trading day. The discretionary bonus which nay be paid
to Dr. Behl or M. Dick is to be based on the achievement of goals discussed
with the executive in good faith and within a reasonable tinme following the
comencenent of each fiscal year and may be paid in cash or shares of our conmon
stock valued at the average of the closing price per share during the five
trading days i medi ately preceding the date of issuance of the shares.

Each of Dr. Behl's and M. Dick's agreement provides for the grant under
the Conpany's Stock Option Plan to the executive at an exercise price of $2.25
of options to purchase 250,000 shares. The Berk, Behl and Dick Agreenents each
provide for the grant to the executive of options at the foregoing exercise
price to purchase up to 300,000 additional shares (the "OPI O D PRODUCT OPTI ONS")
which are to vest in two 150,000 share tranches upon the closing of an exclusive
product license for the United States national narket, the entire European Union
Mar ket or the Japan market or a product sale transaction of all our ownership
rights in the United States (only once for each product) for our first drug
devel oped by us for which the FDA approval will be sought under a NDA (including
a 505(b) (2) application) for oxycodone, hydrocone, hydronorphone, oxynorphone,
or norphine ("NON-GENERIC OPI O D PRODUCT") as to the first tranche and as to our
second Non-Generic Qpioid Drug for the second tranche.

The Berk Agreement provides for the amendnent of the vesting of options as
to 400,000 shares which had been granted on Septenber 2, 2005 to M. Berk at an
exercise price of $2.69 per share ("BERK' S PREVIOUS M LESTONE OPTIONS') and the
Behl and Dick Agreenents provides for the grant of options at the exercise price
of $2.25 per share for each of Behl and Dick as to 200,000 shares (collectively
along with M. Berk's Previous MI|estone Options, the "MLESTONE OPTIONS") with
the Ml estone Options of each of the three executives to vest (A) as to not nore
than 125,000 shares and 75,000 shares, respectively, upon the comencenent of
the first Phase Il clinical trial relating to the first and then the second
Non- Generic Opioid Drug devel oped by us; (B) 50,000 shares upon the closing of
each product |icense or product sale transaction (on a product by product basis
and only once for each product) other than Non-Generic Opioid Drugs for which
options were granted above; (C) 10,000 shares upon the filing by us (in our
nane) with the FDA of either an ANDA or an NDA (including an application filed
with the FDA under Section 505(b)(2) of the Federal, Food, Drug, and Cosnetic
Act, 21 U.S.C. Section 301 et seq.) (collectively, a "NDA"), for a product not
covered by a previous FDA application; (D) 40,000 shares upon the approval by
the FDA of any ANDA or NDA (filed in our nanme) for a product not previously
approved by the FDA; (E) 25,000 shares upon the filing of an application for a
U.S. patent by us (in our nanme); and (F) 25,000 shares upon the granting by the
U. S. Patent and Trademark Office (the "PTO') of a patent to us filed in our name
or an approval of an ANDA or NDA
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provi ded, however the foregoing options termnate upon the executive's
term nation of enploynment except that options wunder (D) and (F) nevertheless
vest if the filing was made during the initial termbut prior to termnation of
the executive's enployment by us w thout cause and the approval was made within
540 days of the filing of the ANDA, NDA or patent application.

We al so agreed that in the event that, as to M. Berk, all of the options
to purchase the full 400,000 M. Berk's Previous Mlestone Options have fully
vested during the initial termof the agreement and as to each of Dr. Behl and
M. Dick all 200,000 MI|estone Options have fully vested during the initial term
of his agreenent, we will grant under the Stock Option Plan to the executive at
the end of the first <current fiscal year in which the following event occurs
fully vested additional options to purchase the following shares at the fair
mar ket val ue on the date of grant (the "ADD TIONAL M LESTONE OPTIONS'): (a) to
the extent not previously vested with respect to his conparable M estone
Options: (i) up to 125,000 shares upon the commencenent of the first Phase |11l
clinical trial relating to the first Non-Generic Opioid Drug devel oped by us and
(ii) up to an additional 125,000 shares as to such trial relating to the second
Non- Generic Opioid Drug devel oped by us, (b) 50,000 shares upon the closing of
each product license for the United States national narket or product sale
transaction of all ownership rights (on a product by product basis and only once
for each product); (c) 10,000 shares upon the filing by us (in our name) wth
the FDA of either an ANDA or NDA for a product not covered by a previous FDA
application for each drug product of us, other than the Non-Generic Opioid Drugs
for which any Opioid Option was granted under the Agreenent; (d) 40,000 shares
upon the approval by the FDA of any ANDA, NDA or 505(b)(2) application filed in
our nane for a product not previously approved by the FDA; (e) 25,000 shares in
the event of the filing of an application of an additional U S. patent by us
(filed in our nane); and (f) 25,000 shares in the event of the granting by the
PTO of the foregoing additional patent applications to us (filed in our nane).

The Berk Agreenment acknow edges that M. Berk holds previously granted
incentive stock options to purchase 725,000 shares, of which 300,000 vested
options are exercisable at $2.01 per share, 225,000 vested options are
exercisable at $2.15 per share and 100,000 vested options are exercisable at
$2.69 per share, and the renmmining 100,000 options, which vest on Septenber 2,
2007, are exercisable at $2.69 per share.

Each enploynent agreenent allows us at our discretion to grant to the
executive additional options wunder the Stock Option Plan and provides each
executive the right to register at our expense for reoffering shares issued upon
exercise of the options under the Securities Act of 1933, as anmended, in certain
registration statements filed by us with respect to offerings of securities by
LS.

Berk's Agreenent provides that if we terminate his enployment due to his
permanent disability, wthout cause or he termnates his enploynent for good
reason, M. Berk shall be entitled to the followi ng severance: (i) any earned
but unpai d base sal ary plus any unpaid rei nbursabl e expenses as of the effective
date of termination of his enploynent, (ii) the then-current base salary and
rei nbursement of the cost to replace the life and disability insurance coverages
afforded to M. Berk wunder our benefit plans wth substantially simlar
coverages, following the effective date of termination of his enploynent, for a
period equal to the greater of (x) the renminder of the then-current term or
(y) two years following the effective date of termnation and (iii) payment by
us of premiuns for health insurance for the period during which M. Berk is
entitled to conti nued heal th i nsurance coverage as specified in the
Conpr ehensi ve Omi bus Budget Reconciliation Act. In the event that we termnate
M. Berk's enploynment because of his permanent disability, M. Berk is to be
entitled to the severance specified above, |ess any anounts actually received by
hi munder any disability insurance coverage provided for and paid by us. In the
event that we terminate M. Berk's enploynent for cause or M. Berk terninates
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his enployment with us without 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 termination of his enploynent.

Berk's Agreenment provides that in the event of a change of control in lieu
of any severance that may otherwise be payable to himif M. Berk elects to
termnate his enploynment for any reason within 90 days thereof, or we elect to
termnate his enploynent within 180 days thereof, other than for cause, he is to



be entitled to the following: (i) any earned but unpaid base salary plus any
unpaid reinbursable expenses as of the effective date of termination of his
enpl oyment, (ii) $1,000,000, (iii) the then-current base salary for a period of
12 months following the effective date of term nation, (iv) reinbursement of the
cost, for a period of 12 nonths following the effective date of term nation, of
replacing the life and disability insurance coverage afforded to M. Berk under
our benefit plans with substantially simlar coverage and (v) paynent by us of
premuns for health insurance for the period during which M. Berk is entitled
to continued health insurance coverage as specified in the Conprehensi ve Omi bus
Budget Reconciliation Act.

Each of Behl's and Dick's Agreenents provide that in the event we
termnate his enployment for "CAUSE' as defined in the agreement or the
executive terminates enployment without good reason, he is to receive salary
through date of termnation, reinbursenent for expenses incurred prior to
termnation, all unvested options will ternmnate as of the date of term nation
and vested options wll be governed by the ternms of the Stock Option Plan and
the related option agreenent. |In the event of a termnation due to death,
disability or by us w thout cause or by Dr. Behl or M. Dick for good reason, we
are to pay himor his estate subject to his conpliance with certain covenants,
i ncl udi ng non-conpetition, non-solicitation, confidentiality and assignment of
intellectual property, his base salary for the |longer of the balance of the
initial termor one year fromdate of termnation, continue health insurance
coverage for 12 nonths from ternmination and his vested options are to be
exercisable for 90 days fromdate of termnation. Dr. Behl's amended agreenent
provides that the definition of "cause" has been anended to include a
determination by the Board of Directors, inits sole discretion, that the
enpl oyment of Dr. Behl should terminate, provided that such termination will be
effective on the 30th day after the witten notice to Dr. Behl of such
det ermi nati on.

In the event the enploynent of Dr. Behl or M. Dick is ternminated by us
following a "CHANGE OF CONTROL" of Elite, each will be entitled to the anmounts
payable as a result of termination by us without cause plus a |unp sum paynent

of $500,000 and all unvested options shall immediately vest and along with
unexerci sed vested options be exercisable within 90 days fromthe date of
termnation. "Change of control" is defined in each of their agreenents as the

acquisition of Elite pursuant to a nerger or consolidation which results in the
reduction to less than 50% of the shares outstanding upon consummation of the
holders of its outstanding shares imediately prior thereto or sale of
substantially all our assets or capital stock to another person, or the
acquisition by a person or a related group in a single transaction or a series
of related transaction of nore than 50% of the conbined voting power of Elite's
out standi ng voting securities.

Berk's Agreenent contains his non-solicitation covenant for a period of
one year from termnation. Each of Dr. Behl and M. Dick has agreed to a
one-year followi ng term nation non-conpetition covenant and a two year follow ng
term nation non-solicitation covenant.

The executives are to be reinbursed for expenses (including business,
travel and entertainment) reasonably incurred in the performance of their
duties, wth Dr. Behl's and M. Dick's agreenents providing that reinbursenent
of expenses in excess of $2,000 per nonth are subject to the approval of our
Chief Executive Oficer. Each of the executives is entitled to participate in
such enpl oyee benefit and welfare plans and prograns, which nay be offered to
our senior executives including life insurance, health and accident, nedical
pl ans and prograns and profit sharing and retirenent plans.
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Each enpl oynent agreenent is for an initial term ending Novenmber 13, 2009,
subject to automatic one-year renewal s unless term nated by the executive or us
upon at |l east 60 days notice prior to the end of the then scheduled expiration
date. We have the right to termnate M. Berk's enploynent in the event of his
inability to perform work due to physical or nental illness or injury for nine
full calendar nonths during any eight consecutive calendar nonths. We have the
right to terminate Dr. Behl's or M. Dick's enploynent due to disability as
defined in a long-term disability insurance policy reasonably satisfactory to
himor, in the absence of such policy, due to Dr. Behl's or M. Dick's, as the
case nmay be, inability for 120 days in any 12 nonth period to substantially
performhis duties as a result of a physical or nmental illness.

MR 4 TTELMAN
On February 26, 1998, we entered into an agreenent wth Gttelmn & Co.,

P.C., whereby fees are paid to Gttelman & Co., P.C, a firm wholly-owned by
Mark |. Gttelman, our Chief Financial Officer, Secretary and Treasurer, in



consideration for services rendered by the firmas internal accountant and
financi al 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, 2007, 2006 and 2005, the
fees paid by us under the agreement were $151, 214, $154,704, and $111,312. The
services rendered by the firmto us averaged 98, 103 and 84 hours per nonth,
respectively, of which an average of 25 hours per nonth were services rendered
by himin his capacity as an officer of Elite.

DR SUBRAVANI AN

Dr. Subramanian entered into an Advisory Services Agreenment with us on
Decenber 6, 2006, the terns of which are summarized wunder Item13. - Certain
Rel ati onshi ps and Rel ated Transactions, and Director |ndependence."
HEDG NG PQLI CY

We do not permit the Named Executive Oficers, to "hedge" ownership by

engaging in short sales or trading in any options contracts involving our
securities.
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COVPENSATI ON OF EXECUTI VE OFFI CERS
SUMVARY COWPENSATI ON TABLE
The tabl e bel ow summari zes the conpensation information in respect of the

Named Executive Oficers for the fiscal years ended March 31, 2007, 2006 and
2005.

<TABLE>
<CAPTI ON>
NON- EQUI TY
NAME STOCK OPTI ON | NCENTI VE
AND YEAR SALARY BONUS AWARDS AWARDS PLAN
PRI NCI PAL (1) (2) (3) (4) COMPENSATI ON
POSI TI ON ($) (%) ($) ($) (%)
<S> <C <C <C <C <C <C
Ber nard Ber k 2006- 07 393, 203 -- -- 574, 422 --
Presi dent and
Chi ef Executive 2005- 06 344, 295 150, 000 -- 379, 439 --
G ficer
2004- 05 200, 000 50, 000 -- 488, 782 --
Mark. G ttel man 2006- 07 -- -- -- 83, 293 --
hi ef
Fi nancial O ficer 2005- 06 -- -- -- 23, 100 --
2004- 05 -- -- -- 19, 109 --
Chris Dick 2006- 07 168, 750 25,000 -- 482, 037
Executive
Vi ce President 2005- 06 150, 000 25, 000 -- -- --
of Corporate
Devel opnment 2004- 05 140, 250 25, 000 -- 76, 687 --
Char an Behl (5) 2006- 07 344,135 25,000 -- 482, 037
Head of
Technical Affairs 2005- 06 450, 000 -- -- -- --
2004- 05 392, 455(6) -- -- -- --
Veer appan 2006- 07 -- -- -- 1,114, 445 --
Subr amani an
Chief Scientific 2005- 06 -- -- -- -- --
O ficer
2004- 05 -- -- -- -- --
</ TABLE>
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awards to the Named

2007.

The information is provided for each fiscal
and ends on March 31.

year which begins on April 1

Bonuses paid to M.
to M. Dick and Dr.

Berk represent discretionary bonuses and bonuses paid
Behl represents guaranteed bonuses.

No stock awards were granted to the Named Executive Oficers in the fiscal
years ended March 31, 2007, 2006 and 2005.

The ampunts reflect the conpensation expense in accordance with FAS 123(R)
of these option awards. The assunptions used to determne the fair value
of the option awards for fiscal years ended March 31, 2007, 2006 and 2005
are set forth in note 9 of our financial statenents for the year ended
March 31, 2007. Qur Naned Executive Oficers will not realize the value of
these awards in cash unless and until these awards are exercised and the
under | yi ng shares subsequently sold.

Dr. Behl was Executive Vice President and Chief Scientific Oficer from

March 9, 2006 to February 9, 2007 and has been Head of Technical Affairs
since February 9, 2007.

I ncl udes $229, 325 of fees paid by the issuance to Dr. Behl of units, each

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

Represents $16, 345 for auto and parking allowance and $4,915 for life
i nsurance preni uns.

Represents $3,150 for auto and parking all owance.
GRANTS OF PLAN- BASED AWARDS

The following table sets forth information
Executive Oficers

regardi ng grants of plan based
during the fiscal year ended March 31,

<TABLE>
<CAPTI ON\>

NAMVE

<S>

Bernard Berk

ESTI MATED PCSSI BLE PAYOUTS
UNDER NON- EQUI TY | NCENTI VE
PLAN AWARDS

(%)

<C
11.13.06 -- -- --

Presi dent and
Chi ef Executive
Oficer

Mar k.

Chi ef

Gttel nan 05. 3. 06 -- -- --

Fi nanci al
O ficer

Chris

Di ck 11.13.06 -- -- .-

Executive

Mice

President of
Cor por at e
Devel oprent

Char an Behl

Head

Techni cal

Veer appan

11.13.06 -- -- --
of
Affairs

12.06. 06 -- -- --

Subr amani an

Chi ef

Scientific
Oficer

<CAPTI ON\>

ALL OTHER ALL OTHER GRANT

(#)

ESTI MATED FUTURE PA"

UNDER
EQUI TY | NCENTI VE PL
AVARDS
TARGET
(#)
<C

300, 000( 3) (4)

70, 000( 2)

750, 000( 3) (4) (5)

750, 000( 3) (4) (5)

1, 750, 000( 7)



STOCK OPTI ON DATE FAIR

AWARDS: AWARDS: EXERCI SE OR VALUE OF
NUMBER OF NUMBER OF BASE PRI CE STOCK AND
SHARES OF SECURI TI ES OF OPTI ON OPTI ON
STOCK OR UNDERLY!I NG AWARDS AWARDS

NAMVE UNITS (#) OPTI ONS (#) ($/sH (1)

<S> <C <C <C <C

Bernard Berk -- -- $ 3.00(8) $ 411,000

Presi dent and
Chi ef Executive
Oficer
Mark. G ttel man -- -- $ 2.26 $ 116, 200
Chi ef
Fi nanci al
O ficer
Chris Dick -- -- $ 2.25(9) $1, 027, 500
Executive
Mice
Presi dent of
Cor por at e
Devel opnent
Charan Behl -- -- $  2.25(9) $1, 027, 500
Head of
Technical Affairs
Veer appan -- -- $ 2.13(10) $2, 380, 000
Subr amani an
Chi ef
Scientific
Oficer
</ TABLE>
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1 The anmpunts reflect the conpensati on expense in accordance with FAS 123(R)
of these option awards. The assunptions used to determ ne the fair val ue
of the option awards for fiscal years ended March 31, 2007, 2006 and 2005
are set forth in note 9 of our financial statenents for the year ended
March 31, 2007. Qur Nanmed Executive Oficers will not realize the value of
these awards in cash unless and until these awards are exercised and the
under | yi ng shares subsequently sold.

2 Represents options that vest in annual increnments over a three year period
on May 3, 2007, May 3, 2008 and May 3, 2009, respectively.

3 The options were granted under our 2004 Stock Option Plan.

4 Represents (i) 150,000 options that vest upon the closing of an exclusive
product license for the first of the United States national market, the
entire European Union market or the Japan market or product sale
transaction of all of our ownership rights in the United States (only once
for each individual product) for our first Non-Generic Opioid Drug; and
(ii) 150,000 options that vest upon the closing of an exclusive product
license for the United States national market, the entire European Union
mar ket or the Japan market or product sale transaction of all of our
ownership rights in the United States (only once for each individual
product) for our second Non-Generic Opioid Drug.

5 Represents 250,000 options that vested on Novenber 13, 2006.

6 Represents 200, 000 options that vest as follows: (i) upon the conmencenent

of the first Phase IIl clinical trial relating to the first "Non-Generic
Opi oid Drug" devel oped by us as to 125,000 options and relating to the
second "Non-Generic Opioid Drug" devel oped by the conpany as to 75, 000
options; (ii) 50,000 shares of Conmpbn Stock shall vest and becone

i medi ately exercisable in full only upon the closing of an exclusive
product license for the United States national market or product sale
transaction of all of our ownership rights (on a product by product basis
and only once for each individual product) for each Conpany drug product,
other than the "Non-Generic Opioid Drugs" for which the "Non-Generic
Opioid Drug" options were granted; (iii) 10,000 options upon the filing by
us (in our nane) with the FDA of either an ANDA or a NDA (including a NDA
filed with the FDA, for a product not covered by a previous FDA
application; (iv) 40,000 options upon the approval by the FDA of any ANDA



or NDA (filed in our nanme) for a product not previously approved by the

FDA; (v) 25,000 options upon filing of an application for U S. patent by
us (filed in our name); and (vi) 25,000 options upon the granting by U S.
Patent and Trademark Office of a patent to us (filed in our nane).

7 Represents options that vest as follows: (i) 250,000 on Decenber 6, 2006,
(ii) 250,000 on May 6, 2007, (iii) 250,000 on Decenber 6, 2007, (iv)
250, 000 on our acceptance of the initial business plan of Novel, (v)
250,000 on the earliest to occur of the (x) dosing of a human patient in
the first clinical trial, (y) dosing of a human subject in the first
bi oequi val ence study, or (z) in the event that neither a clinical trial
nor a bi oequival ence study is required under applicable law as a condition
of marketing a Product Candidate (as defined below), the conpletion of
stability testing of an exhibit batch of such Product Candidate, in each
case, with respect to any drug product by us (excluding any drug products
of Novel), devel oped under the advisory services to be provided by Dr.
Subramani an to us under the Strategic Advisory Agreenent (the "Advisory
Services") that occurs on or after the sixtieth (60th) day after Decenber
6, 2006 (such drug product, a "Product Candidate"), (vi) 250,000 on
earliest to occur of (x) the conpletion of the first successful clinical
trial for such Product Candidate as determined by the clinical research
organi zation (the "CRO') perform ng such trial, (y) the conpletion of the
first successful bioequival ence study for such Product Candi date as
determ ned by the CRO perform ng such study that occurs on or after
sixtieth (60th) day after the date hereof, or (z) in the event that
neither a clinical trial nor a bioequival ence study is required under
applicable law as a condition of marketing such Product Candidate, the
submi ssion of an ANDA with the FDA, and (vii) 250,000 on earliest to occur
of the (x) dosing of a human patient in the first clinical trial, (y)
dosing of a human subject in the first bioequivalence study, (z) in the
event that neither a clinical trial nor a bioequivalence study is required
under applicable law as a condition of nmarketing a Product Candidate, the
conpletion of stability testing of an exhibit batch of such Product
Candidate, in each case, with respect to a second Product Candidate
devel oped under the Advisory Services that occurs on or after the sixtieth
(60th) day after the date hereof.

t he
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OUTSTANDI NG EQUI TY AWARDS AT FI SCAL YEAR- END

The following table sets forth information concerning stock options and
stock awards held by the Naned Executive Oficers as of March 31, 2007.

<TABLE>
<CAPTI ON>
OPTI ON AWARDS STOCK £
EC
MARKET | NC
NUMBER VALUE 3
OF OF Al
EQUI TY SHARES SHARES NU
| NCENTI VE OR OR
PLAN UNI TS UNI TS ur
AWARDS OoF OF St
NUMBER OF NUMBER OF NUMBER OF STOCK STOCK §
SECURI Tl ES SECURI TI ES SECURI Tl ES HELD HELD OR
UNDERLYI NG UNDERLYI NG UNDERLYI NG THAT THAT RI
UNEXERCI SED UNEXERCI SED UNEXERCI SED OPTI ON HAVE HAVE 1
OPTI ONS OPTI ONS UNEARNED EXERCI SE =~ OPTI ON NOT NOT HA\
(#) (#) OPTI ONS PRI CE EXPI RATI ON VESTED VESTED Vi
NAME EXERCI SABLE UNEXERCI SABLE (#) (%) DATE (#) (%)
<S> <C <C <C <C <C <S> <C <C
Bernard Berk 300, 000( 1) -- -- $2.01 06/ 03/ 13 -- --
Presi dent and 225, 000(2) -- -- $2. 15 07/ 22/ 13 -- --
Chi ef Executive 30, 000( 3) -- -- $2. 34 06/ 22/ 14 -- --
O ficer 10, 000( 4) -- -- $2.75 08/ 30/ 15 -- --
-- 10, 000( 4) -- $2. 75 08/ 30/ 15 -- --
-- 10, 000( 4) -- $2. 75 08/ 30/ 15 -- --
100, 000( 5) -- -- $2. 69 09/ 02/ 15 -- --
-- 100, 000( 5) -- $2. 69 09/ 02/ 15 -- --
-- -- 400, 000( 6) $2. 69 09/ 02/ 15 -- --

150, 000( 7)

$3.

00 11/ 13/ 16 --



-- -- 150, 000( 8) $3. 00 11/ 13/ 16
Mar k.
Gttel man
Chi ef
Fi nanci al
O ficer 10, 000(9) -- -- $2.34 03/08/ 14
6, 666( 10) -- -- $2. 80 07/ 14/ 15
-- 6, 667(10) -- $2. 80 07/ 14/ 15
-- 6, 667(10) -- $2. 80 07/ 14/ 15
23, 333(11) -- -- $2. 26 05/ 03/ 16
-- 23, 333(11) -- $2. 26 05/ 03/ 16
-- 23, 334(11) -- $2. 26 05/ 03/ 16
Chri stopher D ck
Executive
Vice
Presi dent of
Cor por at e
Devel opnent 10, 000( 12) -- -- $2. 34 10/ 31/ 12
10, 000( 12) -- -- $2. 34 10/ 31/ 12
10, 000( 12) -- -- $2. 34 10/ 31/ 12
10, 000( 13) -- -- $2.21 06/ 13/ 13
10, 000( 13) -- -- $2.21 06/ 13/ 13
10, 000( 13) -- -- $2.21 06/ 13/ 13
40, 000( 14) -- -- $2. 80 07/ 14/ 15
250, 000( 15) -- -- $2. 25 11/13/ 16
-- -- 150, 000( 7) $2. 25 11/ 13/ 16
-- -- 150, 000( 8) $2. 25 11/ 13/ 16
-- -- 200, 000( 6) $2. 25 11/ 13/ 16
Char an Behl
Head of
Technical Affairs 250, 000( 15) -- -- $2.25 11/13/16
-- -- 150, 000( 7) $2. 25 11/13/ 16
-- -- 150, 000( 8) $2. 25 11/13/ 16
-- -- 200, 000( 6) $2. 25 11/ 13/ 16
Veer appan
Subr amani an
Chi ef
Scientific
O ficer 250, 000( 16) -- -- $2.13 12/ 16/ 16
250, 000( 16) -- -- $2. 13 12/ 16/ 16
250, 000( 16) -- -- $2.13 12/ 16/ 16
-- -- 250, 000( 16) $2.13 12/ 16/ 16
-- -- 250, 000( 16) $2.13 12/ 16/ 16
-- -- 250, 000( 16) $2.13 12/ 16/ 16
-- -- 250, 000(16) $2.13 12/ 16/ 16
</ TABLE>
1 These options vested as of June 3, 2003.
2 These options vested as of Septenber 2, 2005
3 These options vested on June 22, 2004.
4 These options vest in annual increments over a three year period on August

30, 2006, August 30, 2007 and August 30, 2008, respectively.

5 These options vest in annual increments over a two year period on
Sept enber 2, 2006 and Septenber 2, 2007, respectively.

6 These options vest as follows: (i) upon the comencenent of the first

Phase Il clinical trial relating to the first "Non-Generic Opioid Drug"

devel oped by us as to 125,000 options and relating to the second

"Non-CGeneric Opioid Drug" devel oped by the conpany as to 75,000 options;
(ii) 50,000 shares of Commpn Stock shall vest and becone inmediately
exercisable in full only upon the closing of an exclusive product |icense
for the United States national narket or product sale transaction of all
of our ownership rights (on a product by product basis and only once for
each individual product) for each Conpany drug product, other than the
"Non-Generic Opioid Drugs" for which the "Non-Generic Opioid Drug" options
were granted; (iii) 10,000 options upon the filing by us (in our nane)
with the FDA of either an ANDA or a NDA (including a NDA filed with the
FDA, for a product not covered by a previous FDA application; (iv) 40,000
options upon the approval by the FDA of any ANDA or NDA (filed in our
nane) for a product not previously approved by the FDA; (v) 25,000 options
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fiscal

upon filing of an application for U 'S. patent by us (filed in our nane);
and (vi) 25,000 options upon the granting by U S. Patent and Tradenark
Ofice of a patent to us (filed in our nane).

These options vest upon the closing of an exclusive product license for
the first of the United States national narket, the entire European Union
mar ket or the Japan market or product sale transaction of all of our
ownership rights in the United States (only once for each individual
product) for our first Non-Ceneric Opioid Drug.

These options vest upon the closing of an exclusive product license for
the United States national market, the entire European Union market or the
Japan market or product sale transaction of all of our ownership rights in
the United States (only once for each individual product) for our second
Non- Generic Qpioid Drug.

These options vested on June 22, 2004.

These options vest in annual increments over a three year period on July
14, 2006, July 14, 2007 and July 14, 2008, respectively.

These options vest in annual increments over a three year period on My 3,
2007, May 3, 2008 and May 3, 2009, repsectively.

These options vested on Novenber 1, 2003, 2004 and 2005, respectively.
These options vested on June 13, 2004, 2005 and 2006, respectively.
These options vested on July 14, 2005.

These options vested on Novenber 13, 2006.

These options vest as follows: (i) 250,000 on Decenber 6, 2006, (ii)

250, 000 on May 6, 2007, (iii) 250,000 on December 6, 2007, (iv) 250,000 on
our acceptance of the initial business plan of Novel Laboratories, Inc.
("Novel "), (v) 250,000 on the earliest to occur of the (x) dosing of a
human patient in the first clinical trial, (y) dosing of a human subject
in the first bioequivalence study, or (z) in the event that neither a
clinical trial nor a bioequival ence study is required under applicable |aw
as a condition of marketing a Product Candidate (as defined below), the
conpletion of stability testing of an exhibit batch of such Product

Candi date, in each case, with respect to any drug product by us (excluding
any drug products of Novel), devel oped under the advisory services to be
provided by Dr. Subramanian to us under the Strategic Advisory Agreenent
(the "Advisory Services") that occurs on or after the sixtieth (60th) day
after Decenber 6, 2006 (such drug product, a "Product Candidate"), (vi)
250,000 on earliest to occur of (x) the conpletion of the first successful
clinical trial for such Product Candidate as determ ned by the clinical
research organi zation (the "CRO') performng such trial, (y) the
conpletion of the first successful bioequival ence study for such Product
Candi date as determined by the CRO performing such study that occurs on or
after the sixtieth (60th) day after the date hereof, or (z) in the event
that neither a clinical trial nor a bioequival ence study is required under
applicable law as a condition of marketing such Product Candidate, the
submi ssion of an ANDA with the FDA, and (vii) 250,000 on earliest to occur
of the (x) dosing of a hunman patient in the first clinical trial, (y)
dosing of a human subject in the first bioequival ence study, (z) in the
event
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that neither a clinical trial nor a bioequival ence study is required under
applicable law as a condition of marketing a Product Candi date, the
conpletion of stability testing of an exhibit batch of such Product
Candidate, in each case, with respect to a second Product Candi date

devel oped under the Advisory Services that occurs on or after the sixtieth
(60th) day after the date hereof.

OPTI ON EXERCI SES AND STOCK VESTED

No options have been exercised by our Naned Executive Oficers during
year ended March 31, 2007.

PENSI ON BENEFI TS
We do not provide pension benefits to the Named Executive Officers.

NONQUALI FI ED DEFERRED COVPENSATI ON



We do not have any defined contribution or other plan that provides for
the deferral of conpensation on a basis that is not tax-qualified.

POTENTI AL PAYMENTS UPON TERM NATI ON OR CHANGE OF CONTROL

Pl ease see the discussion under "Conpensation Discussion and Analysis -
Agreenents with Naned Executive Oficers.”

DI RECTOR COVPENSATI ON

The following table sets forth director conpensation for the year ended
March 31, 2007:

<TABLE>
<CAPTI ON>
CHANGE | N
PENSI ON
VALUE AND

FEES EARNED NON QUALI FI ED

OR PAI D STOCK OPTI ON NON EQUI TY DEFERRED

I N CASH AWARDS  AWARDS | NCENTI VE PLAN COMPENSATI ON ALL OTHER
NAVE ($)(1) ($) ($) COVPENSATI ON EARNI NGS COVPENSATI ON
<S> <C <C <C <C> <C <C
Bernard Berk $6, 000 --- ---
Edwar d Neugebor en $6, 000 .- -
Barry Dash $4, 000 --- ---
Mel vin Van Wert $4, 000 --- ---
Veer appan Subranani an ---
</ TABLE>

(1) Consists of a fee of $2000 for each neeting attended by a Director.

EQUI TY COVPENSATI ON

Menbers of the Board of Directors during the fiscal year ended March 31,
2006 received 30,000 options each in August 2005 and no nenbers of the Board of
Directors received any options or other equity conpensation during the fiscal
year ended March 31, 2007 for serving as a director.

OTHER COVPENSATI ON

We do not pay or reinburse non-enployee Directors for travel expenses
incurred in connection with attendi ng Board, conmittee and sharehol der neetings.
Each Director receives $2,000 per each neeting such Director attends. Except as
described in this section, non-enployee Directors do not receive any additional
conpensation for their services on the Board of Directors.
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I TEM 12. SECURI TY OANERSHI P OF CERTAI N BENEFI Cl AL OANERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The following table sets forth certain information regarding beneficial
owner ship of our Common Stock as of My 15, 2007 by (i) by each person who is
known by us to own beneficially nore than 5% of the Common Stock, (ii) by each
of our directors and nominees for director, (iii) by each of the Naned Executive
Oficers (as defined below) and (iv) by all our directors and executive officers
as a group. On such date, we had 20, 820, 048 shares of Commpn Stock outstandi ng
(exclusive of 100,000 treasury shares). (The 9,550 shares of Series B Preferred
St ock outstanding and 15,000 shares of Series C Preferred Stock are nonvoting
and none of the individuals |isted bel ow beneficially ows any shares of Series
B Preferred Stock or Series C Preferred Stock other than Barry Dash who owns 20
shares of Series C Preferred Stock. There are currently no shares of Series A
Preferred Stock outstanding).

As used in the table below and el sewhere in this proxy statenent, the
term beneficial ownership with respect to a security consists of sole or shared
voting power, including the power to vote or direct the vote, and/or sole or
shared investnment power, including the power to dispose or direct the
di sposition, with respect to the security through any contract, arrangenent,
under st andi ng, relationship, or otherwi se, including a right to acquire such



power (s) during the 60 days imediately followi ng the Record Date.

Except as

ot herwi se indicated, the stockholders listed in the table have sole voting and

investment powers with respect to the shares indicated.

<TABLE>

<CAPTI ON>

NAME AND ADDRESS COMMON STOCK
________________ ANCUNT"""""" %
<S> < <(>
Bernard Berk, Director, President and Chi ef Executive Oficer* 1, 532,300(1) 6.9
Edwar d Neugeboren, Director* 201, 063(2) **
Barry Dash, Director* 28, 207(3) *x
Melvin Van Wert, Director* 10, 000( 4) il
Veer appan Subramani an, Director and Chief Scientific Oficer* 2,962, 894(5) 13
Dr. Charan Behl (6)* 1, 296, 000( 7)

Chris Dick, Executive Vice President of Corporate Devel opnent* 885, 287(8) 4.
Mark |. Gttelman, Chief Financial Oficer* 39, 999(9) *x

Trel | us Managenent Company

Adam Usdan 3, 450, 795(10) 14.
350 Madi son Avenue, 9th Fl oor

New York, New York 10017

Mark Fain 1, 204, 570(11) 5.
237 Park Avenue, Suite 900
New York, NY 10017

Chad Coniteau 1,152,712(12) 5.
237 Park Avenue, Suite 900
New York, NY 10017

Davi dson Kenpner Heal thcare International Ltd. 3, 735, 816(13) 15.
65 East 55th Street, 19th Fl oor
New York, NY 10022

Al Directors and Officers as a group 6, 955, 750( 14) 26.

</ TABLE>

* The address is c/o Elite Pharnmaceuticals Inc., 165 Ludl ow Avenue, Northval e,
NJ 07647.

** Less than 1%

(1) Includes options to purchase 1,365,000 shares of Commpbn Stock. See "Naned
Executive Officers."

(2) Includes options and warrants to purchase an aggregate of 170,571 shares of
Common St ock.

(3) Represents options to purchase 10,000 shares of Commobn Stock, 20 shares of
Series C Preferred Stock convertible into 8,621 shares of Common Stock and
warrants to purchase 2,586 shares of Commpn Stock.

58
<PACE>

(4) Represents options to purchase shares of Commopn Stock.

(5) Includes options to purchase 1,500,000 shares of Conmmon Stock which are
owned by Dr. Subramani an and 957,396 shares of Common Stock and warrants to
purchase 478,698 shares of Common Stock which are owned by VGS Pharne, LLC
("VGS"), a wholly-owned subsidiary of Kali Capital, L.P., which is controlled by
Kali Managenent, LLC ("KALI"), its general partner, and Kali is controlled by

t he daughter of Dr. Subramanian, its managi ng nmenber. Dr. Subranani an di scl ai ns
beneficial ownership of these shares of Commpn Stock, except to the extent of
his pecuniary interest therein, if any.

(6) Dr. Behl was Executive Vice President and Chief Scientific Oficer from
March 9, 2006 to February 9, 2007 and has been Head of Technical Affairs since



February 9, 2007. See "Naned Executive Oficers."

(7) Includes warrants to purchase 130,000 shares of Commpn Stock and options to
purchase 750,000 shares of Common Stock. See "Nanmed Executive Officers.”

(8) Includes options to purchase 850,000 shares of Commpn Stock and warrants
held by M. Dick and Hedy Rogers as joint tenants to purchase 10,479 shares of
Common St ock.

(9) Represents options to purchase shares of Common Stock.

(10) Based on information provided by Trellus Managenent Conpany, LLC ("TMC")
and Adam Usdan in the Schedul e 13G filed February 13, 2007 and al so based on
information set forth in FormS-3 filed on May 24, 2007. Includes 862,068 shares
of Common Stock issuabl e upon conversion of Series C Preferred Stock held in the
aggregate by Trellus Partners L.P ("TP"), Trellus Partners Il L.P. ("TPI") and
Trellus O fshore Fund Limted ("TPOF"), 888,889 shares of Conmon Stock issuable
upon conversion of shares of Series B Preferred Stock held by TP and 703, 063
shares of Commpn Stock issuabl e upon exercise of warrants held in the aggregate
by TP, TPl and TPOF. Adam Usdan is President of TMC. Adam Usdan and TMC share
voting power and dispositive power over the shares. Notwi thstanding the
inclusion of the aforenentioned beneficial ownership calculation, pursuant to
our Certificate of Designation of Preferences, Rights and Linitations of Series
C 8% Preferred Stock, the Arended Certificate of Designations of the Series B 8%
Convertible Preferred Stock and the Common Stock Purchase Warrant for the
aforenentioned warrants, the nunmber of shares of Common Stock into which the
Series C 8% Preferred Stock and Series B 8% Preferred Stock are convertible and
the warrants are exercisable is limted to that nunber of shares of Conmobn Stock
whi ch would result in the Adam Usdan and TMC affiliated entities having
aggregat e beneficial ownership of not nore than 9.99% of the total issued and
out st andi ng shares of Conmon Stock.

(11) Based on infornation provided by Mark Fain and Chad Comiteau in their
Schedul e 13G A filed February 6, 2007. Mark Fain beneficially owned 1,204,570
shares of Common Stock, which anmpunt includes (i) 179,967 shares beneficially
owned by M. Fain over which he has sole voting power and sol e dispositive
power; (ii) 33,333 convertible shares beneficially owed by M. Fain over which
he has sol e voting power and sol e dispositive power; (iii) 33,000 shares
beneficially owned by Stratford Management Mney Purchase Pension Plan over
which M. Fain has shared voting power and shared di spositive power; (ivV)

808, 270 shares beneficially owed by Stratford Partners, L.P. of which M. Fain
is a Managi ng Menber, and over which M. Fain has shared voting power and shared
di spositive power; and (v) 150,000 convertible shares beneficially owed by
Stratford Partners, L.P. over which M. Fain has shared voting power and shared
di spositive power.

(12) Based on information provided by Mark Fain and Chad Coniteau in their
Schedul e 13G A filed February 6, 2007. Chad Comi teau beneficially owned
1,152,712 shares of Common Stock which anpunt includes (i) 187,047 shares
beneficially owned by M. Com teau over which he has sole voting power and sole
di spositive power; (ii) 32,665 convertible shares beneficially owned by M.

Comi teau over which he has sole voting power and sol e dispositive power; (iii)
33,000 shares beneficially owned by Stratford Managenent Mney Purchase Pension
Pl an over which he has shared voting power and shared dispositive power; (iv)
808, 270 shares beneficially owed by Stratford Partners, L.P. of which M.
Coniteau is a Managi ng Menber,
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and over which M. Coniteau has shared voting power and shared dispositive
power; and (v) 150,000 convertible shares beneficially owed by Stratford
Partners, L.P. over which M. Comteau has shared voting power and shared
di spositive power.

(13) Davidson Kenpner Healthcare International Ltd. ("DKHI") and its affiliates,
Davi dson Kenpner Partners ("DKP"), Davidson Kenpner |nstitutional Partners, L.P.
("DKIP"), MH Davidson & Co. ("CO'), Davidson Kenpner International, Ltd.
(DKIL"), Serena Limited ("Serena"), Davidson Kenpner Healthcare Fund LP
("DKHF"), MID Managenent Co., Davidson Kenpner Advisors Inc., Davidson Kenpner
International Advisors, L.L.C., DK Goup LLC, DK Managenment Partners LP, DK
Stillwater GP LLC, Thonas L. Kenpner, Jr., Marvin H Davidson, Stephen M

Dowi cz, Scott E. Davidson, Mchael J. Leffell, Tinmothy I. Levart, Robert J.
Brivio, Jr., Anthony A Yoseloff, Eric P. Epstein and Avram Z. Friedman jointly
filed a Schedule 13G dated May 11, 2007, reflecting the beneficial ownership,
subject to an ownership limtation, of an aggregate of 6,667 Series C 8%
Preferred Stock convertible into 2,873,707 shares of commobn stock and 862, 109
warrants exercisable into 862,109 shares of Common Stock as a result of their
voting and di spositive power over 6,667 Series C 8% Preferred Stock convertible
into 2,873,707 shares of Common Stock and 862, 109 warrants exercisable into



862, 109 beneficially owned by DKP, DKIP, DKIL, Serena, CO DKHF and DKHI .

Not wi t hst andi ng, the inclusion of the aforementioned beneficial ownership

cal cul ation, pursuant to our Certificate of Designation of Preferences, Rights
and Limtations of Series C 8% Preferred Stock and the Common Stock Purchase
Warrant for the aforementioned warrants, the nunber of shares of Commpn Stock
into which the Series C 8% Preferred Stock are convertible and the warrants are
exercisable is limted to that nunber of shares of Commpn Stock which would
result in the Davidson Kenpner affiliated entities having aggregate beneficial
ownership of not nore than 9.99% of the total issued and outstanding shares of
Common St ock. The above information was obtained from such Schedul e 13G

(14) Includes options and warrants to purchase an aggregate of 5,325,954 shares
of Common St ock.

60
<PACE>

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

Al related person transactions are reviewed and, as appropriate, nmay be
approved or ratified by the Board of Directors. If a director is involved in the
transaction, he or she may not participate in any review, approval or
ratification of such transaction. Related person transactions are approved by
the Board of Directors only if, based on all of the facts and circunstances,
they are in, or not inconsistent wth, our best interests and our stockhol ders,
as the Board of Directors determines in good faith. The Board of Directors takes
into account, anpng other factors it deens appropriate, whether the transaction
is on terms generally available to an unaffiliated third-party under the sanme or
simlar circunstances and the extent of the related person's interest in the
transaction. The Board of Directors may al so inpose such conditions as it deens
necessary and appropriate on us or the related person in connection wth the
transacti on.

In the case of a transaction presented to the Board of Directors for
ratification, the Board of Directors may ratify the transaction or determne
whet her rescission of the transaction is appropriate.

CERTAI N RELATED PERSON TRANSACTI ONS
TRANSACTI ONS W TH DR SUBRAMANI AN AND VGS PHARMA LLC

On Decenber 6, 2006, we entered into a Strategic Alliance Agreement with
Dr. Subramanian and VGS Pharna, LLC, a Delaware limted liability conpany
("VGS"), under which (i) Dr. Subramanian was appointed to our Board of
Directors, (ii) VGS made a $2,000,000 equity investrment in Elite, (iii) we
engaged Dr. Subramanian to serve as our strategic advisor on the research,
devel opment and commerci ali zati on of our existing pipeline and (iv) we, together
with VGS formed Novel Laboratories Inc., a Delaware corporation ("NOVEL"), as a
separate specialty pharnaceutical conpany for the research, devel opnent,
manuf act uri ng, licensing, acquisition and marketing of specialty generic
pharmaceuticals. VGS is wholly-owned subsidiary of Kali Capital, L.P., whichis
control l ed by Kali Managenent, LLC ("KALI"), its general partner, and Kali is
controlled by Anu Subranenian, its managing nmenber and daughter of Dr.
Subr anani an.

The specialty pharmaceutical product initiative of the strategic alliance
between Elite and Dr. Subramanian is to be conducted by Novel, of which we
acquired 49% and VGS acquired 51%of its Class A Voting Common Stock for $9, 800
and $10, 200 respectively. Pursuant to the Alliance Agreement, VGS acquired for
$2,000,000: (i) 957,396 shares of our Common Stock (the "ACQUI RED COVPANY
SHARES"') at approximately $2.089 per share and (ii) a five year Warrant to
purchase 478,698 shares of our Commpn Stock (the "WARRANT SHARES"), for cash, at
an exercise price of $3.00 per share, subject to adjustnment upon the occurrence
of certain events.

We initially contri buted $2,000,000 to Novel and nade additional
contributions of $5,000,000 through June 15, 2007. The renmining contributions
to be nade by Elite shall be funded in the amounts and upon the occurrence of
the following mlestones: (i) $10,000,000 upon the submnission to the FDA of
three ANDAs related to three different prospective products devel oped by Novel
and (ii) $10, 000,000 upon the submnission to the FDA of three ANDAs related to at
least three additional different prospective products developed by Novel;
provided that the aggregate contributions to be nade by Elite shall not
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exceed (i) $15,000,000 prior to November 1, 2007 or (ii) $25,000,000 prior to
May 1, 2008. The remmining contributions of Elite are not nonetary obligations
but rather conditions that nust be net in order for Elite to nmintain its
current equity interest in Novel.

In the event that (i) we defer for nore than 90 days the paynent of a
contribution installment due to Novel's failure to achieve a Performance
M lestone, (ii) we fail to make a requisite contribution following Novel's
achieving a Performance M lestone or (iii) Novel requires additional financing
beyond ampunts provided in the Business Plan or our agreed upon additional
contributions, Novel may seek such financing through a subscription offering to
its Class A Stockholders and, to the extent not fully subscribed, fromthird
parties.

We agreed to use our best efforts to elect Dr. Subramani an a nenber of our
Board of Directors as long as we and our "pernmitted transferees" own at |east
40% of Novel's outstanding capital stock and Dr. Subramanian is Chairman of the
Board and Chi ef Executive Officer of Novel.

Pursuant to an advisory agreenent, Dr. Subranenian has agreed to provide
advisory services to us, including but not Ilimted to, assisting in the
inplenentation of current and new drug product devel opnent projects of Elite and
assisting in the our recruitnent of additional R& staff nmenbers. As an
inducenent to enter into the agreenent, we granted Dr. Subranmani an a
non-qualified stock option to purchase up to 1,750,000 shares of Common Stock
(the "OPTION SHARES') at a price of $2.13 per share. The option vests as to
250,000 shares immediately and in subsequent 250,000 share installnments, wth
one vesting on May 6, 2007, another on Decenber 6, 2007, a third upon our
acceptance of the Initial Business Plan of Novel, and the other installnents
vesting on the acconplishment of certain milestones with respect to the first or
second drug product developed by us (excluding drug products of Novel) on or
after the 60th day after Decenber 6, 2006, under the advisory services provided
to us. The option termnates on Decenber 6, 2016, or 90 days following a
termination of his advisory services to us or his enploynment by Novel other than
a termination without Cause or by Dr. Subranmanian for Good Reason or 48 nonths
after the termination of his advisory services under the advisory agreenent or
hi s enpl oyment under the enploynment agreenment as a result of: (i) a termnation
by us of the advisory agreenent or by Novel of the enploynent agreenent w thout
Cause or by Dr. Subramanian without Good Reason or (ii) post-Decenber 6, 2007,
termnation of the termof the advisory agreement or of the Novel enploynent
agreenent. All unvested options term nate upon the termination of the advisory
agreenent (other than a termnation by the Conpany without cause or by Dr.
Subr amani an for Good Reason) or at such time as we and our pernitted transferees
own in the aggregate |ess than 20% of the outstanding capital stock of Novel,
except to the extent we in our sole discretion have determined that Dr.
Subr amaeni an has provi ded substantial contribution to the devel opnent of any drug
product which woul d otherwi se trigger the vesting of options notw thstanding the
failure to satisfy the foregoing 20%t hreshol d.

The parties also entered into a stockhol ders agreenent which provides that
as long as each of Conpany and VGS owns at |east 10%of the shares of Class A
Voting Common Stock of Novel, each shall designate one of the two Directors to
constitute the Novel Board of Directors, wth the VGS designee to be Dr.
Subr amani an, unless otherwi se approved by Conpany. |t prohibits the taking of
certain actions wthout approval of the two designees, including, but not
limted to, anmendnents of charter, by-laws and other governance agreenents,
spin-offs or public of ferings of equity securities, a liquidation or
di ssolution, dividends, authorization or issuance of additional securities or
options, bankruptcy, a material change of the business or a Business Plan,
approval of a Business Plan and the yearly operating budget, creation of a
security interest, capital expenditures in excess of 110% of the anount provided
in the Business Plan, investnments in excess of the anounts approved in the
Busi ness Plan, an increase or decrease of the Board; and any investments by Dr.
Subramaeni an in any "Conpetitive Conpany" or its affiliate. The stockholders
agreenment further provides that determ nation of "Cause" or
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the "Disability" of Dr. Subramani an under his enpl oynent agreenent shall be nade
solely in the reasonabl e discretion of the Conpany desi gnee. Except for certain
enunerated permtted transfers, the Stockholders Agreenent provides that no
transfer of Novel stock nmay be nade wthout the consent of the other
st ockhol ders. In the event Conpany fails to neke required addi ti onal
contributions, VGS has the right to purchase at the original purchase price from
Conpany that proportion of its original shares of Novel C ass A Common Stock
equal to the proportion of the required additional contributions not made by
Conpany.



In the event of Dr. Subramanian's resignation from Novel for other than
Good Reason or his termination by Novel for Cause or his death or disability as
defined in the Enploynent Agreenent, Conpany has the corresponding right to
acquire up to 75% of VGS's original shares of Cass A Common Stock of Novel at
the original purchase price; such percentage to be reduced to 50% and 25% and 0%
upon the first, second and third anniversary of the Stockholders' Agreenent,
with a pro rata portion of such reduction to be effected upon the death or
disability of Dr. Subramanian during the applicable period. Each of Conpany and
VGS has a right to acquire at the then fair value, Conpany's or VGS's shares of
Novel upon the bankruptcy, dissolution or |I|iquidation, a change of control of
the other or, if as a result of the purchases at the original purchase price,
the percentage of Novel owned by such party is less than 10% of Novel .

Novel agreed to enploy Dr. Subramanian as its Chief Executive Oficer at a
sal ary of $220,000 per annum wth bonuses and options to purchase Novel's
Common Stock to be granted at the discretion of Novel's Board of Directors. Dr.
Subramanian is to perform his duties three full business days a week. Dr.
Subramani an's enpl oyment may be terminated for "Cause" as defined therein or by
Dr. Subramanian for "Good Reason" as defined. Either party nay ternminate the
enpl oyment upon 30- busi ness days prior witten notice to the other.

Dr. Subramani an has agreed to a confidentiality covenant and al so agreed
to a non-solicitation covenant and not to directly or indirectly, manage,
control, consult with, or engage (as either an enployee or consultant) in any
business or activity anywhere in the world involving a drug product that is
conpetitive as defined with any drug products being developed or marketed by
Novel , or proposed in a Business plan to be devel oped by Novel or its affiliate,
or any related inventions or other intellectual property of Novel or any of its
respective subsidiaries or affiliates (collectively, a "COWETITIVE ACTIVITY");
and without the prior wunaninous approval of the Novel Board to make any
investnent (whether equity or debt) not exceeding an aggregate of 5% of the
equity, in any person engaging, or providing services or financing for, a
Conpetitive Activity (a "COWETITIVE COVPANY"), including any followon
investnents in any entity that, subsequent to the time of the initial
investment, has become a Conpetitive Conpany, except a financing provided to a
subsidiary or affiliate of a Conpetitive Conpany which is not itself engaged in
a Conpetitive Activity during his enploynent and, unless his ternm nation was by
Novel w thout "Cause" or by Dr. Subramanian for "Good Reason", for one year
subsequent as to non- conpetition and t wo years subsequent as to
non-solicitation.

TRANSACTI ONS W TH MARK G TTELMAN AND G TTELMAN & CO. P.C.

For a description of the agreenent between Elite and Gttelman & Co.,
P.C., please see "Conpensation Discussion Analysis - Agreenents wth Narmed
Oficers". Mrk Gttelman, our chief financial officer is the principal of
Gttelman & Co., P.C
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SERI ES C PREFERRED STOCK FI NANCI NG

The following related persons participated in our recent Series C
Preferred Stock private placenment that closed on April 24, 2007 according to
whi ch we sold 15,000 shares of our Series C 8% Convertible Preferred Stock, par
val ue $0.01, and 1,939,655 warrants for gross proceeds of $15, 000, 000.

0 Barry Dash, one of our directors, purchased 20 shares of Series C
Preferred Stock and warrants to purchase 2,586 shares of Conmmon
Stock for a purchase price of $20,000. Affiliates of Adam Usdan, one
of our stockholders which beneficially owns nore than 5% of our
out st andi ng Conmmon

o] Stock, purchased an aggregate of 2,000 shares of Series C Preferred
Stock and warrants to purchase 258,619 shares of Commopn Stock for an
aggregate purchase price of $2,000,000. |Indigo Securities LLC of
whom Edward Neugeboren, a director wuntil June 26, 2007, is a
consul tant, acted as a sel ected

(o] dealer in the placenment of the Series C Preferred Financing and
recei ved a $194, 547 cash conmission and warrants to purchase 36, 045
shares of Common Stock for its services.

I NDI GO VENTURES LLC

On July 12, 2006, we entered into a Financial Advisory Agreement wth
I ndigo Ventures LLC ("INDI GO') whereby, |ndigo, on a non-exclusive basis, agreed



to advise, consult with, and assist us in various natters as requested (and only
to the extent requested) by us which may include, without limitation (i) a
revi ew of our business, operations and financial condition, including advising
on capitalization structures; (ii) advice relating to general capital raising
matters; (iii) recommendations relating to specific business operations,
strategic transactions and joint ventures; (v) advice regarding our future
financings involving debt or equity securities or any affiliate of ours; and (v)
assistance with interaction between us and our current and future investors. W
paid Indigo $45,000 initially and then $15, 000 per nonth in connection wth
Indigo providing the consulting services. Additionally, Indigo acquired a
warrant to purchase up to 600,000 shares of Commpn Stock at an exercise price of
$3.00 per share, which nay be payable in the formof a promssory note. On
February 13, 2007, the Financial Advisory Agreement was amended. As a result of
the anendnent, the warrant was reduced from 600,000 to 300,000 shares, the
warrant remains exercisable as to the remaining 300,000 shares of common stock
(200, 000 of which remain subject to vesting), the nonthly cash fees payable to
Indigo termnated as of February 13, 2007 and the outstanding anount of the
promi ssory note was reduced to $75,000. Edward Neugeboren, a director until June
26, 2007 is a consul tant of Indigo.

Previously, in March 2006, Indigo received $800, 000 cash conpensation and
pl acenent agent warrants to purchase 355,555 shares of Comopn Stock in
connection wth acting as placenent agent for the offering of our Series B
Preferred Stock

See "Item 10 - Directors and Executive Oficers of Registrant” for
informati on as to enploynent or engagement agreements with Bernard Berk, Chris
Di ck, Charan Behl and an affiliate of Mark |I. G ttel man.

I TEM 14. PRI NCI PAL ACCOUNTI NG FEES AND SERVI CES.

The following table presents fees, including reinbursenents for expenses,
for professional audit services rendered by MIler EIlin & Conpany, L.P.
("MIler EIlin") for the audits of our annual financial
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statements and interim reviews of our quarterly financial statenents for the
years ended March 31, 2007 and March 31, 2007 and fees billed for other services
rendered by MIler Ellin during those periods.

2007 2006
Audit Fees(1) 58, 360 69, 923
Audi t - Rel at ed Fees
Tax Fees - -

Al Oher Fees

(1) Audit fees consist of fees billed for professional services rendered for
the audit of the Conpany's consolidated annual financial statenents and
review of the interim consolidated financial statenents included in
quarterly reports and services that are normally provided by Mller Ellin
in connection with statutory and regulatory filings or engagenents.

PART |V
| TEM 15. EXH 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
Statements 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.
(b) Fi nanci al Statenent Schedul es

None.

(c) Exhi bits required by Item 601 of Regulation S-K



EXH BI T NO.

3.1(a)

<PACE>

3.1(b)

3.1(c)

3.1(d)

3.1(e)

3.1(f)

3.1(9)

<PACE>

DESCRI PTI ON

Certificate of incorporation of the Conpany, together with all
other anendments thereto, as filed with the Secretary of State
of the State of Delaware, incorporated by reference to (a)
Exhibit 4.1 to the Registration Statement on Form S-4 (Reg. No.
333-101686), filed with the SEC on Decenber 6, 2002 (the "Form
S-4") and (b) Exhibit 4.1 to the Conpany's Report on Form 8-K
dated July 28, 2004.
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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 October 6, 2004, and filed with the SEC on Cctober 12,
2004.

Certificate of Retirement with 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 Delaware,
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 Delaware, 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.

Amended Certificate of Designations of Preferences, Rights and
Limtations of Series B 8% Convertible Preferred Stock, as filed
with the Secretary of State of the State of Delaware,
incorporated by reference to Exhibit 3.1 to the Form 8-K dated
April 24, 2007, and filed with the SEC on April 25, 2007.

Certificate of Designations, Preferences and Rights of Series C
8% Convertible Preferred Stock, as filed with the Secretary of
the State of Delaware, incorporated by reference to Exhibit 3.2
to the Form 8-K dated April 24, 2007, and filed with the SEC on
April 25, 2007.

Amended Certificate of Designations, Preferences and Rights of
Series C 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 April 24, 2007, and filed with
the SEC on April 25, 2007

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

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

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

Form of specinen 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.

Form of specimen certificate for Series C 8% Convertible
Preferred Stock of the Conpany, incorporated by reference to
Exhibit 4.1 to the Form 8-K, dated April 24, 2007 and filed with
the SEC on April 25, 2007.

Warrant to purchase 100,000 shares of Commobn Stock issued to DH
Bl air | nvestnent
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Banki ng Corp., incorporated by reference to Exhibit 10.2 to the
Form 10-Q for the period ended Septenber 30, 2004.

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

Form of Warrant to purchase shares of Common Stock issued to
designees of lender with respect to financing of an equi pnent
loan incorporated by reference to Exhibit 10.2 to the Form 10-Q
for the period ended June 30, 2004.

Form of Short Term MWarrant to purchase shares of Common 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 Form 8-K, dated
Cctober 6, 2004, and filed with the SEC on Cctober 12, 2004.

Form of Long Term Warrant to purchase shares of Common Stock
i ssued to purchasers in the Series A Financing, incorporated by
reference to Exhibit 4.7 to the Form 8-K, dated October 6, 2004,
and filed with the SEC on Cctober 12, 2004.

Form of Warrant to purchase shares of Common Stock issued to the
Pl acement 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 MWarrant 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 Decenber 14,
2005, and filed with the SEC on Decenber 20, 2005.

Form of MWarrant to purchase shares of Commopn Stock to the
Pl acement Agent, in connection with the Wrrant Exchange,
incorporated by reference as Exhibit 4.2 to the Form 8-K, dated
Decenber 14, 2005, and filed with the SEC on December 20, 2005.

Form of Warrant to purchase shares of Common Stock issued to
purchasers in the private placenent which closed on March 15,
2006 (the "Series B Financing"), incorporated by reference to
Exhibit 4.2 to the Form 8-K, dated March 15, 2006 and filed with
the SEC on March 16, 2006.

Form of Warrant to purchase shares of Common 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 Common Stock issued to the
Pl acement Agent, in connection wth the Series B Financing,
incorporated by reference to Exhibit 4.4 to the Form 8-K, dated
March 15, 2006 and filed with the SEC on March 16, 2006.

Form of Warrant to purchase 600,000 shares of Common Stock
issued to Indigo Ventures, LLC, incorporated by reference to
Exhibit 4.1 to the Form8-K, dated July 12, 2006 and filed with
the SEC on July 18, 2006.
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Form of Warrant to purchase up to 478,698 shares of Commobn Stock
issued to VGS PHARMA, LLC, incorporated by reference as Exhibit
3(a) to the Form 8-K, dated Decenber 6, 2006 and filed with the
SEC on Decenber 12, 2006.

Formon Non-Qualified Stock Option Agreenent for 1,750,000
shares of Comopn Stock granted to Veerappan Subr anani an,
incorporated by reference as Exhibit 3(b) to the Form 8-K, dated
Decenber 6, 2006 and filed with the SEC on Decenber 12, 2006.

Form of Warrant to purchase shares of Common Stock issued to
purchasers in the private placenent which closed on April 24,
2007 (the "Series C Financing"), incorporated by reference to
Exhibit 4.2 to the Form 8-K, dated April 24, 2007 and filed with
the SEC on April 25, 2007.
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10.9

10. 10

10.11

10. 12

Form of Warrant to purchase shares of Common Stock issued to the
pl acenent agent in the Series C Financing, incorporated by
reference to Exhibit 4.3 to the Form 8-K, dated April 24, 2007
and filed with the SEC on April 25, 2007.

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

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

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

Anmended and Restated Enploynment 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 Agreenment 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").

Option Agreenment 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.

Anendnent, 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 Septenber 2, 2005, and filed with the SEC on
Sept enber 9, 2005.

Stock Option Agreenent, dated as of Septenber 2, 2005, by and
bet ween the Conpany and Bernard Berk, incorporated by reference
to Exhibit 10.3 to Form 8-K, dated Septenber 2, 2005, and filed
with the SEC on Septenber 9, 2005.
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Stock Option Agreenent, dated as of Septenber 2, 2005, by and
bet ween 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 |letter dated February 26, 1998, between Gttelnman &
Co. P.C. and the Conpany incorporated by reference to Exhibit
10.10 to the Form 10-K for the period ended March 31, 2004 filed
with the SEC on June 29, 2004.

Product Devel opment Manufacturing and Distribution Agreenent,
dated as of March 30, 2005, by and anong Elite Laboratories,
Inc., a Delaware corporation and whol |l y-owned subsidiary of the
Conmpany ("Elite Labs"), Harris Pharmaceuticals, Inc. and Tish
Technol ogies 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 My 10,
2005, as further anended by the Form 8-K/ A filed June 13, 2005,
as further amended by the Form8-K/A filed July 20, 2005, as
further anended by the Form8-K/A filed August 23, 2005, as
further anended by the Form8-K/ A filed Septenber 27, 2005, as
further anended by the Form 8-K/A filed Decenber 7, 2005
(Confidential Treatnent granted with respect to portions of the
Agreenent) .

Product Devel opnent and Conmerci al i zati on Agreenent, 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 anmended on the Form 8-K/A filed Septenber 7
2005, as further anmended by the Form8-K/A filed Decenber 7,
2005 (Confidential Treatment granted with respect to portions of
the Agreenent).
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Product Devel opment 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 anended
on the Form 8-K/ A filed Septenber 6, 2005, as further amended by
the Form 8-K/A filed Decenber 7, 2005 (Confidential Treatnent
granted with respect to portions of the Agreenent).

Agreenent, dated Decenber 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 Decenber 12,
2005, and originally filed with the SEC on Decenber 16, 2005, as
amended by the Form 8-K/A filed March 7, 2006 (Confidential
Treatnent granted with respect to portions of the Agreenent).

Product Devel opment and Commrerci alization Agreenent, dated
January 10, 2006, by and anpng the Conpany, Elite Laboratories,
Inc., its wholly-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 Agreenent, dated as of August 15, 2005, between New Jersey
Economi c Devel oprment Authority ("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.
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Series A Note in the aggregate principal anmount of $3, 660, 000.00
payable 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 anpunt of $495, 000. 00
payable 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.

Mrtgage from the Conpany to the NIJEDA, incorporated by
reference to Exhibit 10.4 to the Form 8-K, dated August 31, 2005
and filed with the SEC on Septenber 6, 2005.

Indenture 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
with the SEC on Septenber 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 Decenber 20, 2005.

Form of Registration Rights 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 Rights Agreenent, between the Registrant
and the signatories thereto, incorporated by reference to
Exhibit 10.2 to the Form 8-K, dated March 15, 2006 and filed
with the SEC on March 16, 2006.

Form of Placenent Agent Agreenent, between the Registrant 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.

Financial Advisory Agreenent between the Registrant and |ndigo
Ventures LLC, incorporated by reference as Exhibit 10.1 to the
Form 8-K dated July 12, 2006 and filed with the SEC on July 18,
2006.
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Seconded Anended and Restated Enploynment Agreenent between the
Regi strant and Bernard Berk, incorporated by reference as
Exhibit 10.1 to the Form 10-Q for the quarter ended Septenber
30, 2006 and filed with the SEC on Novenber 14, 2006.

Enpl oynent  Agreenent between the Registrant and Charan Behl,
incorporated by reference as Exhibit 10.2 to the Form 10-Q for
the quarter ended Septenber 30, 2006 and filed with the SEC on
Novenber 14, 2006.
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Enpl oynent  Agreenent between the Registrant and Chris Dick,
incorporated by reference as Exhibit 10.3 to the Form 10-Q for
the quarter ended Septenber 30, 2006 and filed with the SEC on
Novenber 14, 2006.

Product Col | aboration Agreement between the Registrant and
ThePhar meNet work LLC, incorporated by reference as Exhibit 10.1
to the Form 8-K, dated Novermber 10, 2006 and filed with the SEC
on Novenber 15, 2006. (Confidential Treatment granted wth
respect to portions of the Agreenent).

Strategic Alliance Agreenment anong the Registrant, VGS Pharm
("VGS") and Veerappan S. Subramanian ("VS"), incorporated by
reference as Exhibit 10(a) to the Form 8-K, dated Decenber 6,
2006 and filed with the SEC on Decenber 12, 2006.

Advi sory Agreenent, between the Registrant and VS, incorporated
by reference as Exhibit 10(b) to the Form 8-K, dated Decenber 6,
2006 and filed with the SEC on Decenber 12, 2006.

Regi stration Rights Agreenent between the Registrant, VGS and
VS, incorporated by reference as Exhibit 10(c) to the Form 8-K,
dated Decenber 6, 2006 and filed with the SEC on Decenber 12,
2006.

Enpl oynent  Agreenent between Novel Laboratories Inc. ("Novel")
and VS, incorporated by reference as Exhibit 10(d) to the Form
8-K, dated Decenber 6, 2006 and filed with the SEC on Decenber
12, 2006.

St ockhol ders' Agreement between Registrant, VGS, VS and Novel,
incorporated by reference as Exhibit 10(e) to the Form 8-K,
dated Decenber 6, 2006 and filed with the SEC on Decenber 12,
2006.

Anended and Rest at ed Enpl oynent Agr eenent , between the
Regi strant and Charan Behl, incorporated by reference as Exhibit
10.1 to the Form 8-K, dated February 9, 2007 and filed with the
SEC on February 14, 2007.

Form of Securities Purchase Agreenent, between the Registrant
and the signatories thereto, incorporated by reference to
Exhibit 10.1 to the Form8-K, dated April 24, 2007 and filed
with the SEC on April 25, 2007.

Form of Registration Rights Agreenent, between the Registrant
and the signatories thereto, incorporated by reference to
Exhibit 10.2 to the Form 8-K, dated April 24, 2007 and filed
with the SEC on April 25, 2007.

Form of Pl acenment Agent Agreenent, the Conpany and Oppenheiner &
Conpany, Inc., incorporated by reference as Exhibit 10.3 to the
Form 8-K, dated April 24, 2007, and filed with the SEC on April
25, 2007.

Subsi di ari es of the Conpany.*
71
Certification of Chief Executive Oficer pursuant to Section 302

of the Sarbanes-Oxl ey Act of 2002.*

Certification of Chief Financial Oficer pursuant to Section 302



of the Sarbanes-Oxley Act of 2002.*

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

32, 2** Certification of Chief Financial Oficer pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.*

* Filed herewith

** As contenpl ated by SEC Rel ease No. 33-8212, these exhibits are furnished with
this Annual Report on Form 10-K and are not deened filed with the Securities and
Exchange Commi 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 nmde before or after the date hereof and
irrespective of any general incorporation |anguage in any such filings.
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S| GNATURES

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

ELI TE PHARVACEUTI CALS, | NC.

By: /s/ Bernard Berk

Ber nard Berk
Chi ef Executive Oficer

Dat ed: June 28, 2007
Pursuant to the requirenents 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 28, 2007
——————————————————————————— (Principal Executive
Bernard Berk Oficer)
/'s/ Mark Gttel man Chi ef Financial Oficer June 28, 2007
-------------------------- and Treasurer (Principal
Mark |. Gttel man Fi nanci al and Accounting
O ficer)
/sl Barry Dash Di rector June 28, 2007
Barry Dash
/'s/ Melvin Van Wert Director June 28, 2007

Mel vin Van Wert

/sl Veerappan Subranmani an Di rector June 28, 2007

Veer appan Subr anani an
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F-1

REPCORT OF | NDEPENDENT REG STERED PUBLI C ACCOUNTI NG FI RM

To Elite Pharnmaceuticals, Inc.

We have

audited the acconpanying consol i dat ed bal ance sheets of Elite

Pharmaceuticals, Inc. and Subsidiaries (the "Conpany") as of March 31, 2007 and

2006,

and the related consolidated statenents of operations, stockholders'

equity and cash flows for the years ended March 31, 2007, 2006 and 2005. These
financial statenents are the responsibility of the Conpany's mmnagenent. Qur
responsibility is to express an opinion on these financial statenents based on
our audits.

We conducted our audits in accordance wth standards of the Public Conpany
Oversight Board (United States). Those standards require that we plan and
performthe audit to obtain reasonable assurance about whether the financial
statenments are free of material misstatement. An audit includes exam ning, on a
test basis, evidence supporting the anounts and disclosures in the financial
statenents. An audit al so includes assessing the accounting principles used and
significant estimates nmade by nanagenent, as well as evaluating the overall
financial statenent presentation. We believe that our audits provide a
reasonabl e basis for our opinion.

I'n our opinion, the consolidated financial statements referred to above present

fairly,

in all mat eri al respects, the financi al position of Elite

Pharmaceuticals, Inc. and Subsidiaries as of March 31, 2007 and 2006, and the
results of their operations and their cash flows for each of the three years
ended March 31, 2007, 2006 and 2005 in conformity wth accounting principles
general ly accepted in the United States of America.

/'s/ MLLER, ELLIN & COVPANY, LLP
CERTI FI ED PUBLI C ACCOUNTANTS

New Yor k, New York

June 7, 2007
F-2
<PACE>
ELI TE PHARMACEUTI CALS, I NC. AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEETS
MARCH 31, 2007 AND 2006
ASSETS
<TABLE>
<CAPTI ON>
2007
<S> <C
CURRENT ASSETS:
Cash and cash equival ents $ 2,045,390
Accounts receivable, net of allowance for doubtful accounts of $0
and $153,250 as of March 31, 2007 and 2006, respectively 215, 837

Current portion of restricted cash - capital project fund --
Prepai d expenses and other current assets 1, 149, 185

2006

<C

$ 8,919, 354

1,173, 896
470, 633



Total current assets

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

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

Accrued interest receivable

Deposit on equi pnent

Security deposit

Restricted cash - debt service

EDA bond of fering costs, net of accunul ated
anortization of $21,178 and $7,000, respectively

Total other assets

TOTAL ASSETS
</ TABLE>
The acconpanying notes are an integral part of the
consol idated financial statenents.
F-3
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ELI TE PHARVACEUTI CALS, I NC. AND SUBSI DI ARI ES
CONSCOLI DATED BALANCE SHEETS
MARCH 31, 2007 AND 2006
( CONTI NUED)
LI ABI LI TIES AND STOCKHOLDERS' EQUI TY
<TABLE>
<CAPTI ON>
<S>

CURRENT LI ABI LI Tl ES:
Current portion of EDA bonds
Accounts payabl e and accrued expenses
Di vi dends payabl e
Total current liabilities
LONG TERM DEBT:

EDA bonds - net of current portion

Total long-termliabilities

Total liabilities

COWMM TMENTS AND CONTI NGENCI ES
STOCKHOLDERS' EQUITY:

Preferred stock - $.01 par val ue;

3, 410, 412 10, 563, 883
5,454,026 4,308, 969
42,809 59, 457
949 --

32, 880 --

6, 980 6, 980
414,999 415, 500
333, 274 347, 452
789, 082 769, 932

$ 9,696,329 $15, 702, 241

2007

<C

$ 185, 000
2,205,781

Aut hori zed - 4,483,442 (originally 5,000,000 shares of which 516, 558

shares of Series A Preferred retired)
March 31, 2007 and 2006, respectively

Aut hori zed - 10,000 Convertible Series B Preferred Stock -
outstanding - 9,695 shares and 10,000 shares, respectively

Conmmon Stock - $.01 par val ue;
Aut hori zed - 65, 000, 000
| ssued and outstanding - 20,799, 102 and 19, 190, 159
shares in 2007 and 2006, respectively
Subscription receivable
Addi tional paid-in capital
Accunul ated deficit

i ssued and

97

207, 991

(75, 000)
66, 495, 618
(62,811, 317)

200¢€

<C

191

60, 10F
(50, 21¢€



Treasury stock, at cost (100,000 shares)
Total stockhol ders' equity
TOTAL LI ABILITIES AND STOCKHOLDERS' EQUI TY
</ 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 ARI ES
CONSOLI DATED STATEMENTS OF OPERATI ONS
<TABLE>
<CAPTI ON>
2007
<S> <C
REVENUES:
Li censing and test fees $ --
Manuf acturing fees 1, 038,916
Royal ti es 104, 925
Total revenues 1, 143, 841
Cost of Revenues 831, 250
Gross Profit 312,591
OPERATI NG EXPENSES:
Research and devel oprment 6, 085, 888
CGeneral and administrative 2,534,507
Depreci ation and anortization 439, 994
9, 060, 389
LOSS FROM OPERATI ONS (8,747,798)
OTHER | NCOME ( EXPENSES) :
I nterest incone 312, 698
Sal e of New Jersey tax | osses 377, 259
I nterest expense (275, 031)
Non- cash conpensation satisfied by issuance of
stock options and warrants (3,479, 070)
(3,064, 144)

LOSS BEFORE PROVI SI ON FOR | NCOMVE
TAXES

Provi si on For Inconme Taxes

Mnority Interest in Loss of Novel Laboratories, Inc.

NET LOSS

Preferred Stock Dividends

NET LOSS ATTRI BUTABLE TO COMVON
SHAREHOL DERS

BASI C AND DI LUTED LCSS PER COMMON
SHARE

(11, 811, 942)
(1,770)
10, 200

(11, 803, 512)
(791, 181)

$(12, 594, 693)

550, 697

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

90, 862
219,121
(283, 464)

(902, 927)

(6,882, 914)
(1, 000)

(6, 883, 914)

(2, 155, 250)

$ (9,039, 164)

3,817, 389

(306, 841)

$ 9,696,329

YEARS ENDED MARCH 31,

2005

<C
$ 151, 450

125,739
24,291

301, 480

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

39, 932
205, 792
(229, 495)

(1, 008, 850)

(5,905, 890)
(1, 000)

(5,906, 890)

(165, 418)

$ (6,072, 308)

$ (.64)

$ (. 49)

$ (0.47)



WVEI GHTED AVERAGE NUMBER OF
COVWWON SHARES OUTSTANDI NG

</ TABLE>

The acconpanyi ng notes are an integral
consol idated financial

<PACE>

ELI TE PHARVACEUTI CALS,

19, 815, 780

18, 463,514

12, 869, 924

part of the
statenents.

I'NC. AND SUBSI DI ARI ES

CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUI TY

<TABLE>
<CAPTI ON\>

<S>

BALANCES AT APRIL 1, 2004

Net proceeds fromissuance of Series A 8%
Convertible Preferred Stock and warrants

I ssuance of Common Stock for consulting
services

I ssuance of Common St ock upon conversion
of Series A 8% Convertible Preferred
St ock

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

Common St ock issued as dividend on Series
A 8% Convertible Preferred Stock

Exercise of stock options and warrants
Shor t

Proceeds - swing profits

Net | oss

BALANCES AT MARCH 31, 2005

<CAPTI ON\>

<S>

BALANCES AT APRIL 1, 2004

Net proceeds fromissuance of Series A 8%
Convertible Preferred Stock and warrants

I ssuance of Common Stock for consulting
services

I ssuance of Common St ock upon conversion
of Series A 8% Convertible Preferred
St ock

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

Common St ock issued as dividend on Series
A 8% Convertible Preferred Stock

Exercise of stock options and warrants
Short

Proceeds - swing profits

PREFERRED STOCK

(516, 558)

(5, 166)

<C
12, 204, 423

26, 500

5, 165, 580

99, 936

525, 744

18, 022, 183

265

51, 656

1, 000

5, 257

180, 222

<C

(100, 000) $

<C

(306, 841)

ACCUMULATED
DEFICI T

<
$( 35, 105, 151)

(165, 418)

STOCKHOLDERS
EQUI TY

<C
$ 4,048,192

5,791, 602

58, 300

1, 008, 850

584, 507

117,740



Net | oss -- -- (5, 906, 890) (5, 906, 890)
BALANCES AT MARCH 31, 2005 $ (100, 000) $ (306, 841) $(41, 177, 459) $ 5,702,301
</ TABLE>
The acconpanying notes are an integral part of the
consol i dated financial statenents.
F-6
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ELI TE PHARMACEUTI CALS, I NC. AND SUBSI DI ARl ES
CONSCLI DATED STATEMENTS OF STOCKHOLDERS' EQUI TY
<TABLE>
<CAPTI ON\>
PREFERRED STOCK COMMON STOCK ADDI
--------------------------- PAI
SHARES AMOUNT SHARES AMOUNT Ct
<S> <C <C <C <C
BALANCES AT APRIL 1, 2005 -- $ -- 18, 022, 183 $ 180, 222 $ 47,
Net proceeds fromissuance of Series B
8% Convertible Preferred Stock and
war rant s 10, 000 $ 100 -- -- 8,
Non- cash conpensation satisfied by the
i ssuance of stock, options and
war r ant s - -- -- --
Exerci se of stock options - - - 20, 000 200
Exercise of stock warrants - -- 1, 147,976 11, 480 1,
Net | oss - -- -- --
Di vi dends - -- -- -- 2,
BALANCES AT MARCH 31, 2006 10, 000 $ 100 19, 190, 159 $ 191, 902 $ 60,
<CAPTI ON>
TREASURY STOCK
—————————————— ACCUMULATED STOCKHOLDERS'
SHARES AMOUNT DEFICI T EQUI TY
<S> <C <C <C <C
BALANCES AT APRIL 1, 2005 (100, 000) $ (306, 841) $(41, 177, 459) $ 5,702,301
Net proceeds fromissuance of Series B
8% Convertible Preferred Stock and
war rant s - -- -- 8,792, 669
Non- cash conpensation satisfied by the
i ssuance of stock, options and
warrants 902, 927
Exerci se of stock options - -- -- 40, 000
Exercise of stock warrants - -- -- 1, 252,995
Net | oss - -- (6,883,914) (6, 883,914)
Di vi dends - -- (2, 155, 250) (33, 333)
BALANCES AT MARCH 31, 2006 (100, 000) $ (306, 841) $(50, 216, 623) $ 9,773,645

</ TABLE>

The acconpanying notes are an integral
consol i dated financi al

part of the

statenents.
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ELI TE PHARVACEUTI CALS,

I'NC. AND SUBSI DI ARI ES

CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUITY

<TABLE>
<CAPTI ON\>

<S>
BALANCES AT APRIL 1, 2006

Equity Investnment in Conpany
Conversion of Preferred to Conmon
Conversion of Warrants to Conmmon

Exerci se of Stock Options

Non-cash conpensation through issuance of

stock options and warrants

Sal e of Warrants

Costs associated with Raising Capital

Net | oss

Di vi dends

BALANCES AT MARCH 31, 2007

<CAPTI ON>

<S>
BALANCES AT APRIL 1, 2006

Equity Investnment in Conpany
Conversion of Preferred to Common
Conversion of Warrants to Common

Exercise of Stock Options

Non-cash conpensation through issuance of

stock options and warrants

Sal e of Warrants

Costs associated wi th Raising Capital

Net | oss

Di vi dends

BALANCES AT MARCH 31, 2007

</ TABLE>

PREFERRED STOCK COMVON STOCK
SHARES AMOUNT SHARES AMOUNT
o < < <o

10, 000 $ 100 19,190,159  $ 191,902
.. -- 957, 396 9,574
(305) (3) 135, 555 1, 356
.. .- 84, 430 844
.. - 59, 000 590
.. -- 372, 562 3,725
9, 695 $ 97 20,799,102 $ 207,991
ADDI TI ON
PAID-I N TREASURY STOCK ACCUMULATED
CAPI TAL SHARES AMOUNT DEFI CI T

- <~ < <

$ 60, 105, 107 (100, 000) $ (306, 841) $(50, 216, 623)
1, 990, 426 .- -- --

(1,353) .- .- --
(844) .- .- .-
87,910 .- .- ..
3, 479, 070 - - ..
75, 000 .- .- --
(26, 347) .- .- --

.. .- .- (11, 803, 512)

786, 649 -- -- (791, 182)

66, 495, 618 (100, 000) $ (306, 841) $(62, 811, 317)

The acconpanying notes are an integral part of the

consol i dated financi al

<PACE>

ELI TE PHARVACEUTI CALS,

statenents.

I'NC. AND SUBSI DI ARI ES




CONSOLI DATED STATEMENTS OF CASH FLOWS

<TABLE>

<CAPTI ON\>

<S>

CASH FLOAS 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 ati on and anortization
Non- cash conpensation satisfied by issuance of stock,
options and warrants
Changes in assets and liabilities:
Accounts receivable
Accrued interest receivable
Prepai d expenses and other current assets
Security Deposit

Accounts payabl e, accrued expenses and other current

liabilities

NET CASH USED | N OPERATI NG ACTI VI TI ES

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

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

CASH FLOWS FROM FI NANCI NG ACTI VI TI ES:

Princi pal bank note paynents

Di vi dends paid

Proceeds fromissuance of Commpn Stock and warrants

Princi pal repaynents of NJEDA bonds

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

Costs associated with raising capital

Proceeds from equi prent | oan

Proceeds - NJEDA Tax Exenpt Bonds

Payment - NJEDA Bond Offering Costs

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

Princi pal equi prent note paynents

Prepai d interest

Proceeds from exercise 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 | N CASH AND CASH EQUI VALENTS

CASH AND CASH EQUI VALENTS - begi nni ng of period

CASH AND CASH EQUI VALENTS - end of period

SUPPLEMENTAL DI SCLOSURES OF CASH FLOW | NFORVATI ON:
Cash paid for interest
Cash received for incone taxes

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

Preferred Stock dividends of $791, 182 and $120, 675 paid by issuance of

372,562 and 64, 033 shares of Common Stock

Utilization of equi pment deposit towards purchase of equiprent

Di vi dends accrued on preferred stock
Beneficial conversion
</ TABLE>

2007

<C

$(11, 803, 512)

YEARS ENDED MARCH :

<C

$ (6,883,914)

439, 994 486, 687
3,479, 070 902, 927
(215, 837) 142, 113
(949) .-
(678, 552) (123, 728)
.- (6, 980)

465, 518 857, 346
(8,314, 268) (4, 625, 549)
(5, 470) --

.- (1,175, 971)

1,174, 397 --
(32, 880) --
(1, 548, 755) (448, 280)
(412, 708) (1, 624, 251)
(34, 141) --
2,000, 000 --
(175, 000) (2, 345, 000)
(26, 347) .-

.- 4,155, 000

.- (354, 452)

.- 8, 792, 669

-- (315, 074)

-- 41,013

88, 500 40, 000

.- 1, 252, 995

1, 853, 012 11, 267, 151
(6, 873, 964) 5,017, 351
8,919, 354 3,902, 003

$ 2,045,390 $ 8,919,354
$ 275,554 $ 275071
(375, 489) (218, 121)

$ .- $ .-
-- 33,333

.- 2,121, 917



<PACE>

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

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

MARCH 31, 2007, 2006 AND 2005

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES

<PACE>

PRI NCI PLES OF CONSQLI DATI ON

The consolidated financial statements include the accounts of Elite
Pharmaceuticals, Inc. and its consolidated subsidiaries, (collectively the
"Conpany") including its wholly-owned subsidiaries, Elite Laboratories,

Inc. ("Elite Labs") and Elite Research, Inc. ("ERI") and its variable
interest entity, Novel Laboratories, Inc. ("Novel"). Qur  Conpany
consolidates all entities that we control by ownership of a ngjority

voting interest as well as variable interest entities for which our
Conpany is the primary beneficiary. Qur judgnent in determining if we are
the primary beneficiary of the variable interest entities includes
assessing our Conpany's level of involvement in setting up the entity,
determining if the activities of the entity are substantially conducted on
behal f of our Conpany, determnining whether the Conpany provides nore than
hal f of the subordinated financial support to the entity, and determ ning
if we absorb the majority of the entity's expected |osses or returns. As
of March 31, 2007, the financial statenents of all wholly-owned entities
and its variable interest entity are consolidated and all significant
interconpany accounts are elininated upon consolidation.

NATURE OF BUSI NESS

Elite Pharnmaceuticals, Inc. was incorporated on Cctober 1, 1997 under the
laws of the State of Delaware, and its wholly-owned subsidiary Elite
Laboratories, Inc. was incorporated on August 23, 1990 under the | aws of
the State of Delaware. Elite Labs engages prinarily in researching,
developing and licensing proprietary controlled release drug delivery
systens and products. The Conpany is also 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
concentrated on developing orally admi ni stered controll ed rel ease
products. These products include drugs that cover therapeutic areas for
pain, allergy and infection. The Conpany also engages in research and
devel opnent activities for the purpose of obtaining Food and Drug
Admi ni stration approval, and, thereafter, comrercially exploiting generic
and new controlled-rel ease pharmaceutical products. The Conpany also
engages in contract research and devel opnment on behalf of other
phar maceuti cal comnpani 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 equivalents. Cash and cash
equivalents consist of cash on deposit wth banks and noney narket
instruments. The Conpany places its cash and cash equivalents wth

hi gh-quality, uU. S fi nanci al institutions and, to date, has not
experienced | osses on any of its bal ances.

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

MARCH 31, 2007, 2006 AND 2005

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

LONG LI VED ASSETS ( CONTI NUED)

The Conpany periodically evaluates the fair value of long-lived assets,
whi ch include property and equi pment and intangibles, whenever events or
changes in circunstances indicate that its carrying anmpunts may not be



<PACE>

recoverable. Such conditions may include an econonmic downturn or a change
in the assessment of future operations. A charge for inpairment is
recogni zed whenever the carrying amount of a long-lived asset exceeds its
fair value. Managenent has determined that no inpairment of |ong-lived
assets has occurred.

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

Upon retirenent or other disposition of assets, the cost and related
accunul ated depreciation are renoved 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
net hod, based on their estimted useful lives ranging fromfive to fifteen
years, conmmenci ng upon approval of the patent and trademarks. Such costs
are charged to expense if the patent or trademark is unsuccessful.

RESEARCH AND DEVEL OPMENT

Research and devel opnent expenditures are charged to expense as incurred.
CONCENTRATI ON OF CREDI T RI SK

The Conpany derives substantially all of its revenues from manufacturing,
l'icensing, research and devel opnent agreenents w th other pharnaceuti cal
conpani es.

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

The Conpany in the normal course of business extends credit toits
custoners based on contract ternms and perforns ongoing credit eval uations.
An al l owance for doubtful accounts due to uncertainty of collectability is

establ i shed based on historical collection experience. Anbunts are witten
of f when paynent is not received after exhaustive collection efforts.

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

MARCH 31, 2007, 2006 AND 2005

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

USE COF ESTI MATES

The preparation of financial statements in conformity wth generally
accepted accounting principles requires nanagenent to nake estinates and
assunptions that affect the reported anmounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the
financial statements and the reported anounts of revenues and expenses
during the reporting period. Actual results could differ fromthose
estimates. Significant estimtes nade by managenent include, but are not
limted to, the recognition of revenue, the ampunt of the allowance for
doubtful accounts receivable and the fair value of intangible assets and
st ock- based awards.

I NCOVE TAXES

The Conpany uses the liability method for reporting inconme taxes, under
which current and deferred tax liabilities and assets are recorded in
accordance with enacted tax laws and rates. Deferred income taxes reflect
the net tax effects of tenporary differences between the carrying anmounts
of assets and liabilities for financial reporting purposes and the anopunts
used for income tax purposes. Under the liability nmethod, the anmounts of
deferred tax liabilities and assets at the end of each period are
determined wusing the tax rate expected to be in effect when taxes are
actually paid or recovered. Further tax benefits are recognized when it is
nore |likely than not that such benefits wll be realized. Valuation
al l owances are provided to reduce deferred tax assets to the anount



considered likely to be realized.
EARNI NGS PER COVWWON SHARE

Basi c earnings per common share is cal culated by dividing net earnings by
the weighted average nunber of shares outstanding during each period
presented. Diluted earnings per share is calculated by dividing earnings
by the weighted average nunber of shares and common stock equival ents. The
Conpany's common stock equivalents, consist of options, warrants and
convertible securities.

REVENUE RECOGNI Tl ON

Revenues derived fromproviding research and devel opnent services under
contracts with other pharmaceutical conpanies are recogni zed when earned.
These contracts provide for non-refundable upfront and m|estone payments.
Because no discrete earnings event has occurred when the upfront paynent
is received, that amount is deferred until the achievenent of a defined
m | estone. Each nonrefundable nilestone paynent is recognized as revenue
when the performance criteria for that mnilestone have been nmet. Under each
contract, the nmilestones are defined, substantive effort is required to
achieve the mlestone, the anmount of the non-refundable nilestone paynent
is reasonable, comensurate with the effort expended, and achi evenment of
the mlestone is reasonably assured.
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NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONTI NUED)
REVENUE RECOGNI TI ON ( CONTI NUED)

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

Revenues derived from royalties to the extent that they cannot be
reasonably estinated are recogni zed when the paynment is received.

Revenues earned under manufacturing agreenents with other pharnaceutical
conpani es are recogni zed when product is shipped.

TREASURY STOCK
The Conpany records common shares purchased and held in treasury at cost.
FAI R 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
amounts of noncurrent assets are reasonable estimates of their fair val ues
based on nmanagenent's evaluation of future cash flows. The long-term
liabilities are carried at anobunts that approximte fair value based on
borrowing rates available to the Conpany for obligations wth simlar
terns, degrees of risk and remaining maturities.

STOCK- BASED COVPENSATI ON

Beginning with stock options and warrants granted in 2003, the Conpany has
accounted for stock-based conpensation in accordance with the provisions
of SFAS No. 123, "Accounting for Stock-Based Conpensation," which provided
gui dance for the recognition of conpensation expense as it related to the
i ssuance of stock options and warrants. |In addition, the Conpany adopted
the provisions of SFAS No. 148, "Accounting for Stock-Based Conpensation -
Transition and Disclosure - an amendment of SFAS No. 123." SFAS No. 148
amended SFAS No. 123 to provide alternative nethods of transition for a
voluntary change to the fair value based nethod of accounting for
st ock- based enpl oyee conpensation provided by SFAS No. 123. As pernitted
by SFAS No. 148, the Conpany has adopted the fair val ue nethod recomrended
by SFAS No. 123 to effect a change in accounting for stock-based enployee
conpensation. In addition, the Conpany adopted the provisions of SFAS No.



123R, "Share-Based Paynent," which revised SFAS No. 123 to require all
share-based paynents to enployees, including grants of enployee stock
options, to be recognized based on their fair val ues.

RECENTLY | SSUED ACCOUNTI NG PRONOUNCEMENTS

FASB Statenent No. 123 (R), "Share Based Paynent" ("FASB No. 123 (R")
requires all entities to recognize conpensation expense in an anount equal
to the fair value of share based paynents nmade to enpl oyees, anong other
requirements. Under the fair value based nethod, conpensation cost is
neasured at the grant date based on the fair value of the award and is
recogni zed on a straight-line basis over the award vesting period. The
Conpany previously adopted FASB No. 123 (R) during the year ended March
31, 2003.

Accordingly, share based paynents issued to officers, directors and
vendors are nmeasured at fair value and recognized as expense over the

rel ated vesting periods.

The conpensation expense recognized for the years ended March 31, 2007,
2006 and 2005 was $3, 479,070, $902,927 and $1, 008, 850, respectively.

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

MARCH 31, 2007, 2006 AND 2005

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

RECENTLY | SSUED ACCOUNTI NG PRONOUNCEMENTS ( CONTI NUED)

I'n June 2006, the Financial Accounting Standards Board ("FASB") issued
FASB Interpretation No. 48, "Accounting for Uncertainty in Incone Taxes,"
an interpretation of FASB Statement No. 109 ("FIN 48"), which provides
criteria for the recognition, neasurenent, presentation and disclosure of
uncertain tax positions. A tax benefit froman uncertain position may be
recognized only if it is "nmore likely than not" that the position is
sustainable on its technical nmerits. The provisions of FIN 48 are
effective for fiscal years beginning after Decenber 15, 2006. The Conpany
does not expect FIN 48 will have a material effect on its consolidated
financial condition, results of operations or cash flows.

In Septenmber 2006, the FASB issued FASB Statement No. 157 "Fair Val ue
Measurenents” ("FASB No. 157") which relate to the definition of fair
val ue, the nmethods wused to neasure fair value, and the expanded
di scl osures about fair value neasurenents. The provisions of FASB No. 157
are effective for financial statements issued for fiscal years beginning
after November 15, 2007. The Conpany does not expect this statement to
have a material effect on its consolidated financial condition, results of
operations or cash flows upon adoption.

In Septenber 2006, the SEC issued Staff Accounting Bulletin 108,
"Considering The Effects OF Prior Year Msstatenents Wen Quantifying
M sstatenents In Current Year Financial Statenents", which provides
gui dance regarding the process of quantifying financial statenents
m sstatements for the purpose of materiality assessnent. The provisions
are effective for fiscal years ending on or after November 15, 2006. This
bulletin did not have a material effect onits consolidated financial
condition, results of operations or cash flows upon adoption.

In February 2007, the FASB issued FASB Statenent No. 159, "The Fair Val ue
Option for Financial Assets and Financial Liabilities, including an
amendnent of FASB Statement No. 115," ("FASB No. 159") which pernits
entities to choose to nmeasure many financial instruments and certain other
itenms at fair value that are not currently required to be measured at fair
value. The objective is to inprove financial reporting by providing
entities with the opportunity to mtigate volatility in reported earnings
caused by nmeasuring related assets and liabilities differently without
having to apply conplex hedge accounting provisions. FASB No. 159 is
expected to expand the use of fair value neasurenent, which is consistent
with the Board's long-term neasurenent objectives for accounting for
financial instruments. FASB No. 159 also establishes presentation and
di scl osure requirements designed to facilitate conpari sons between
entities that choose different nmeasurenent attributes for simlar types of
assets and liabilities. FASB No. 159 does not affect any existing
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accounting literature that requires certain assets and liabilities to be
carried at fair value. FASB No. 159 does not establish requirements for
recogni zing and neasuring dividend income, interest income, or interest
expense. FASB No. 159 does not eliminate disclosure requirenents included
in other accounting standards, including requirenents for disclosures
about fair value neasurenents, included in FASB Statements No. 157, "Fair
Val ue Measurerents, and No. 107, Disclosures about

ELI TE PHARVACEUTI CALS, | NC. AND SUBSI DI ARI ES
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MARCH 31, 2007, 2006 AND 2005

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

RECENTLY | SSUED ACCOUNTI NG PRONOUNCEMENTS ( CONTI NUED)

Fair Value of Financial Instruments.” FASB No. 159 is effective as of the
begi nning of an entity's first fiscal year that begins after Novenber 15,
2007. The Conpany has not yet conpleted its assessnment of the inpact upon
adoption of FASB No. 159 on its consolidated financial condition, results
of operations or cash flows.

RECLASSI FI CATI ONS
Certain accounts and anpunts in the 2005 and 2006 financial statenents

have been reclassified in order to conform with the 2007 presentation.
These recl assifications have no effect on net incone.

NOTE 2 - MANAGEMENT' S LI QUI DI TY PLANS

<PACE>

The Conpany reported net |osses of $11,803,512, $6,883,914 and $5, 906, 890
for the fiscal years ended March 31, 2007, 2006 and 2005, respectively. At
March 31, 2007, the Conpany had an accunul ated deficit of approximtely
$62.8 nillion, consol i dat ed assets of approximately $9.7 nillion,
stockhol ders' equity of approximately $3.5 nillion, and working capital of
approximately $1 million. The Conpany has not generated any significant
revenue to date. During 2006, the Conpany raised $8,792,669 of net
proceeds fromthe sale of Series B Preferred Stock.

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

manuf acturing of oral controlled-release products. It will continue to
develop generic versions of controlled release drug products w th high
barriers to entry and assist partner conpanies in the life cycle

managenent of products to inprove off patent drug products. The Conpany
has two products currently being sold cormercially and a pipeline of seven
products under devel opnent.

As of March 31, 2007, the Conpany's principal source of liquidity was
approxi mately $2,045,000 of cash and cash equivalents. The Conpany nay
al so receive funds through the exercise of outstanding stock options and
warrants in addition to funds that nay be generated fromthe potential
sal e of New Jersey tax |losses. There can be no assurance that proceeds

from the sale of the tax losses and from the exercise, if any, of
outstanding warrants or options will be material.
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NOTE 2 - MANAGEMENT' S LI QUI DI TY PLANS ( CONTI NUED)

The Conpany retained an investnment banking firmin 2006 to assist the
Conpany in connection wth potential acquisitions, strategic alliances
with other pharmaceutical conpanies, advice to future financings and
introductions to key parties in capital markets.

As result, during April 2007, the Conpany raised approximtely $13, 900, 000
of net proceeds fromthe sale of Series C Convertible Preferred Stock.



Managenment plans to use these net proceeds over the next

twelve to

fourteen nonths to fund its research and devel opnent activities as well to

fund its continuing investment in Novel Laboratories, Inc.

See "Note 11 - Subsequent Events" for description of Series C 8%

Convertible Preferred Stock.

There is no assurance that the Conpany's business strategy wll be
successfully inplemented, however with the Conpany's existing working
capital levels, it will be able to continue operations at |east through

the end of fiscal 2008.

NOTE 3- PROPERTY AND EQUI PMENT

Property and equipnent at Mrch 31, 2007 and 2006 consists of the
fol | owi ng:
<TABLE>
<CAPTI ON\>
2007 2006
<S> <C <C
Laborat ory manufacturing, and warehouse equi pnent $5, 216, 272 $3, 763, 163
O fice equi prent 88, 397 32,981
Furniture and fixtures 51, 781 51, 781
Transportation equi pnent 4,500 --
Land, building and inprovenents 2,385,401 2,349, 459
Equi prent under capital |ease 168, 179 168, 179
7,914,530 6, 365, 563
Less: Accunul ated depreciation and anortization 2,460, 504 2,056, 594
$5, 454, 026 $4, 308, 969
</ TABLE>

<PACE>

Depreci ation and anortization expense ambunted to $403,698, $333,748 and
$300, 303 for the years ended March 31, 2007, 2006 and 2005, respectively.

F-16

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

MARCH 31, 2007, 2006 AND 2005

NOTE 4 - | NTANG BLE ASSETS

I ntangi bl e assets at March 31, 2007 and 2006, consist of the follow ng:

2007 2006
Patent s $151, 300 $145, 830
Trademar ks 8,120 8,120
159, 420 153, 950
Less: Accunul ated anortization 116, 611 94, 493
$ 42,809 $ 59, 457

Anortization of intangible assets ampunted to $22,118, $21,727 and $21, 012
for the years ended March 31, 2007, 2006 and 2005, respectively.

NOTE 5 - LONG TERM DEBT

On Septenber 2, 1999, the Conpany conpleted the issuance of tax exenpt
bonds by the New Jersey Econonic Developnent Authority ("NJEDA" or the
"Authority"). The aggregate proceeds fromthe issuance of the fifteen year
term bonds was $3,000,000. Interest on the bonds accrues at 7.75% per
annum A portion of the proceeds were used by the Conpany to refinance its
I and and building, and the renaining proceeds were intended to be used for
the purchase of manufacturing equi prent and buil ding inprovenents.

On August 31, 2005, the Conpany successfully conpleted a refinancing of
the 1999 bond issue through the issuance of new tax-exenpt bonds (the
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"Bonds"). The refinancing involved borrowing $4,155,000, evidenced by a
6.5% Series A Note in the principal anount of $3,660,000 maturing on
Septenber 1, 2030 and a 9% Series B Note in the principal amunt of
$495, 000 maturing on Septenber 1, 2012. The net proceeds, after payment of
i ssuance costs, were used (i) to redeemthe outstanding tax-exenpt Bonds
originally issued by the Authority on Septenber 2, 1999, (ii) refinance
ot her equi pment financing and (iii) for the purchase of certain equi pnent
to be used in the manufacture of pharmaceutical products.

Interest is payable semiannually 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 Notes proceeds and
$49,500 fromthe Series B Notes proceeds. The Debt Service Reserve is
maintained in restricted cash accounts that are classified in Qher
Assets. $1,274,311 of the proceeds had been deposited in a short-term
restricted cash account to fund the purchase of manufacturing equipnent
and
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NOTE 5 - LONG TERM DEBT ( CONTI NUED)
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devel opnent of the Conpany's facility. As of March 31, 2007, all of these
proceeds were utilized to upgrade the Conpany's nmanufacturing facilities
and for the purchase of manufacturing and | aboratory equi prent.

Bond issue costs of $354,000 were paid fromthe bond proceeds and are
bei ng anortized over the life of the bonds. Anortization of bond financing
costs anpunted to $14,178 and $7,000 for the years ended March 31, 2007
and 2006, respectively.

Bond i ssue costs of the 1999 bonds were being anortized over the term of
those bonds. Such anortization anobunted to $5,500 and $13,190 in the years
ended March 31, 2006 and 2005, respectively. Upon the refinancing the
remai ning unanortized issue costs of $118,712 were charged to expenses.

As of March 31, 2007, $1, 274,311 has been requisitioned and deposited into
operating accounts to fund the purchase of equipnent and to upgrade and
manufacturing facility.

Bond financings consisted of the follow ng at March 31:

2007 2006
Refinanced NJEDA Bonds $ 3,980, 000 $ 4,155, 000
3, 980, 000 4, 155, 000
Current portion (185, 000) (175, 000)
Long termportion, net of current maturities $ 3,795, 000 3, 980, 000
Maturities of Bonds for the next five years follow
YEAR ENDI NG MARCH 31, AMOUNT
2008 $ 185, 000
2009 200, 000
2010 210, 000
2011 225, 000
2012 245, 000
Thereafter 2,915, 000
$ 3,980, 000
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In 2004, the Conpany entered into a loan and financing agreenent to
purchase machinery and equipnent. The $400,000 |oan was payable in 36
monthly installnents of $13,671, each, including principal and interest at
14% annum As part of the agreenent, the Conpany issued to the lender's
desi gnees 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 off the
unpai d portion of the |oan.

NOTE 6 - | NCOVE TAXES
The conponents of the provision for income taxes are as foll ows:

YEAR ENDED MARCH 31,

2007 2006 2005
Federal :
Current $  -- $ -- $  --
Def erred -- .- .-
State:
Current 1,770 1, 000 1, 000
Def erred -- -- .-
1,770 1, 000 1, 000
$1, 770 $1, 000 $1, 000

During the years ended March 31, 2007, 2006 and 2005 the Conpany received
approval for the sale of an additional $4, 818,122, $2,798,478 and $2, 628, 257 of
New Jersey net-operating |osses under the Technol ogy Tax Certificate Transfer
Program sponsored by the New Jersey Economic Devel opnent Authority (NJEDA). The
total tax benefits received during the years ended March 31, 2007, 2006 and 2005
were $377,259, $219, 121 and $205,792, respectively and are recorded as other
income in the statenents of operations.
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The maj or conponents of deferred tax assets at March 31, 2007 and 2006 are
as follows:

2007 2006
Net operating loss carry forwards $ 11, 733, 884 $ 10, 785, 800
Val uation al |l owance (11, 733, 884) (10, 785, 800)
$ -- $ --

At March 31, 2007 and 2006, a 100% val uation allowance is provided, as it
is uncertain if the deferred tax assets will provide any future benefits
because of the wuncertainty about the Conpany's ability to generate the
future taxabl e income necessary to use the net operating | oss
carryforwards. The valuation allowance increased during 2007, 2006 and
2005 by $948, 084, $2,363,575 and $1, 685,889, respectively.



At March 31, 2007, for federal income tax purposes, the Conpany has unused
net operating |oss carryforwards of approximately $36,816,851 expiring in
2008 through 2022. For state tax purposes, the Conpany has $15, 835, 173 of
unused net operating |osses, which are net of the $19, 784,360 of the New
Jersey net-operating |osses sold, as discussed above.

NOTE 7 - COVM TMENTS AND CONTI NGENCI ES

<PACE>

EMPLOYMENT AGREEMENTS

On  Septenmber 2, 2005, the Conmpany entered into an anmended and restated
enpl oynent agreenent wth Bernard J. Berk, providing for M. Berk to
continue to serve as the Conpany's Chief Executive Oficer through August
31, 2009. The Enploynment Agreenment also provides for an annual bonus as
determined by the Conpensation Conmittee of the Conpany's Board of
Directors. Pursuant to the agreenent:

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

- M. Berk's salary was increased to $330, 140, effective May 1, 2005.

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

grant.
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EMPLOYMENT AGREEMENTS ( CONTI NUED)

- M. Berk will be entitled to receive severance in accordance wth
the enployment agreement if he is terminated wthout cause or
because of his death or permanent disability or if he terminates his
enpl oynent for good reason or as a result of a "change of control"
(as defined in the enploynent agreenent).

The Conpany on Novenber 13, 2006 entered into (i) the Second Anended and
Restated Enploynment Agreenment with M. Bernard Berk ("Berk"), its Chief
Executive Officer and Chairman of the Board of Directors (the "Berk
Agreement"); (ii) an enploynent agreenent with Dr. Charan Behl ("Behl") as
Executive Vice President and Chief Scientific Oficer; and (iii) an
enpl oynent agreement wth M. Chris Dick ("Dick") as Executive Vice
Presi dent of Corporate Devel opnent.

The enploynent agreenent wth Dr. Behl was subsequently anended and
restated on February 9, 2007, under which Dr. Behl's position was changed
fromChief Scientific Oficer to Head of Technical Affairs and he is to
report to our Chief Executive O ficer, Chief Scientific Oficer and any
addi tional executive officer designated by the Board of Directors.

The Berk Agreement provides for a base annual salary of $330,140 (his
current salary) which may at the discretion of the Board of Directors be
increased in light of factors including the existing financial condition
of the Conpany and his success in inplenenting the Conpany's business plan
and achieving its strategic alternatives. He is to continue to receive an
autonpbil e allowance of $800 per nonth. The Behl and Dick Agreenents
provide for an initial base annual salary of $250,000 and $200, 000,
respectively, a guaranteed bonus of $25,000 payable on January 1, 2007 and
within 30 cal endar days of the end of each fiscal year during the term and
a $700 per nonth autonpbile allowance.

Each of the three agreenents provides for paynent of a discretionary bonus
follow ng the end of each fiscal year of up to 50% of the executive's then
annual base salary. The anmount, if any, of the discretionary bonus will be
determined by the Conpensation Conmittee as to Berk and by the Board of
Directors or a Conpensation Comrmittee as to Behl and Dick. Berk's bonus is
to be based on any commrercialization of products, nerger or acquisition,
busi ness conbi nation or collaborations, growth in revenues and earnings,
addi tional financings or other strategic business transaction that inure
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to the benefit of the Conpany's stockholders. The bonus, if any, may be
paid in cash or shares of Common Stock, valued at the closing price of the
Common Stock on the immediately preceding trading day. The discretionary
bonus which nay be paid to Behl or Dick is to be based on the achievenent
of goals discussed with the executive in good faith and wthin a
reasonable time following the comencenent of each fiscal year and may be
paid in cash or shares of the Conpany's Common Stock val ued at the average
of the closing price per share during the five trading days imediately
preceding the date of issuance of the shares.
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EMPLOYMENT AGREEMENTS ( CONTI NUED)

Each of Behl's and Dick's agreenent provides for the grant under the 2004
Stock Option Plan (the "2004 Plan") to the executive at an exercise price
of $2.25 of options to purchase 250,000 shares. The Berk, Behl and Dick
Agreenments each provide for the grant to the executive of options at the
foregoing exercise price to purchase up to 300,000 additional shares (the
"Opioid Product Options") which are to vest in two 150,000 share tranches
upon the closing of an exclusive product |Ilicense for the United States
nati onal nmarket, the entire European Union Market or the Japan market or a
product sale transaction of all the Conpany's ownership rights in the
United States (only once for each product) for the Conpany's first drug
devel oped by the Conmpany for which the United States Food and Drug
Administration (the "FDA") approval wll be sought under a NDA (including
a 505(b) (2) application) for oxycodone, hydrocone, hydr onor phone,
oxynor phone, or norphine ("Non-Generic Opioid Product") as to the first
tranche and as to the Conpany's second Non-Generic Opioid Drug for the
second tranche. The Berk Agreenent provides for the anmendment of the
vesting of options as to 400,000 shares which had been granted on
Sept enber 2, 2005 to Berk at an exercise price of $2.69 per share ("Berk's
Previous Ml estone Options") and the Behl and Di ck Agreenents provides for
the grant of options at the exercise price of $2.25 per share for each of
Behl and Dick as to 200,000 shares (collectively along with Berk's
Previous Ml estone Options, the "Mlestone Options") with the MIestone
Options of each of the three executives to vest (A) as to not nore than
125,000 shares and 75,000 shares, respectively, upon the comencenent of
the first Phase Il clinical trial relating to the first and then the
second Non- Generic Opioid Drug devel oped by the Conpany; (B) 50,000 shares
upon the closing of each product |icense or product sale transaction (on a
product by product basis and only once for each product) other than
Non- Generic Opioid Drugs for which options were granted above; (C) 10,000
shares upon the filing by the Conpany (in the Conpany's nane) with the FDA
of either an ANDA or an NDA (including an application filed with the FDA
under Section 505(b)(2) of the Federal, Food, Drug, and Cosnetic Act, 21
U S.C. Section 301 et seq.) (collectively, a "NDA"), for a product not
covered by a previous FDA application; (D) 40,000 shares upon the approval
by the FDA of any ANDA or NDA (filed in the Conpany's nane) for a product
not previously approved by the FDA; (E) 25,000 shares upon the filing of
an application for a U S. patent by the Conpany (in the Conpany's nane);
and (F) 25,000 shares upon the granting by the U S. Patent and Tradenark
O fice (the "PTO') of a patent to the Conpany filed in the Conpany's nane
or an approval of an ANDA or NDA; provided, however the foregoing options
termnate upon the executive's termnation of enploynment except that
options under (D) and (F) nevertheless vest if the filing was nmade during
the initial termbut prior to term nation of the executive's enploynent by
the Conpany without cause and the approval was nmade within 540 days of the
filing of the ANDA, NDA or patent application.
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NOTE 7 - COVM TMENTS AND CONTI NGENCI ES ( CONTI NUED)
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EMPLOYMENT AGREEMENTS ( CONTI NUED)

The Conpany also agreed that in the event that as to Berk all of the
options to purchase the full 400,000 Berk's Previous M| estone Options has
fully vested during the initial termof the agreenent and as to each of
Behl and Dick all 200,000 Mlestone Options have fully vested during the
initial termof his agreement, the Conmpany will grant under the Plan to
the executive at the end of the first current fiscal year in which the
following event occurs fully vested additional options to purchase the
following shares at the fair narket value on the date of grant (the
"Additional Mlestone Options"): (a) to the extent not previously vested
with respect to his conparable MIlestone Options: (i) up to 125,000 shares
upon the comencenent of the first Phase Il clinical trial relating to
the first Non-Generic Opioid Drug devel oped by the Conpany and (ii) up to
an additional 125,000 shares as to such trial relating to the second
Non- Generic Opioid Drug devel oped by the Conpany, (b) 50,000 shares upon
the closing of each product Ilicense for the United States national market
or product sale transaction of all ownership rights (on a product by
product basis and only once for each product); (c) 10,000 shares upon the
filing by the Conpany (in the Conpany's nanme) with the FDA of either an
ANDA or NDA for a product not covered by a previous FDA application for
each drug product of the Conpany, other than the Non-Generic Opioid Drugs
for which any Opioid Option was granted under the Agreenent; (d) 40,000
shares upon the approval by the FDA of any ANDA, NDA or 505(b)(2)
application filed in the Conpany's name for a product not previously
approved by the FDA; (e) 25,000 shares in the event of the filing of an
application of an additional U S. patent by the Conpany (filed in the
Conpany's nane); and (f) 25,000 shares in the event of the granting by the
PTO of the foregoing additional patent applications to the Conpany (filed
in the Conpany's nane).

The Berk Agreement acknow edges that Berk holds previously granted fully
vested incentive stock options to purchase 725,000 shares, of which
300, 000 vested options are exercisable at $2.01 per share, 225,000 vested
options are exercisable at $2.15 per share and 100, 000 vested options are
exerci sable at $2.69 per share, and the remaining 100,000 options, which
vest on Septenber 2, 2007, are exercisable at $2.69 per share.

Each enpl oynent agreenent allows the Conpany at its discretion to grant to
the executive additional options wunder the 2004 Plan and provides each
executive the right to register at the Conpany's expense for reoffering
shares issued upon exercise of the options wunder the Securities Act of

1933, as anended, in certain registration statements filed by the Conpany
with respect to offerings of securities by the Conpany.
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Berk's Agreenent, as did his Anended and Restated Enploynment Agreenent,
provides that if the Conpany termnates his enployment due to his
permanent disability, without cause or he term nates his enploynent for
good reason, Berk shall be entitled to the following severance: (i) any
earned but unpaid base salary plus any unpaid rei nbursabl e expenses as of
the effective date of termnation of his enployment, (ii) the then-current

base salary and reinbursement of the cost to replace the life and
disability insurance coverages afforded to Berk under the Conpany's
benefit plans wth substantially simlar coverages, following the

effective date of termination of his enploynent, for a period equal to the
greater of (x) the remainder of the then-current term or (y) two years
following the effective date of termnation and (iii) paynent by the
Conpany of premuns for health insurance for the period during which Berk
is entitled to continued health insurance coverage as specified in the
Conprehensive Omibus Budget Reconciliation Act. In the event that the
Conpany term nates Berk's enploynent because of his permanent disability,
Berk is to be entitled to the severance specified above, |ess any anmounts
actually received by himunder any disability insurance coverage provided
for and paid by the Conmpany. In the event that the Conpany term nates



Berk's enployment for cause or Berk terminates his enploynent wth the
Conpany w thout good reason, Berk shall be entitled to any earned but
unpaid base salary plus any unpaid reinbursable expenses as of the
effective date of termination of his enploynent.

Berk's Agreenent, as did his prior agreenent, provides that in the event
of a change of ~control in lieu of any severance that may otherwi se be
payable to himif Berk elects to terminate his enploynment for any reason
within 90 days thereof, or the Conpany elects to terminate his enpl oynment
within 180 days thereof, other than for cause, he is to be entitled to the
following: (i) any earned but wunpaid base salary plus any wunpaid
rei nbursabl e expenses as of the effective date of termination of his
enpl oyment, (ii) $1,000,000, (iii) the then-current base salary for a
period of 12 nonths following the effective date of termnation, (iv)
rei mbursenent of the cost, for a period equal to 12 nonths follow ng the
effective date of termnation, of replacing the life and disability
i nsurance coverage afforded to Berk under the Conpany's benefit plans with
substantially simlar coverage and (v) paynent by the Conpany of prem unms
for health insurance for the period during which Berk is entitled to
continued health insurance coverage as specified in the Conprehensive
Omi bus Budget Reconciliation Act.

Each of Behl's and Dick's Agreenments provide that in the event the Conpany
termnates his enploynment for "Cause" as defined in the agreenent or the
executive termnates enploynent wthout good reason, he is to receive
sal ary through date of termination, reinbursement for expenses incurred

prior to termnation, all unvested options will ternmnate as of the date
of termnation and vested options wll be governed by the terms of the
2004 Plan and the rel ated option agreenent. |In the event of a termnation

due to death, disability or by the Conpany without cause or by Behl or
Dick for good reason, the Conpany is to pay himor his estate subject to
his conpliance with certain covenants, i ncl udi ng non- conpetition,
non-solicitation, confidentiality and assignnent of intellectual property,
his base salary for the Ionger of the balance of the initial termor one
year fromdate of
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termnation, continue health insurance coverage for 12 nonths from
termnation and his vested options are to be exercisable for 90 days from
date of termination. Dr. Behl's anended agreenent provides that the
definition of "cause" has been anmended to include a determination by the
Board of Directors, inits sole discretion, that the enploynent of Dr.
Behl should termi nate, provided that such termnation will be effective on
the 30th day after the witten notice to Dr. Behl of such determ nation.

In the event the enploynent of Behl or Dick is term nated by the Conpany
followi ng a "Change of Control" of the Conpany, he will be entitled to the
ambunts payable as a result of termination by the Conpany without cause

plus a lump sum paynment of $500,000 and all unvested options shall
i medi ately vest and along with unexercised vested options be exercisable
within 90 days fromthe date of termnation. "Change of control" is

defined in each of their agreements as the acquisition of the Conpany
pursuant to a merger or consolidation which results in the reduction to
| ess than 50% of the shares outstanding upon consunmation of the hol ders
of its outstanding shares i medi ately prior thereto or sale of
substantially all the assets or capital stock of the Conpany to another
person, or the acquisition by a person or a related group in a single
transaction or a series of related transaction of nore than 50% of the
conbi ned voting power of the Conpany's outstanding voting securities.

Berk's Agreenent contains his non-solicitation covenant for a period of
one year fromtermnation. Each of Behl and Dick has agreed to a one-year
following termnation non-conpetition covenant and a two year follow ng
term nation non-solicitation covenant.

The executives are to be reinbursed for expenses (including business,
travel and entertainnent) reasonably incurred in the performance of his
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duties, with Behl's and Dick's agreenments providing that reinbursenent of
expenses in excess of $2,000 per nonth are subject to the approval of the
Conpany's Chief Executive Officer. Each of the executives is entitled to
participate in such enployee benefit and wel fare plans and prograns, which
may be offered to senior executives of the Conpany including life
insurance, health and accident, nedical plans and prograns and profit
sharing and retirenment plans.

Each enpl oynent agreenent is for an initial term ending Novermber 13, 2009,
subject to autonatic one-year renewals unless terminated by the executive
or the Company upon at |east 60 days notice prior to the end of the then
schedul ed expiration date. The Conpany has the right to term nate Berk's
enmploynent in the event of his inability to performwork due to physical
or nmental illness or injury for nine full calendar nonths during any eight
consecutive calendar nonths. It has the right to ternminate Behl's or
Dick's enploynment due to disability as defined in a long-term disability
i nsurance policy reasonably satisfactory to himor, in the absence of such
policy, due to his inability for 120 days in any 12 nonth period to
substantially perform his duties as a result of a physical or nental
illness.
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ALLI ANCE AGREEMENT

On Decenber 6, 2006, the Conmpany entered into a Strategic Alliance
Agreenment (the "ALLI ANCE AGREEMENT") with Dr. Veerappan S. Subramani an
("VS") and VGS Pharma, LLC, a Delaware linmted liability conmpany ("VGS"),
under which (i) VS was appointed to the Conpany's Board of Directors, (ii)
VGS made a $2,000,000 equity investnment in the Conpany, (iii) VS was
engaged to serve as strategic advisor on the research, developnent and
commerci al i zati on of the Conpany's existing pipeline, (iv) the Conpany and
VGS formed Novel Laboratories Inc., a Delaware corporation ("Novel"), as a
separate specialty pharnmaceutical conmpany for the research, devel oprent,
manuf acturing, |icensing, acquisition and marketing of specialty generic
pharmaceuticals, and (v) the Conpany contributed $2,000,000 to Novel and
agreed to neke additional contributions.

Pursuant to the Alliance Agreenent, Novel entered into an enploynent
agreenent with VS and the Conpany entered into (i) an Advisory Agreenent
with VS, (ii) a Registration Rights Agreenent with VGS and VS, and (iii) a
St ockhol ders Agreenent with VS, VGS and Novel .

The specialty pharnaceutical product initiative of the strategic alliance
between the Conpany and VSis to be conducted by Novel of which the
Conpany acquired 49% and VGS acquired 51%of its Cass A Voting Commpn
Stock for $9,800 and $10,200 respectively. Pursuant to the Alliance
Agreenent, VGS acquired for $2,000,000: (i) 957,396 shares of Conpany's
Common  Stock (the "Acquired Conpany Shares") valued at approxinately
$2. 089 per share (the average closing price of the Common Stock during the
ten trading days on the American Stock Exchange inmmediately preceding
Decenber 6, 2006) and (ii) a five year Warrant to purchase 478,698
addi tional shares (the "Warrant Shares"), for cash, at a price of $3.00
per share.

The Conpany initially contributed $2,000,000 to Novel and nmade additi onal
contributions of  $5, 000, 000 through June 15, 2007. The remaining
contributions to be made by the Conpany shall be funded in the anmounts and
upon the occurrence of the following milestones (i) $10,000,000 upon the
submi ssion to the FDA of three ANDAs related to three di fferent
prospective products developed by Novel and (ii) $10, 000,000 upon the
submi ssion to the FDA of three ANDAs related to at |east three additional
different prospective products developed by Novel; provided that the
aggregate contributions to be nade by the Conpany shall not exceed (i)
$15, 000,000 prior to Novenber 1, 2007 or (ii) $25,000,000 prior to May 1,
2008. The remmining contributions of the Conpany are not nonetary
obligations but rather <conditions that nust be net in order for the
Conpany to maintain its equity interest in Novel.
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ALLI ANCE AGREEMENT ( CONTI NUED)

In the event that (i) the Conpany defers for nore than 90 days the paynent
of a contribution installment due to Novel's failure to achieve a
Performance Mlestone, (ii) the Conpany fails to make a requisite
contribution follow ng Novel's achieving a Performance M|l estone or (iii)
Novel requires additional financing beyond anmpunts provided in the
Busi ness Plan or the additional contributions the Conpany has agreed to
provide, Novel may seek such financing through a subscription offering to
its Class A Stockholders and, to the extent not fully subscribed, from
third parties.

The Conpany agreed to use its best efforts to elect VS a nenber of its
Board of Directors as long as the Conpany and its "permtted transferees"
own at |east 40% of Novel's outstanding capital stock and VS is Chairnman
of the Board and Chief Executive Oficer of Novel.

Pursuant to an enploynent agreenent, Novel has agreed to enploy VS to
performhis duties three full business days a week as its Chief Executive
O ficer at a salary of $220,000 per annum wth bonuses and options to
purchase Novel's Commopn Stock to be granted at the discretion of Novel's
Board of Directors.

VS's enploynment may be ternminated for "Cause" or by VS for "CGood Reason",
with both such terns defined in the VS enpl oyment agreenent. Either party
may termnate the enpl oynent upon 30-busi ness days prior witten notice to
the other.

The stockhol ders agreenent provides that as long as each owns at |east 10%
of the shares of Class A Voting Comon Stock of Novel, each shall
designate one of the two Directors to constitute the Novel Board of
Directors, wth the VGS designee to be VS, unless otherwi se approved by
the Conpany. It prohibits the taking of certain actions w thout approval
of the two designees, including, but not limted to, amendnents of
charter, by-laws and other governance agreenents, spin-offs or public
of ferings of equity securities, a liquidation or dissolution, dividends,
aut hori zation or issuance of additional securities or options, bankruptcy,
a material change of the business or a Business Plan, approval of a
Business Plan and the yearly operating budget, creation of a security
interest, capital expenditures in excess of 110% of the anpunt provided in
the Business Plan, investnents in excess of the anobunts approved in the
Busi ness Plan, an increase or decrease of the Board; and any investnents
by VS in any "Conpetitive Conpany" or its affiliate.

It further provides that determ nation of "Cause" or the "Disability" of
VS under his enploynent agreenment shall be nade solely in the reasonable
di scretion of the Conpany designee.

Except for certain enunerated permitted transfers, the stockholders

agreenent provides that no transfer of Novel stock may be nade without the
consent of the other stockhol ders.

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

MARCH 31, 2007, 2006 AND 2005

NOTE 7 - COWM TMENTS AND CONTI NGENCI ES ( CONTI NUED)

ALLI ANCE AGREEMENT ( CONTI NUED)

In the event the Conpany fails to make required additional contributions,
VGS has the right to purchase fromthe Conpany at its original purchase
price that proportion of the shares of Novel Class A Commpn Stock



originally acquired by it equal to the proportion of the
addi tional contributions not made by the Conpany.

In the event of VS's resignation from Novel for other than Good
his termnation by Novel for Cause, or his death or disability as

required

Reason,
defined

in the Enpl oynent Agreenent, the Conpany has the right to acquire from VGS
up to 75% of the shares of Cass A Common Stock of Novel originally

acquired by it at the original purchase price; such percentage
reduced to 50% and 25% upon the first and second anniversary

to be
of the

agreenent and no reduction on the third anniversary, with a pro rata
portion of such reduction to be effected wupon the death or disability of

VS during the applicable period. Each of the Conpany and VGS has

a right

to acquire fromthe other at the then fair value, its shares of Novel upon

the bankruptcy, dissolution or [liquidation, a change of control

of the

other or, if as a result of such purchases at the original purchase price,

the percentage of Novel owned by such party is less than 10%

The agreenment subjects VS to a confidentiality covenant, a non-conpetition
covenant terminating one year following the end of the term and a
non-solicitation covenant terminating two years followi ng the end of the
term provided his termnation by Novel was not wi thout "Cause" or by VS

was with "Good Reason".

ADVI SORY AGREEMENT

The Advisory Agreenent obligates VS to provide advisory services to the
Conpany, including but not limted, to assist in the inplenentation of
current and new drug product developnent projects of the Conpany and
assisting in the Conpany's recruitment of additional R&D staff nmenbers. As
an inducement to enter into the agreement, the Conpany granted VS a
non-qualified stock option to purchase up to 1,750,000 shares of Conmmon
Stock (the "Option Shares") at a price of $2.13 per share. The option
vests in 250,000 share installnments, the first imediately, the second on
May 6, 2007, the third on Decenber 6, 2007, the fourth upon the Conpany's

acceptance of the Initial Business Plan of Novel, and the

ot her

install ments vesting on the acconplishment of certain mnilestones wth

respect to the first or second drug product developed by the

Conpany

(excluding drug products of Novel) on or after February 4, 2007, under the

advi sory services provided to the Conpany.
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The option termnates on Decenber 6, 2016, or 90 days following a
termnation of his advisory services to the Conpany or his enploynment by
Novel other than a termination without Cause or by VS for Good Reason or
48 nonths after the termnation of his advisory services under the
Advi sory Agreenent or his enploynment under the enploynent agreenent as a
result of: (i) a termnation by the Conmpany of the Advisory Agreenment or
by Novel of the enploynent agreenent w thout Cause or by VS without Good
Reason or (ii) the post-Decenber 6, 2007, termination of the termof the

Advi sory Agreenent or of the Novel enploynent agreenent.

Al  unvested options termnate upon the termnation of the Advisory
Agreement (other than a termination by the Conpany wi thout Cause or by VS
for Good Reason) or at such tinme as the Conpany and its pernmtted

transferees own in the aggregate | ess than 20% of the outstanding capital
stock of Novel, except to the extent the Conpany at its sole discretion
has determined that VS has provided substantial contribution to the
devel opnent of any drug product which would otherwise trigger the vesting

of options notwithstanding the failure to satisfy the foregoing 20%

threshol d.

The Conpany has granted certain rights to have the Acquired

Conpany

Shares, the Option Shares and Warrant Shares registered for reoffering
under the Securities Act of 1933, as anmended (the "Act"), including the
provi sion of one Registration Statement upon the demand of hol ders of 75%

of the Acquired Conpany Shares, Warrant Shares and Option Shares

and the

rights to have registered as part of a registration statenent related to
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an offering of common stock by the Conpany or other security holders. The
Conpany is to bear all reasonable expenses other than underwiting
di scounts and conmissions in connection wth the registration and
qual i fication under applicable state securities |aw.

CHI EF SCI ENTI FI C OFFI CER

On February 9, 2007, VS, a recently appointed director of the Conpany,
agreed to becone the acting Chief Scientific Officer of the Company and,
as such, will oversee all scientific activities and enpl oyees.

On the same date, the Conpany and Dr. Behl entered into an Arended and
Rest at ed Enpl oyment Agreenment under which Dr. Behl's position was changed
fromChief Scientific Oficer to Head of Technical Affairs and Dr. Behl
reports to the Chief Executive Officer, the Chief Scientific Oficer and
any additional executive officer designated by the Board. In addition, the
definition of "cause" has been anended to include a deternination by the
Board, in its sole discretion, that the enploynment of Dr. Behl should
termnate, provided that such termination wll be effective on the 30th
day after the witten notice to Dr. Behl of such determination.
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CONSULTI NG AGREEMENTS

On June 1, 2006, the Conpany entered into a one year consulting agreenment
with David Filer, whereby Dr. Filer is to provide financial advisory
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, wth an exercise price of $3.00 per
share.

REFERRAL AGREEMENTS

On January 29, 2002, the Conpany entered into a Referral Agreement with a

Director whereby the Conpany will pay referral fees based upon paynents
net of direct costs received by the Conpany from sales of products,
devel opnent fees, licensing fees and royalties generated as a direct

result of this Director identifying custoners for the Conpany. The
referral fee each year is roughly based on the percentages of from1%to
5% applied inversely to the total ambunt gross margins attributable to the
referrals. No anmounts had been earned through March 31, 2007.
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COLLABORATI VE AGREEMENTS

On March 30, 2005, the Conpany entered into a three party agreement with
Ti sh Technol ogies, Inc. and Harris Pharmaceuticals, |Inc. ("Harris") for
the co-devel opment and license of a controlled release generic product.
Upon its devel opment and the securing of the required FDA approval by the
formul ati on devel opnent conpany, the Conpany is to nanufacture the product

and Harris is to sell and distribute the product. In addition to the
transfer price for manufacturing the product, the Conpany is to share the
profits, if any, realized upon sales. The innovator's reference product

for this generic was originally a capsule. The innovator has now received
approval for an alternative dose form(a tablet rather than capsule) and
has di scontinued the original dose form VWile a reference product remains
for the capsule, the market opportunity has changes and this affects how
we mght comrercialize the capsule dosage form On June 19, 2006, the
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Conpany received witten notice fromHarris of Harris' intent to ternminate
the agreenment in accordance with Section 9.3 of the agreement. As the date
hereof, the Conpany has received $29, 700 for this devel opnent work.

On June 21, 2005, the Conpany and IntelliPharnmaCeutics Corp. ("IPC"),
entered into an agreenment for the devel opment and commercialization of a
controlled rel eased 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 December 12, 2005, whereby |IPC and a Canadi an
conpany with nmarketing and distribution capabilities in Canada, have
agreed to devel op and commercialize the product for Canada. The Conpany
and |PC will share their proceeds of commercialization in Canada on the
sane terms as in the June 21, 2005 Agreenent.

On June 22, 2005, the Conpany and PLIVA, Inc. ("Pliva"), now a subsidiary
of Barr Pharmaceuticals, Inc., entered into a Product Developnent and
Li cense Agreenent, providing for the development and license of a
controlled rel eased generic anti-infective drug fornulated by the Conpany.
The Conpany is to manufacture and PLIVA is to market and sell the product.
The devel opment costs are to be paid by PLIVA and the Conpany and the
profits are to be shared equally. PLIVAis to naeke nilestone paynents to
the Conpany.

On January 10, 2006, the Conpany entered into a Product Devel opnent and
Commercialization Agreement with Oit Laboratories LLC ("ORIT") providing
that the Conpany and Orit will co-devel op an extended rel ease drug product
for the treatment of anxiety, and upon conpletion of devel opnent,
commercialize the possibility of licensing the product for manufacture and
sale. The parties intend to devel op 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 agreement is for the longer of (i) 15 years fromthe
date the product is first comercially sold to a third party, or (ii) the
life of the applicable patent(s), if any. After the initial term the
agreenent is autonatically renewable for 3-year periods unless terninated
by either party by providing the other party with twelve (12) nonths
witten notice prior to any renewal period.
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COLLABORATI VE AGREEMENTS ( CONTI NUED)

On Novenber 10, 2006, the Conpany entered into a product collaboration
agreenment with The PharmaNetwork, LLC for the devel opment of the generic
equi valent of a synthetic narcotic analgesic drug product. TPNis to
perform devel opment services and prepare and file an ANDA in the nanme of
TPN with the FDA. The Conpany is to provide devel opnent support including

the purchase of active pharmaceutical ingredients and nmaterials and
supplies to manufacture the batch, provide adequate facilities to TPN for
use in its devel opment work and foll owi ng ANDA approval, The Conpany w ||

manuf acture the drug product devel oped. The Conpany is to pay TPN for the
devel opnent services rendered upon the attainnent of certain mnilestones.
The out-of-pocket costs are to be shared by TPN and the Conpany, wth
TPN' s obligation to be payable fromits royalty conpensation. Fornulation
devel opment work is currently underway.

The aforenentioned agreenments are in their infancy stages.

The Conpany is a party to two separate and distinct developnent and
license agreements with ECR Pharmaceuticals ("ECR'). Pursuant to the
agreenents, the Conpany agreed to comrercially develop two products,
Lodrane 24(R) and Lodrane 24D(R) in exchange for devel opnent fees, certain
paynents, royalties and manufacturing rights. The products are currently
being marketed by ECR which also has the responsibility for regulatory
matters. In addition to receiving revenues for nmanufacture of these
products, the Conpany al so receives a royalty on in-nmarket sales.
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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, each with a par value of $.01 per share.

LCSS PER COWON SHARE

Basic net |oss per coomon share has been calculated by dividing the net
loss by the weighted average nunber of shares outstanding 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:

<TABLE>
<CAPTI ON>
2007 2006 2005
VEI GHTED- \EI GHTED- \EI GHTED-
AVERAGE AVERAGE AVERACE
EXERCI SE EXERCI SE EXERCI SE
SHARES PRI CE SHARES PRI CE SHARES PRI CE
<S> <C <C <C <C <C <C
St ock options 6, 622, 500 $ 2.28 2,971, 250 $ 2.36 2,777,050 $ 2.16
Convertible
Preferred Stock 4,308, 885 $ 2.25 4,444, 444 $ 2.25
Warrants 6, 640, 446 $ 2.31 6,079, 199 $ 2.26 8, 035, 875 $ 2.69
17,571, 831 13, 494, 893 10, 312, 925
</ TABLE>
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SERI ES B 8% CONVERTI BLE PREFERRED STOCK

On March 15, 2006, the Conpany sold in a private placement 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 wth the issuance of the Series B Preferred Stock, the
Conpany al so issued two classes of warrants which are exercisable for a
period of five years and represent the right to purchase an aggregate of
1,111,111 shares of Conmpn 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 Commpbn 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 $7,966,971 was
used to determine the value of the 4,444,444 shares of the Conpany Common
Stock underlying the Series B Preferred Stock, or $1.7925 per share. Since
the value was $0.4774 lower than the fair market value of the Conmpany'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
di vidend and an increase to additional paid-in capital.

The Series B Preferred Stock accrues dividends at the rate of 8% per annum
on 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
October 1, payable in cash or shares of Common Stock (each valued at 95%
of the average of the value weighted average price (VMP) 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 adjustment) plus any
accrued but unpaid dividends thereon and any other fees or |iquidated
damages owi ng thereon upon the 1liquidation, dissolution or w nding-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 |Iaw. The Conpany may not without the prior affirmative vote of
hol ders of at least 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 anmend the
Preferred Certificate, (ii) authorize or create any class of stock ranking
as to dividends, redenption or distribution of assets upon a Liquidation
senior to or otherwise PARI PASSU with the Series B Preferred Stock, (iii)
amend its certificate of incorporation, bylaws or other charter docunents
in any manner that adversely affects any rights of the holders of the
Series B Preferred Stock, (iv) increase the authorized nunber of shares of
Series B Preferred Stock, (v) enter into any agreenment with respect to any
of the foregoing, (vi) other than Pernmitted |ndebtedness (as defined in
the Preferred Certificate) wuntil March 15, 2009, incur any indebtedness
for borrowed noney of any kind, (vii) other than Pernmitted Liens (as
defined in the Preferred Certificate) wuntil March 15, 2009, incur any
liens of any kind, (viii) repay or repurchase other than nore than a de
mnims nunber of shares of Commbn Stock or securities convertible or
exchangeabl e into Common Stock, other than as permitted by the Preferred
Certificate, (ix) pay cash dividends or distributions on any securities of
the Conpany junior to the Series B Preferred Stock or (x) enter into any
agreenent or understanding to effect the clauses (iii), (vi), (vii), or
(viii). Actions notwithstanding the above, the Conpany may 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 PARI PASSU with or junior to the
Series B Preferred Stock without the prior affirmative vote of hol ders of
at least 70% of the then outstanding 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 holders of
Preferred Stock are entitled to (i) liquidated damages, payable in cash,
and (ii) cash equal to the anpunt by which 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 hol der 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 in the

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
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Threshol d Period (as defined in the Preferred Certificate) of Commobn Stock
exceeded $5.38 (subject to adjustnent) and the volune for each tradi ng day
during such Threshol d Period exceeded 50,000 shares (subject to adjustnent
for forward and reverse stock splits, recapitalizations, stock dividends
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 anount equal to 130% of the stated

val ue, all accrued but unpaid dividends thereon and all |iquidated damages
and other ~costs, expenses or anpunts due in respect of the Series B
Preferred Stock (the "TRI GGERING REDEMPTION AMOUNT"). Upon certain

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

The Conpany may redeem all of the Series B Preferred Stock outstanding, at
any tinme 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 Iiquidated
damages and ot her anpunts 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 placenent through Indigo
Securities LLC, the Placenment 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 Conmmon
Stock. The Preferred Shares were acconpanied by warrants to purchase an
aggregate of 5,165,580 shares of Conmon Stock at exercise prices ranging
from$1.54 to $1.84 per share. The Conpany paid conmissions aggregating
$633,510 and issued five year warrants to purchase 494,931 shares of
Common Stock to the Placement Agent. The Conpany al so paid | egal fees and
expenses of the Agent's counsel of $75,000 and |egal fees and expenses of
one counsel for the investors in the private placenment 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 payabl e on Decenber 1 and June 1 of each year in

F- 36

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

MARCH 31, 2007, 2006 AND 2005

NOTE 8 - STOCKHOLDERS' EQUITY (DEFICIT) (CONTI NUED)
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cash or shares of Comon Stock. Holders were entitled to elect one
Director, were entitled to ten votes per share, and vote with the Comon
St ockhol ders as one class on all other nmatters. Each Preferred Share is
convertible into ten shares of Common Stock. The purchaser of the
Preferred Shares received for each Preferred Share acquired two Conmon
St ock Purchase Warrants, one exercisable on or prior to Decenber 31, 2005
(" SHORT- TERM WARRANTS") and the ot her 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 OCctober 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 Common 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 Common 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 Commpn Stock acconpanied by
Short Termand Long Term Wirrants to purchase at a price of $1.84 per
share an aggregate of 181,500 shares of Common Stock
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Pursuant to the Placenent Agent Agreenent, the Conpany issued to the
Pl acement Agent and its designees Long Term Warrants to purchase 357,495
shares of Commobn 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 Commpn Stock at a
price of $1.47 per share, respectively.

The Conpany has registered at its expense under the Securities Act of 1933
(the "ACT") for resale by the Investors of the shares of Commopn Stock
i ssuabl 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
placement are to bear a restrictive |egend against resale wthout
registration under the Act. The Preferred Shares and warrants were sold by
Conpany pursuant to the exenption from registration afforded by Section
4(2) of the Act and Registration D thereunder.

Dr. Charan Behl, the Conpany's Chief Scientific Advisor, purchased at
$12. 30 per share 20,000 Preferred Shares and received warrants to purchase
200, 000 shares of Common Stock. His paynment 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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COVMON STOCK TRANSACTI ONS

During the year ended March 31, 2007, 305 shares of Series B Preferred
Stock were converted into 135,555 shares of Common Stock.

Di vi dends accrued on Series B Stock through conversion date and March 31,
2007 were satisfied by the issuance of 1,318 and 371, 244 shares of Conmpn
St ock, respectively.

During the year ended March 31, 2007, 3,750 options expired, 65,500 were
forfeited and 59,000 options were exercised for gross proceeds of $88, 500.

On Decenber 6, 2006, the Conpany issued to VGS Pharna, LLC a five year
warrant to purchase 478,698 shares of Common Stock for cash at a price of
$3.00 per share, subject to adjustment wupon the occurrence of certain
events. The per share weighted value of the warrant to purchase 478,698
shares of Common Stock at $3.00 per share is $0.77. The warrant was val ued
usi ng the Bl ack-Scholes option pricing nmodel with the followi ng weighted
average assunptions: no dividend yield; expected volatility of 46.12%
risk free interest rate of 5% and expected life of 5 years. As a result,
a charge of $366,396 is reflected in the consolidated statement of
operations.

In addition, on Decenber 6, 2006, the Conpany granted to Veerappan
Subramanian ("VS"') an option to purchase up to 1,750,000 shares of the
Common  Stock at $2.13 a share. The option vests as to 250,000 shares
i medi ately and in subsequent 250,000 share installnments, with one vesting
on May 6, 2007, another on Decenber 6, 2007, a third upon acceptance of
the initial business plan of Novel, and the other installments vesting on
the acconplishment of certain mnilestones wth respect to the first or
second drug product devel oped by the Conpany (excluding drug products of
Novel ) on or after the 60th day after Decenber 6, 2006, under the advisory
services provided to the Conpany. The per share weighted-average fair
val ue of the option to purchase up to 1,750,000 shares of Commpn Stock
granted to VS is $1.36 a share for an actual charge of $2,380,000 which
wi Il be recognized over the vesting period of the instrument. The option
was val ued using the Bl ack-Schol es option pricing nodel with the foll ow ng
wei ghted average assunptions: no dividend yield; expected volatility of
46.12% risk free interest rate of 5% and expected life of 10 years.

VGS is a wholly owned subsidiary of Kali Capital, L.P., which is
control l ed by Kali Managenent, LLC ("KALI"), its general partner, and Kali
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is controlled by Anu Subramani an, its managi ng nenber and daughter of VS.
VS was subsequently appointed to the board of directors of the Conpany and
became the Conpany's Chief Scientific O ficer.

On July 12, 2006, the Conpany sold to Indigo Ventures, LLC ("Indigo") for
$150, 000 a warrant to purchase up to 600,000 shares of Commpbn Stock at
$3. 00 per share pursuant to the Financial Advisory Agreement with Indigo
(the "Advisory Agreenent"), of which 100,000 shares of Common Stock have
vested. The Advisory Agreenment has been anended and the warrant reduced
from 600, 000 to 300,000 shares of common stock.
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The following grants were nade under the Conpany's 2004 Stock Option Plan
in the year ended March 31, 2007:

On Novenber 21, 2006, the Conpany granted options to sixteen enployees to
purchase an aggregate of 66,500 shares of Common Stock with an exercise
price of $2.26 to vest over a period of three years fromgrant date.

On Novenber 13, 2006, the Conpany granted to Bernard Berk, the Conpany's
Chief Executive Oficer, according to terns of the Second Anmended and
Rest at ed Enpl oynent Agreenent additional stock options to purchase up to
300, 000 shares of the Conpany's Commpn Stock at $3.00 a share. See Note 7
Conmmi t ments and Contingencies - Enploynment Agreenents.

Addi tionally, under enploynent agreenents with each of Dr. Charan Behl,
Executive Vice President and Chief Scientific Oficer, and Chris Dick,
Executive Vice President of Corporate Devel opnent, the Conpany granted to
each, options to purchase up to 750,000 shares of Common Stock at $2.25 a
share. See Note 7 Conmitnents and Contingencies - Enploynent Agreenents.

On June 1, 2006, the Conpany entered into a one year consulting agreenent
with David Filer, whereby Dr. Filer is to provide financial advisory
services to the Conpany, in consideration of the grant of three year
options to purchase 10,000 shares of Common Stock, at a price of $3.00 per
share.

On May 3, 2006, the Conpany granted options to purchase 70,000 shares of
Common  Stock at a price of $2.26 per share to Mark Gttelman, its Chief
Financial Oficer. One-third of the options vest on each of May 3, 2007,
May 3, 2008 and May 3, 2009.

Bet ween February and October 2006, the Conpany granted ten year options to
twel ve enpl oyees to purchase an aggregate of 83,000 shares of Commobn Stock
with exercise prices ranging from$2.25 to $2.30 per share, which vest
over a period of three years fromgrant date.

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 Commpn
Stock, par value $0.01 upon the Corporation as a result of the Conpany's
witten notice to holders of Preferred Stock certifying that the Current
Market Price of the Commpbn 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 Common Stock for such 30 consecutive Trading Days
equal ed or exceeded 50,000 shares per day.
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Accordingly, the Corporation has issued an aggregate of 5,265,516 shares
of Commopn Stock with respect to the issuance of conversion shares and
dividend shares. Pursuant to the terns of an Exchange Ofer, the Conpany
sold on or before the expiration date of Decenber 31, 2005, an aggregate
of 735,674 shares of common stock upon the exercise for cash of Short Term
Warrants for aggregate gross proceeds of $1,172,912 and issued five year
Repl acement Warrants to purchase at a price of $3.00 per share an
aggregate 220,705 shares of the Conpany's Conmpn Stock. The Exchange Agent
recei ved cash comnmissions aggregating $76,418 and five-year placenent
warrants to purchase an aggregate of 25,473 shares of Common Stock at a
price of $3.00 per share. The remmining unexercised Short Term Warrants,
issued as part of the Private Placement in October 2004, expired on
Decenber 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 Commpn
St ock.

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 Conmmon 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
Cct ober, 2004.

On July 6, 2004, the Conpany issued 26,500 shares of Commpn Stock val ued
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 holder with "piggy-back" registration rights with respect
to the shares.
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WARRANTS
To date, the Conpany has authorized the issuance of Common Stock Purchase
Warrants, with terns of five to six years, to various corporations and
i ndividuals, in connection wth the sale of securities, |oan agreenents
and consulting agreements. 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:
<TABLE>
<CAPTI ON>
2007 2006 2005
<S> <C <C <C
Bal ance at begi nning of year: 6,079, 199 8, 035, 875 2,654, 239
Warrants issued 778, 698 220, 705 200, 000
Warrants issued pursuant to Placement Agent
Agreenent s -- 381, 028 519, 931
Warrants issued pursuant to Private Placenent -- 2,222,222 5, 165, 580
Pl acenent Agent Warrants Exercised -- -- (7,500)
Warrants exercised or expired (217, 452) (4,780, 631) (496, 375)
Endi ng bal ance 6, 640, 445 6,079, 199 8, 035, 875
</ TABLE>
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CLASS B WARRANTS

The Conpany's Class B Warrants originally issued in a private placenment in
Septenber 1998 expired on Novenmber 30, 2005, their anmended expiration
dat e.

NOTE 9 - STOCK OPTI ON PLANS

STOCK- BASED COVPENSATI ON

During the years ended March 31, 2005, 2006 and 2007 the Conpany issued
120,000, 969,200 and 3,779,500, respectively options to purchase Common
Stock to enpl oyees and to menbers of the board of directors. The options
have an exercise price ranging from$2.25 to $3.00 per share and all vest
over three years except 120,000 issued for year ended March 31, 2005 which
vested upon grant date, 75,000 issued for the year ending March 31, 2006
which vested pro-rata over a 6 nonth period and 750,000 issued for year
endi ng March 31, 2007 which vested upon grant date, 250,000 which vest in
6 nonths and 2,000,000 which vest based upon strategic events or
acconpl i shments of certain milestones. The options expire between five and
ten years fromthe date of grant. The Conpany has recorded conpensation
expense of $1, 008,850, $902,927 and $3,479,070 for the years ended March
31, 2005, 2006 and 2007, respectively, which represents the fair value of
the options vested conputed using the Bl ack-Scholes options pricing nodel

on each grant date.

<PACE>

ELI TE PHARVACEUTI CALS,

I'NC. AND SUBSI DI ARl ES

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

MARCH 31,

2007, 2006 AND 2005

NOTE 9 - STOCK OPTI ON PLANS ( CONTI NUED)

STOCK- BASED COMPENSATI ON ( CONTI NUED)

Under its 2004 Stock Option Plan and prior option
grant stock options to officers,
directors and
generally been granted at a price equal
Conpany's Conmon
options are granted with a vesting period of up to three years and expire
under the plans for the

the board of

val ue of the

ten years

fromthe date of grant.

sel ected enpl oyees,

advi sory board nenbers.

years indicated were as follows:

Stock at the

Transacti ons

date of

pl ans,
as well

All

grant.

t he Conpany nay
as nenbers of
options have
to or greater than the fair market
Generally,

<TABLE>
<CAPTI ON>
2007 2006
AVERAGE AVERAGE
W\EI GHTED VEI GHTED
EXERCI SE EXERCI SE
OPTI ONS PRI CE OPTI ONS PRI CE
<S> <C <C <C <C
Qut st andi ng at
begi nni ng of year 2,971, 250 $ 2.36 2,277,050 $ 2.16
Grant ed 3,779, 500 2.20 969, 200 2.74
Exer ci sed (59, 000) 1.50 (20, 000) 2.00
Expi r ed (69, 250) 2.31 (255, 000) 2.04
Qut standing at end
of year 6, 622, 500 $ 2.28 2,971, 250 $ 2.36

</ TABLE>

The followi ng table summarizes information about stock options outstanding

2005

2,417, 050
120, 000
(100, 000)
(160, 000)

2,277,050




at March 31, 2007:

<TABLE>
<CAPTI ON\>
WEI GHTED AVERAGE \EI GHTED-
REVAI NI NG AVERAGE
RANGE OF OPTI ONS CONTRACTUAL EXERCI SE
EXERCI SE PRI CE OUTSTANDI NG LI FE ( YEARS) PRI CE
<S> <C <C <C
$1.00 - $2.00 141, 000 .75 $1. 85
$2.01 - $3.00 6, 481, 500 8.44 2.28
$1.00 - $3.00 6,622, 500 7.77 $2.28
</ TABLE>
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The per share weighted-average fair value of each option granted during
fiscal 2007, 2006, and 2005 ranged from $1.36 to $1.39 during fiscal 2007,
$1.48 to $1.70 during fiscal 2006 and $1.91 during fiscal 2005 on the date
of grant using the Bl ack-Scholes options pricing nodel with the follow ng
wei ght ed- average assunptions; no dividend yield; expected volatility of
ranging from46.12%to 57.95%for fiscal 2007, expected volatility of
97.84% for fiscal year 2006 and 76.69% for fiscal year 2005; risk-free
interest rates of 5.00% in 2007, 4.18%in 2006 and 4.00%in 2005 and
expected lives ranging fromfive to ten years.

There are 888,500 options available for future grant under our Stock
Option Plan.

NOTE 10 - MAJOR CUSTOVERS

<PACE>

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

2007 2006 2005
Cust omer A - 100% 100% 49. 80%
Custoner B - -- -- --
Cust oner C - .- .- 49. 80%
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On April 3, 2007, a holder of 145 shares of Series B 8% Preferred Stock
converted his shares and accrued dividends through the date of conversion
into 64,490 shares of Common Stock.

On April 17, there was a cashless exercise of 39,630 warrants issued in
our Cctober, 2004 Private Placenent, which resulted in the issuance of
15, 456 shares of Common Stock.

On April 20, $61,500 was received fromthe exercise of stock options
previously granted to purchase 41,000 shares of Common Stock at $1.50 per
share.

OPTI ONS
EXERCI SABLE

\EI GHTED
AVERAGE
EXERCI SABLE
PRI CE
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On April 24, 2007, the Conpany sold 15,000 shares of its Series C 8%
Convertible Preferred Stock, par value $0.01, and 1,939,655 warrants for
gross proceeds of $15,000,000. The 15,000 Preferred Series C shares are
convertible into 6,465,517 shares of cormmon stock. The warrants are
exerci sable at $3.00 per share and are exercisable through April 27, 2012.
The Conpany paid $1,050,000 in conmnissions to the placement agent and
others in connection with the sale of the Series C Preferred. In addition,
the Conpany granted the placenent agent 193,965 warrants exercisable at
$3.00 per share which were valued at $129,627. The Series C 8% Convertible
Preferred will pay a quarterly dividend at 8% per annumon its purchase
price of $1,000 per share. The dividend will be payable in other shares or
cash. The gross proceeds of the private placement were $15, 000,000 before
paynment of $1, 050,000 in conmissions to the Placenent Agent and sel ected
dealers. In addition, the Conpany agreed to reinburse the Placenent Agent
for all docunented out-of-pocket expenses incurred by the Placenent Agent
in connection with the private placement, including reasonable fees and
expenses of its counsel, which the Conpany and Pl acenent Agent agreed to
be limted to $25,000. Pursuant to the placenent agent agreement, the
Conpany issued to the Placenent Agent and its designees warrants to
purchase 193, 965 shares of Common Stock. Such warrants are at an exercise
price of $3.00 per share, exercisable on or prior to April 24, 2012.

On April 24, 2007, pursuant to the authority of its Board of Directors,

Conpany filed with the Secretary of State of Delaware the Certificate of
Desi gnations, Preferences and Rights of Series C Preferred Stock .
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On May 8, 2007, the Conpany approved the details provided by Veerappan
Subramani an of the Initial Business Plan for purposes of the requirenents
set forth in the Strategic Alliance Agreenent dated Decenber 6, 2006 by
and between the parties. Upon agreenent to the Initial Business Plan, the
m | estones for the Conpany's renmmining contributions were established.
Upon achi evenent of agreed upon nilestones relating to the identification
and commencenent of devel opnent of generic drug products, on May 15, 2007,
the Conpany funded $2,000,000 and $3, 000,000 on May 15, 2007 and on June
15, 2007, respectively, to Novel Laboratories, Inc. The remaining
contributions to be made by the Conpany shall be funded in the anounts and
upon the occurrence of the followi ng nilestones: (i) $10, 000,000 upon the
subm ssion to the FDA of three ANDAs related to three di fferent
prospective products developed by Novel and (ii) $10,000,000 upon the
submi ssion to the FDA of three ANDAs related to at |east three additional
different prospective products developed by Novel; provided that the
aggregate contributions to be made by the Conpany shall not exceed (i)
$15, 000,000 prior to Novenber 1, 2007 or (ii) $25,000,000 prior to My 1,
2008. The remmining contributions of the Conpany are not nonetary
obligations but rather <conditions that nust be net in order for the
Conpany to maintain its current equity interest in Novel. In the event of
the Conpany's failure to fund remaining contributions, VGS Pharma shall
have the right to exercise the VGS Purchase Right under the Stockhol ders
Agreenment dated Decenber 6, 2006 and if Novel fails to achieve its
performance mil estones, the Conpany nay exercise renmedies set forth in the
Strategic Alliance Agreenent and Stockhol ders Agreenment dated Decenber 6,
2006.

On June 11, 2007, the Conpany borrowed $3,000,000 froma commercial bank
at the bank's prine rate mnus 1/2% per annum wth interest only payable
on July 1, 2007 and on the 1st day of each nonth thereafter until June 30,
2008, when all unpaid principal and interest is due in full. The Conpany
pl edged $3, 000,000 of its cash to the commercial bank as collateral for
the loan. There were no other forms of guarantees by the Conpany or fees

associated with the line of credit agreenment. The $3,000,000 credit
facility is a short-termbridge in order to fund the June 15, 2007 funding
commitnent to Novel. The Conpany intends to raise up to an additional

$5, 000,000 through the sale of the remmining 5,000 shares of Series C
Preferred Stock. The net proceeds of the Series C funding would fund the
repayment, without prepayment penalty, of the $3 million credit facility
to the commercial bank.



On June 5, 2007, the Board of Directors wunaninously authorized Bernard
Berk, as the Conpany designee to the board of directors of Novel, to
approve the Novel enployee stock option plan reserving up to 26,582 shares
of Novel's Class B non-voting comopn stock, as well as the enploynent
contract for Mithusany Shanmugam ("Samy"), its Head of Technical
operations, and the grant of options to purchase 8,861 shares of Novel's
Class B non-voting common stock to each of Sammy and Veer appan
Subr amani an.
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Sammy's enploynent contract calls for a base salary of $170,000 per
cal endar year, subject to annual review for increase at the discretion of
the Board of Directors of Novel. The term of the agreenment is three years.

The options granted by Novel to Sammy to purchase up to 8,861 shares of
Novel s Class B non-voting common stock vest and becone exercisable, wth
an exercise price of $22.50 per share, at the rate of 2,953 options on the
first anniversary of the grant date and 2,954 exercisable on the second
and third anniversaries of the grant date, respectively.

The options granted by Novel to Dr. Subramanian to purchase up to 8,861
shares of Novel's Class B non-voting commpn stock vest and becone
exercisable, wth an exercise price of $22.50 per share, at the rate of
(i) 1,266 option shares on the date of each subnmission to the FDA of an
ANDA for the first six new prospective products developed by Novel which
is not the subject of any prior ANDA subnmitted to the FDA by Novel and
(ii) 1,265 option shares on the date of approval by the FDA of a drug
product that is the subject of an ANDA related to a prospective product
devel oped by Novel which has not been previously approved by the FDA for
Novel .

The remaining 8,860 options wunder the stock option plan have not been
granted to date and are being served for future awards to enpl oyees at the
di scretion of Novel's Board of Directors.

Upon the grant and subsequent exercise of all of the stock options under
the Novel stock option plan, The Conpany's 49%current interest in Novel
woul d be diluted to approximtely 39% VGS Pharnma's 51% current interest
in Novel would be diluted to 40% Sammy would naintain a 7% interest in
Novel and Dr. Subramanian's would maintain a 7%interest in Novel.

On June 28, 2007, Elite and PLIVA terminated the Product Devel opnent and
License Agreenent entered into on June 22, 2005. According to the
termnation agreenent, effective as of January 31, 2007, it was agreed
that Elite owns all intellectual property rights relating to the
controlled released generic product in development wunder the Product
Devel opnent and License Agreenent and PLI VA agreed to pay Elite $100, 000
in discharge of outstanding paynents under the Product Devel opnment and
Li cense Agreemnent.
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