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| TEM 1. BUSI NESS
Gener a

. . H - Tech Pharmacal Co., Inc. (the."Cbnpany"? a Del awar e
corporation, incorporated in April 1983, is a grow ng specialty manufacturer and
mar ket er of prescription, over-the-counter and nutritional products.

o ~ The Cbnpﬁﬁy manuf actures and distributes its products from

facilities at Amityville, . The Co ané sells its products in three simlar

markets: 1) Generic pharnmaceuticals, 2) Branded products and 3) Contract

manuf acturi ng. The Conpany narkets its generic pharnmaceuticals under the brand

names H T(TM and RX Cnhoice(TM. The Conpany also nmarkets a |ine_ of branded
roducts prinmarily for.gﬁgple with Diabetes, including Diabetic Tu33|n(R?
abeti Derm R), Diabeti et(TM, Diabeti Gest(TM and Diabeti Rinse(TM. In

addi tion, the Conpany markets other niche over-the-counter brands to the genera

heal t hcare narketglace under such brands as Kosher Care(TM, Nasal Ease(TM, and

Soot hi ng Confort (TM

_ The_Canan% specializes in the manufacture of liquid, cream
and ointment formul ations. The Conpany al so manufactures products in a state of
the art sterile facility capabl e of producing ophthalmc, otic and inhalation

products.

The Conpany’s customners include chain drug stores, drug
whol esal ers, generic distributors, mass merchandi sers, mmil-order pharmaci es and
certain Federal governnent agencies. Sone of the Conpany’s key customers include
Ber gen- Brunswi g, CVS, Eckerds, K-Mart, MKesson, Rite-A d, Rugby Labs/D v of
Wat son, Wl greens, Wal-Mart and |vax Pharnmaceuticals. The Cbnpan% produces a
wi de range of products for various disease states including cough and col d,
al l ergies, pain, stonach and neurol ogi cal disorders and others.

. The Conpany currently nmarkets nore than 70 products to
approxi mately 100 custoners. For the fiscal year ended April 30, 2001 the
Conpang’s sal es breakdown was as follows: 79% generic and contract manufacturing
and 21% branded products. The Steri-Md Division (sterile products) contributed
apﬁrOX|nater $2.2 mllion of which 80% was fromthe sales of two Al butero
I nhal ati on products.

_ The Cbnpanﬁ’s Heal th Care Products Division ("HCP') is a
| eadi ng manuf acturer and marketer of branded products that include .
over-the-counter, as well as prescription products primarily to people with
di abetes. These products include the
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Conpany’ s fIagshiP brand Di abetic Tussin(RExwhich is available in severa
formul ations, including DM Max Strength, , Allergy and Cough Drops. The
Conp%ny al so markets Drabetic Tussin-C, a prescription formulation for severe
coughs.

. . HCP al so markets Di abeti Sweet (R) - a uni que sugar substitute
whi ch is aspartane free and heat stable for baking and cookLE%, whi ch has becone
HCP's nunber two sellin roduct after Diabetic Tussin(R). al so markets the
follow ng products: DiabetiDermR) Cream and Lotion for severe dry skin
Di abeti Gest(TM - an antacid cal ci um suppl enent; and Di abethlnse{Tha - a nouth
rinse for people with diabetes.

. HCP recently launched Diabetic Health, a nutritional catal ogue
for people with diabetes. The catal ogque contains nutritional supplenents
uniquely formul ated for people with diabetes. In addition, the catal ogue
contains the Conpany’s over-the-counter products. The catal ogue has been nmail ed
to a targeted |ist of diabetic consuners. HCP will continue to aggressively

ma

develoE and market new itens for the diabetic
a

r ket . . [ ket. There are estimated to be
more than 16 million diabetics in the United St

I
r
tes alone; 10 mllion diagnosed
han 100 mllion cases wor[ dwi de.
s | eadership position in the

i abetes and w | devote a

g its penetration of this

a
and 800, 000 new cases per year., There are nore t
The Conpany is confident that it can maintain it
area of inproving the lifestyle of people with d
S|gE|{|cant portion of its resources to contin
mar ket .

u

>

HCP al so continues to market its Kosher Care(R) brand of
products, as well as Nasal Ease(R) and Soothlt(R) Lotion

The Conpany has received Abbreviated New Drug APpIication
("ANDA") approvals for 24 products. Al of the products |isted_ below are .
mar ket ed under the CDnBany s brand nanes HT(TM or RX Choice(TM and in certain
cases under Pr|vate | abel . The follomnn? table sets forth the principal products
mar ket ed by the Conpany and the names o

these products conpete.

certain national brands with which
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<TABLE>
<CAPTI ON>

<S>

Carbofed DM Syrup & Drops
Triple Tannate Pediatric Suspension
ad- Tuss_Tannate Pediatric Suspension
ronet hazi ne HCOl & Dextronet hor phan Hor Syrup

Pronet hazi ne HCL & Codei ne .
Albuterol Sulfate Inhalation 0.5% (Sterile)
A buterol Sulfate Syrup _
Albuterol Sulfate Inhalation 0.83% (Sterile)

Tri-Vitamin Drops with Iron & Fluoride 80.25)
Tri-Vitanin Drops with FIuor|de go 25) (0. 5)
Tri-Vitamin Drops with Flf

Poly-Vitamin Drops with F orlde(O 25)(0.5)
Poly-Vitamin Drops with Iron & Fluoride (0.25)(0.5)

Val proic Acid &/ruE

Hydroxyzi ne Hydrochl ori de Syrup

Amant adi neHEI{drochl oride Syru

Li docai ne Oal TOBI cal “Sol ution
Lactul ose Sol ution US

APAP with Codeine Oral Solution

Chl or hexi dine G uconate Oral Rinse
Cimetidine Hydrochloride Oral Solution

Tannat e- 12_Suspensi on

Er thronKm n Topical Soln.

Sul f anet hoxazol e & Trimet hoprim
Oral Susp. Gape & Cherry
Bronet ane DX

H T Tussin DM 20/ 2000

Luride Drops

</ TABLE>

Exanpl es of Conpeting
Nat i onal Products

<C

Rondec(R DM

Rynat an( ?3
natuss Pediatric Suspension
Phenergan(R)w Dext r onet hor phan

Syrup

Phenegran(R
Proventi|
Ventol i n(
Proventi |

with Codei ne
R) I nhal ati on Sol ution

?:{Sru
(R Inhalation Sol ution

Tri-Vi-Flor(Ryw Iron
Tri-Vi-Flor(R
Tri-Vi-Flor(R
Pol y- Vi - Fl or
Pol y- Vi -Flor (R

Depakene(R) Syru
Atgrax(R( R Syrup
Xyrm’etre R) Syrup
CKl ocai ne

ronul ac R Cephul ac(R)
Tyl enol (R'wi th Codei ne
Peridex(R
Taganet (R
Tussi-12(R)
T-Stat Sol ution 2%R)
Bactrim Pediatric Susp. (R

Di et ane DX(R
Dura Tuss
Sodi um Fl uori de Drops(R)

R)Oral Sol ution300 ng/5nL



<PAGE>

<TABLE>
<CAPTI ON>

Tri-Vitam n Drops
Poly-Vitam n Drops
Poly-Vitamin Drops with Iron

Gol den Age Liquid Vitamins & Mnerals
Ferrous Sul fate Drops

Ferrous Sulfate Elixir

Dal yvite

Dal yvite with Iron

Vitamn C Liquid

</ TABLE>

Exanpl es of Conpeting

Nati onal Products

<C

Tri-Vi-SoIfR Dr ops

Pol y- Vi - So D.VOES

Pol y-Vi-Sol (Rywith Iron
Centru R?LIQUId
Fer-in-Sol (R)Drops
Feosol Elixir
Vi-daylin(R)
Vi-daylin(Rjwith Iron
Vitamn C Liquid



<TABLE>
<CAPTI ON>

Exanpl es of Conpeting
Conpany Product Nati onal Products
<S> <C

Over - The- Count er Pharnmaceutical s
Branded Heal th Care Products

Di abetic Tussin(R)-Fornul a DV .

Di abetic Tussin(R)-Forrmul a DM Maxi mum Strength
Di abetic Tussin(R)-Formula EX

Di abetic Tussin(R)Al |l ergy Relief Fornula
Di abetic Tussin(R)Children’s Fornul a

Di abeti Der m( TM Mol st uri zi ng Lotion

~ for Severe Dry Skin

Di abeti Derm{(TM i sturizing Cream

. for Severe Dry in

Di abeti Ri nse(T

Di abet i Gest (

Di abet i Sweet %_R Aspartanme Free Sugar Substitute
Kosher Care Tussin DM
Kosher Care(T

Pain and Fever Relief

Kosher Care(TM - Allergy Reli ef
Nasal Ease(T sturizing Nasal Spray
</ TABLE>



<TABLE>
<CAPTI ON>

Active Syrup
Hygi enol
Aromatic Cascara Sagrada
Brontapp Elixir Al cohol Free
Brontapp DM Elixir Al cohol Free
Cuai at ussi n- DM
Cuai atussin DAC (CQV)
CQuai atussin AC (
Cuai atussin (Al cohol Free)
Tri-Fedrine o
Ni te-Ti me Cough Medicine
Children's Al lergy Medicine
Oxynet azol i ne Nasal Spray
Apap Drops
Apap Elixir .
Equal i zer Gas Relief Drops
K-Pec with Attapulgite
M noxi di | Topi cal Solution 2%
Loperam de HCL Oral Sol ution
Ceri-Tonic
Nausea Control Cherry Flavor
Peri-Docu Syrup
Docu Syrup
Docu Liquid ) .
Eye Wash/lrrigating Solution
i—k//pot onic Tears
Redness Reliever Eye Drops
Cal ci um d ubi onat e” Syrup

</ TABLE>

Research and Product Devel opnent

Exampl es of Conpetin
Nan?i onal Progﬁcts J

<C

Actifed Syrup
Bal neol

Cascara Sagrada
Di metapp(RYElixir
Di met app(R) DM El i xir
Robi t ussi n( R) DM
Robi t ussi n DAC (CV)
Robi tussin AC (

Robi tussin (Al ¢
Triam ni c(R)
Bnaor VLR
Afrin( )F\lasal Spr ay
Tyl enol R; Dr ops

ohol Free)

Tyl enol (R
licon
Kaopect at e(R)
Rogai ne(R)
| rodi um A-D(R)
Gevr abon
Enetrol Cherry
Egln - Colsgce
ace Syru
Col ace Li qud
Eyewash
I sine( R?
Neo- Cal gl ucon

The Conpany’s research and devel opnent activities consist of

new generic drug product devel opnent efforts and manufacturing

process

i mprovenments. New product activities are prinmarily directed af conducting

research studies to devel op generic drug tornul ations,
such formulations for therapeutic equival ence to brand name pro

du

and testing
cts and

devel opnent of brand nane products for its Health Care Products Division.

The Conpany’s product devel opnent strategi es depend upon its

ability to fornul ate and devel op generic drug

and sal e of such products.

products equivalent to brand nane
drugs for which, in sone cases, patent protection is expirin
expired and to obtain FDA approval using the ANDA procedure

has al r eady

r the manufacture
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The conpletion of a prospective product’s formul ation, testin
and FDA approval generally takes up to several years. Devel opnent activities fo
each generic product could begin several years in advance of the patent
expiration date, which may include bioequival ency studies which are a
significant cost of such ANDA submi ssions. Conseqguently, the Company is
presently selecting and will continue to select and develop drugs it expects to
mar ket several years in the future

. For the fiscal ¥ears ended ril 30, 2001 and 2000, total R&D
expendi tures were $1, 683,000 and $1, 367, 000. The Conpany currently has several
products in various stages of devel opment, which belong to different therapeutic
cat egori es and when approved by the FDA, WBY represent a large potential narket
for the Company. The Conpany continues to place increasing enphasis on its R&D
activities. The Conpany has seven products currently submtted to the FDA for
approval and in addition has another ten products ih various stages of

devel opnent.

g
:

. The Conpany has the approval of the DEA to sell certain
generic pharmaceutical products containing narcotics. The Conpany is currently
manuf acturing six preparations containing narcotics. In order to manufacture and
sell products containing narcotics, the npany has inplenented stringent
security ﬁrecautlons.to insure that the narcotics are accounted for and properly
store?, The Conpany is currently devel opi ng ot her products which contain
narcoti cs.

. . The.Canany’s Steri-Med Division is capable of manufacturing
ophthal m c, otic and inhalation products. The manufacture of ophthalnic, otic,
and other products require a sterile environment, validation of the
manuf act uri ng process and speci al equi pnent and trai ned personnel. The Conpany
has produced nine different products in its sterile facility. The Conpany
intends to use the ANDA procedure to obtain FDA approval for the manutacture of
certain other products in this facility. In addition, the Conpany has severa
contract manufacturing agreements for products at various stages of devel opnent
to be manufactured inits sterile facility. The Company currently manufactures
over-the-counter eye drops, eye wash and artificial tears and two sterile

Al buterol inhalation products” previously approved by the FDA

The Conpany and Reuben Seltzer, a director of the Conpany,
each has a 21.25% interest in Marco Hi -Tech JV Ltd. ("Marco Hi-Tech"), a New
York corporation, which markets raw materials for nutraceutical products and has
| i censed the patent rights to Huperzine and anal ogues fromthe Mayo dinic.
Huperzine is a natural deri ved conpound belonging to a class known as

acetyl chol i nesterase inhibitors. Huperzine has been shown to inhibit the enzyme
responsi bl e for the breakdown of acetylcholine, a neurotransmtter or brain

chem cal, which is believed to be critical in |earning and nenory. Marco Hi-Tech
is currently distributing Huperzine as a dietary supplenent under the

8
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D’etar¥.8upplenent Heal th and Education Act of 1994 and devel opi ng anal ogues and
derivatives to Huperzine. Marco Hi-Tech has entered into a supply arrangenent
for its Huperzine product with a nulti-national |leader in the nutraceutica
market. It is al so devel oping other products for the nutraceutical market.

Custonmers and Marketing

The Conpany markets its products to chain drug stores, drug
whol esal ers, generic distributors, nmass nerchandi se chains, mail order
phar naci es, nanaged care Proylders, and |l ocal, state and Federal governnent
agenci es. The Conpan% sells its generic products to over 100 active accounts
| ocat ed throughout the United States. For the fiscal year ended April 30, 2001,
one custoner, Rugby Laboratories, a division of Watson Laboratories, accounted
for a88rOX|nateIK 10% of the Company’s sales. For the fiscal year ended Apri
30, 2000, Rughy Laboratories accounted for approximately 14% of the Conpany’s
sal es. Each of "the Conpany’s other major custoners accounted for |ess than 10%
of the Conpany’s total revenues for such periods. The Company’s top ten
custoners accounted for approxi mately 58% and 61% of the Conpany’s total sales
for each of the fiscal years ended April 30, 2001 and 2000, respectively. If any
of the CDnPany’s top five customers discontinues or substantially reduces its
purchases fromthe Conpany, it may have a material adverse effect on the
Conpany’ s busi ness and financial condition. The Conmpany believes, however, that
it has good relationships with its custoners.

. The Conpany utilizes its state of the art facilities and
| aboratories to offer contract nanufacturlnP whi ch includes research and
devel opnent programs, to its existing as well as potential custoners.

. The Conpany’s Health Care Products Division ("HCP'), created
cal 1993, currently includes branded over-the-counter products for the

ic consuner. The Conpany’s products are Diabetic Tussin(R), its flagship
avail able in several formulations, |nclud|ng Di abetic Tussin(R) DM

m Strength, Children’s Formula and AIIer?Y. ormul a and Cough Drops. The
any’'s Diabetic Tussin(R) DMis the best selling sugar free over-the-counter
cough nmedication in the United States. HCP al so markets dernat ol ogi cal

noi sturizers under the brand nane D abeti Dern(TM, which include abeti Derm(TM
Cream and Lotion. HCP has introduced D abeti Smeet (R), a uni que aspartanme free
heat stable sugar substitute fornul ated for use in baking, cooking and

sweet eni ng beverages, which has becone the Conpany’s nunber two selling product
after Diabetic Tussin(R). HCP al so narkets Di abeti Gest(TM antacid formul ation
cal ci um suppl emrent and abeti R nse(TM nout hwash formnul ati on. HCP recently
 aunched Diabetic Health, a nutritional catal ogue for people with diabetics. The

W0
(¢

cat al ogue contains nutritional supplements uniquely fornul ated for people wth
di abetics and contains the Conpany s over-the-counter products. The catal ogue
has been test nmailed to a targeted list of diabetic consuners.

9
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. . HCP al so markets several other niche over-the-counter brands,
i ncl udi ng Nasal Ease(TM, a nasal noisturizer, which contains zinc and Kosher
Care - a new line of over-the-counter products certified as Kosher. HCP intends
to continue its focus on introducing branded over-the-counter fornulations
targeted to the diabetic nmarket. P is introducing its first ever branded
prescription product, Diabetic Tussin-C a formnulation for severe coughs by
prescription only. Products sold through the Health Care Products Division
accounted for apBrOX|nater 20% and 25% of the Conpany’'s total sales for fisca
2001 and fiscal 2000, respectively.

. . The Conpany markets its Eroducts usi ng vari ous narketin%
I's, which include nore contenporary packaging to inprove P0|nt-of—purc ase

act, nedia, trade and consuner journal advertising, as well as coupon

ronoti ons, professional and consumer sanpling prograns, as well as
el emarketing efforts. The Conpany has expanded its narketing strategy with
progranms to include nmarketing ventures with major conpan|es_sell|n? popul ar
non-conpeting di abetic nedi cations, pharnmacy prograns and via the I'nternet using
a website. As part of its marketing strategy, the Company places increasing
enphasis on the Internet which it views as a very efficient tool in educating
and reaching out to mllions of people with diabetes. The Conmpany’s website
regi stered under the donmai n nanme di abeti cproducts.com The Conpany has {0|ned
efforts with other diabetic based websites. HCP currently enploys 5 full tine
enpl oyees in sales and narketing and two i ndependent conm ssion” sal es
representative organi zations.

S

The Conpany is focused on growh and will continue to devel op
new branded and generic products, and also will devise new narketing strategies
to agﬂre33|vel penetrate the market. In order to maximze its growh and
shar ehol der value, the Conpany is seeking to conplenent this |ntekpalteffort by

ng rights to

acquiring products for future narketin?, as well as |icensi hts. .
propr|etarY products and technol ogi es for devel opment and conmerci al i zati on. The
CananK wi [l place increasing enphasis on establishing co-devel opment and
co-marketing agreenments with strategic partners. To facilitate the .

i mpl ementation of this aggressive growh strategy, the Conpany engsged in the
services of an investnment banker, The Nassau G oup (the "G oup"), stport, CT.
Based on their extensive expertise in financial and business consulting, the

G oup has worked with the Conpany’s nana?enent to evaluate its strategic
options. Wile the Conpany is no longer formally using the services of the G oup
it will continue to review and seek new opportunities for growh and enhancenent
shar ehol der val ue.

10
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Manuf act uri ng

. . The Conpanx’s manuf acturing capabilities are designed to be

flexible in order to allow the | ow cost production of a variety of products of
di fferent dosages, sizes, packagings and quantities while maintaining a high
evel of quality and customer service. This flexible production capability

all ows the Conpany to adjust on-line production in order to neet customer

requi renents.

Manuf acturing and Facilities

_ _ The CDnPany is operatin? fromfour buildings on one site in
Amityville, New York totaling approxi mately 133,000 square feet.

Building 1 - This 40,000 sq. ft. facility is dedicated to
liquid and sem -solid production which
consi sts of a compounding facility, 5 high
speed filling lines and raw materi a
war ehousi ng space and phar nacy.

Building 2 - This 21,500 sq. ft. facility consists of
narcoti c manufacturing and cream and
oi nt ment f||||ng, quality control and
m crobi ol ogy | aboratories and the Conpany’s
Steri-Med Unit for sterile manufacturing and
filling.

Building 3 - This 21, 500 sg. ft. facility is used for
research_and devel opnent | aboratories and
war ehousi ng of conponents.

Buil ding 4 - This 50,000 sqg. ft. faci

( ility is used for
war ehousi ng space and distribution center.
The Conpany owns all of its buildings except for its 50,000
square foot warehouse for which it has a | ease purchase agreenent in place on
favorable termns.

he Company constructed a new 8,000 square foot office

bui | di ng which will be occupied in Septenber 2001. This facility will be used
for admnistration, sales and marketi ng. The Conpany believes the current
facilities will be adequate for the next several years.

11
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Raw Material s

_ _ The Cbnﬁany’s raw materials are readily available from
mul tiple suppliers, and the Conpany is not dependent upon an¥ single supﬁl|er
for its needs, with the exception of certain ANDA products. The Conpany has a
source for various tannate raw materials used in the nmanufacturing of a nunber
of its ke%_products: The Conpany believes it has good, cooperative working
relationships with its suPpI|ers and is not experiencing any difficulty in
obtaining its raw materials. If a supplier were unable to supply the Conpany,
the Company believes it could |ocate an alternative supplier. wever, any
change in suppliers of a raw material could cause significant delays and cost
i ncreases in the manufacture of such product.

Conpetition

~ The market for generic pharmaceuticals is highly conpetitive.

The Conpany’s direct conpetition consists of numerous generic drug

manuf acturers, nany of ich have greater financial and other resources than the
Conpany. |f one or nore other generic pharnmaceutical manufacturers significantly
reduce their prices in an effort to ?a|n mar ket share, the Conpany’'s .
Brofltabgllty or market position could be adversely affected. Conpetition is
ased principally on price, quality of products, customer service, reputation
and marketing support.

Gover nnent Regul ati on

The Conpany’s products and facilities are subject to regulation by a nunber
of Federal and state governnental agencies. The FDA, in particular, maintains
oversi ght of the Conpany’s nmanufacturing process as well as the distribution of
t he CananY’s products. In July 1999, t e.Canan% received a warning letter from
the FDA, alleging certain non-conpliance issues based upon a ﬁreV|oust
conducted investigation. In response to the warning letter, the Conpany pronptly
met with the FDA, hired a highly qualified conpliance consultant and prepared
and submtted a corrective action plan on Cctober 14, 1999 outlining Its
remedi ation efforts. In Cctober 1999 and July 2000 the FDA commenced a new
i nspection. The Canan¥ continues to voluntarily provide quarterlx updates to
t he FDA rePard|ng.| s further conpliance efforts, As of the date hereof, the
Conpany believes it has taken the corrective action to bring the Conpany in
substantial conpliance with applicable FDA regul ations. The FDA has not required
the Conpany to cease nmanufacturing any of its products due to compliance issues.

Al t hough many of the products currently manufactured and
mar ket ed by the Conpany do not require prior specific approval of the FDA
certain products which the Conpany currently markets and intends to market under
its product devel opnent program

12
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will reguire prior FDA approval using the ANDA procedure before they can be
mar ket ed. The Conpany currently has pendi ng subni ssions for FDA approval of
seven generic formul ati ons and has 24 approved products.

. An ANDA can be filed for a drug which is the equivalent of a
product previously approved by the FDA. Under the ANDA procedure, aﬁpllcants are
required to denonstrate through studies that, anong other things, the drug

roduct is chemcally equivalent to the PreV|oust aPproved drug, that its
acilities and personnel neet standards for the nanufacture of such.Product, and
that its production procedures will consistently adhere to FDA quality
standards, and, in certain cases, the applicant is required to denpnstrate the
bi oequi val ency of its product (the rate and extent of absorption of a drug s
active ingredient and/or its availability at the site of drug action).
The FDA has extensive enforcenment powers, including the power
nPIy|ng products, to seek court action to prohibit their sale and
to seek crimnal penalties for nonconPIy|n manuf acturers. Al though it has no
statutory power to force the recall of products, the FDA usually acconplishes a
recall as a result of the threat of judicially Inposed seizure, injunction
and/ or crimnal penalties.

to seize nonco

The Conpany is al so subject to regulation by the DEA, which
regul ates the sale of pharmaceutical products that contain narcotics., The
Conpany has recei ved approval and is manufacturing and selling six products
contai ning narcotics. The DEA al so has extensive enforcement powers, including
thedporer to seize and prohibit the manufacture and sal e of nonconplying
products.

Product Liability

The sal e of pharmaceutical products can expose the
manuf act urer of such products to product liability clainms by consumers. A
product liability claim if successful and in excess of the Conpany’s insurance
coverage, could have a material adverse effect on the Company’s fihancia
conditiron. No product liability suit has ever been filed against the Conpany.
The Conpany maintains a product liability insurance policy which provides
coverage in the ampunt of $5, 000,000 per claimand in the aggregate, with a

$100, 000 deducti bl e.

0
I
I

Enpl oyees
As of April 30, 2001, the Conpany enployed 146 full-tir .
persons and 2 part-time persons, of whom 22 were engaged in executive, financia
and administrative capacities; 10 in marketing, sales and service; 69 full-tinme
enpl oyees and 2 part-tine enpl oyees in production, warehousing and distribution
| oprent and quality control functions. The Company is

and 45 in research and dev
ctiv

e
not a party to a colle e

13
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bar gai ni ng agreement. The management of the Conpany considers its relations with
its enpl oyees to be satisfactory.

| TEM 2. PROPERTI ES

. . ~The Conpany’s executive offices and manufacturing facility are
|ocated in Amtyville, New York. The Conpany currently occupies such faC|I|t¥,

aggregating aﬁprox!nately 40,000 square feet. There is a first nortgage on the
property in the original principal amunt of $922, 500.

. The Conpan¥ also owns a facility in Amtyville, New York of
roxi mately 21,500 square Teet, which is used as a sterile manufacturing
ility and al so contains research and devel opnent, chem stry and m crobi ol ogy
boratories. There is a first nmortgage on the property in the origina
nci pal anpbunt of $600, 000.

o . . The Conpany | eases an.approxinatelx 50, 000 square feet
facility in Amtyville, New York which it uses for the warehousing of finished
goods and shi pnents. The Congan has an option to purchase this facility. The
current annual base rent is $199, 000.

. . . The Cbaﬁanx al so owns a 21,000 square feet warehouse facilit
in Amtyville, New York wnich it purchased in February 1994 for a purchase pr
of $500,000. There is a first nortgage on the property in the original princip
amount of $375,000. The Conpany’s four facilities in Amtyville, w York tota
approxi mately 133,000 square feet.

y
ce
a
I

The_CDnBanY has conpl eted the construction of an approxi nate
8, 000 square foot office building adjacent to its existing facilities to be
utilized for administrative offices.

_ The Conpany believes that its properties are adequately
covered by insurance and are suitable and adequate for its needs for severa
years.
| TEM 3. LEGAL PROCEEDI NGS

The Conpany is not a party to any material litigation

14
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| 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 quarter ended April 30, 2001.

PART 11
| TEM 5. MARKET FOR THE REG STRANT' S COVMON STOCK.
MARKET | NFORVATI ON

The followi ng table sets
for the Company’ s common stock for the per

f
. ( . i o
The quotations are inter-dealer prices, with
conmi ssions paid, and may not necessarily re

orth the high and | ow sal es prices
ds indicated, as reported by Nasdag.
out retail mark-up, mark-down or
flect actual transactions.

Quarter Ended Hi gh Low
Fi scal 2000
Jul 31, 1999 4.63 3.75
Oct ober 31, 1999 5.44 3.56
January 31, 2000 5.43 3.75
Apri | 30, 2000 8. 69 3.81
Fi scal 2001
July 31, 2000 4.81 3.75
Oct ober 31, 2000 5.19 3.25
January 31, 2001 4.50 3. 69
Apri | 30, 2001 6. 06 4.00

. As of Julg 26, 2001 the closing price of the Conmon Stock on
t he Nasdaq National Market System was $14. 20.

COMMON STCCK HOLDERS

_ The Cbnﬁany believes there are apgroxinately 1,133 hol ders of
Conmon St ock, including shares held in street nanme by brokers.

15
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Dl VI DENDS

The Conpany has never declared or paid an

it does not anticipate that it wll

future.

operating results, capita
general econom c conditions _and other
relating to any financing. The Co

paynment of cas

The decl aration of dividends by the Conpany
the sole discretion of the Conpany’s Board of Directors and will
requi rements and financia
pertinent conditions or
i N npany' s current
di vi dends by the Conpany.

position of t

| TEM 6. MANAGEMENT’ S DI SCUSSI ON AND OF OPERATI ONS

FI NANCI AL CONDI TI ON AND RESULTS

( % cash divi dends,
y cash dividends in the foreseeabl e
in the future is subject to
depend upon the
he Conpany,
restrictions

| oan agreenent prohibits the

and

The foll owi ng di scussion and anal ysis should be read in conjunction with the

Fi nanci al

The followi ng table sets forth, for al

rel ati onshi p 't hat
sal es.

<TABLE>
<CAPTI ON>

<S>
Net Sal es
Cost of Sales

G oss profit o )

Selling, general & admnistrative expense
Research & devel opnent costs

Contract research (incone)

I nterest expense

Interest (incone) and other

Total expenses

I ncone before tax provision
I ncome tax provision

Net incone
</ TABLE>

Statements and Notes thereto appearing el sewhere in this Report.

peri ods indicated,

. . t he percentage
itenms in the Conpany’s Statenents of Qperations bear to net

YEAR ENDED APRIL 30

16
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RESULTS OF OPERATI ONS YEARS ENDED APRI L 30, 2001 AND 2000

_ For the fiscal year ended ril 30, 2001 ("Fiscal 2001"), net sales

i ncreased by $3,235,000, or 12.2%to $29, 649, 000 from $26, 414,000 for the fisca
year ended April 30, 2000 ("Fiscal 2000"). The increase was primarily the result
of the increased shipnments to our existing custonmers as well as several new
custonmers in Fiscal 2001. Sales of the Health Care Products Division declined
approxi matel y $575, 000.

. Cost of sales, as a Percenta e of net sales, decreased from56. 7% for
Fi scal 2000 to 51.7%for Fiscal 2001. I'n the aggregate, |abor and over head,
including the sterile manufacturing faC|I|t¥, expense I ncreased | ess than
i ncreased sal es. Pr|nar|ly, a higher proportion of revenues from certain_ higher
%ross profit products influenced the results favorably. The Conpany continues to
ave a source for the associated raw materials used in the manufacture of these
products. If one or nore other generic pharmaceutical manufacturers
significantly reduce their Prlces in an effort to gain nmarket share, the
Conpany’s profitability could be adversly affected.

. SeIIin? General and Administrative expenses, as 9ercentage of net
sal es increased from29.5%to 31.0% or increased to $9,197,000 for Fiscal 2001
from $7, 786, 000 for Fiscal 2000 resulting principally froma increased sales
staff and test mmiling a product catalog to direct nail prospects.

Research and devel opment costs increased to $1, 683,000 or 5. 7% of
sal es for Fiscal 2001 from $1, 367,000 or 5.2% of sales for Fiscal 2000 as a
result of, anobng other things, expenses associated with the filing of
Abbr evi ated New Drug Applications (ANDAs) with the FDA as well as devel opnent of
new products for the Conpany’s Health Care Products Division. The majority of
t he Company’s pharmaceuti cal products do not require prior approval before
mar keti ng. " However, certain products which the nPany introduced and intends to
i ntroduce under its product devel opnent programw |l require prior FDA approva
usi ng the ANDA procedure before they can be manufactured and marketed. Such
roducts include products to be nmanufactured in the Conpany’s sterile facility.
here can be no assurance that the FDA will approve such products or, if
approved, when such approval wll be received.

Net incone increased to $2,391,000 for Fiscal 2001 from net incone of
$1, 692,000 for Fiscal 2000, as a result of the factors noted above.

LI QUI DI TY AND CAPI TAL RESOURCES

The Conpany’ s operations are historicallg financed princiPaIIy b% cash
flow from operati ons” and bank borromnng. At ril 30, 2001 and April 30, 2000,
wor ki ng capital was approxi mately $13,095, 000 and $10, 676, 000, respectively.

Accounts payabl e decreased 31% from $3, 335, 000 for Fiscal 2000 to
$2, 313,000 for Fiscal 2001 due principally to faster payment processing.

Accrued expenses increased 27% from $1, 746, 000 for Fiscal 2000 to
$2, 210,000 for Fiscal 2001 as a result of the increased |evels of conpensation
expenses.

Cash f w?

_ lo romoperating activities were approxi mately $3, 483, 000,
whi ch was the resu
n
i

f
t principally of net incone and depreciation of $3,664, 000.
Cash flows used in investing activities was approxi na el¥ $873, 000 from
operating activities funds and was principally paynments for fixed assets

acqui red. Cash flows used for f|nanC|n8 activities approxi mated $647, 000 and
resulted fromthe retirenent of $446,000 of debt and the acquisition of Treasury
stock in the amount of $204, 000.

_ ~ On February 2, 2000 the Conpany renewed its $6, 000,000 working capita
credit line expiring February 3, 2003. At April 30, 2001 the rate for borrow ng
was 6.6% and there was no bal ance outstandi ng. Borrow ngs under the line are
col l ateralized by inventory, accounts receivable and all other assets. The
agreenment contains covenants with respect to working capital, net worth and
gertg|ndrat|os, as well as other covenants and prohibits the paynent of cash

i vi dends.

The Conpany believes that its financial resources consisting of
current working capital, anticipated future operat|nE.revenue and its credit
[ine will be sufficient to enable it to neet 1ts working capital requirenents
for at least the next 12 nonths.

In Decenmber 1999, the SEC rel eased Staff Accounting Bulletin No. 101 ("SAB



general | y accepted
on issues. During the year
which did not materially
operations or cash fl ows.

101"), which provides the staff’s views on applyi
accounting pr|nC|8Ies to sel ected revenue recogn
ended APr|I 30, 2001, the CpnPany adopted SAB 101
i mpact the Company’s financial position, results

17
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SELECTED FI NANCI AL DATA

al data presented below for the five years ended April 30,
mthe audited financial statements of the Conpany. This data
ntirety by reference to, and should be read in conjunction
scussion and Analysis of Financial Condition and Results of
npany’ s financial statements and related notes thereto

an

The selected f !
it
'S

in
2001 are derived
is qualified in
wi t h, Managenent
Qperations and th

r

o-—

c
r
S

8%

e
e

i ncl uded el sewhe herei n
<TABLE>
<CAPTI O\>
YEAR ENDED APRIL 30,

2001 2000 1999 1998 1997
Statement of operations data:
<S> <C <C <C <C <C
Net sales $ 29,649,000 26,414,000 23,266,000 22,366,000 20,534,000
Costs and expenses:
Costs of goods sold 15,315,000 14,979,000 13,210,000 13,084,000 13,278,000
Research and devel opnent 1,683,000 1,367,000 1,124,000 1,003,000 960, 000
Selling, general and
administrative , 9,197,000 7,786,000 6,262,000 5,497,000 4,862,000
Contract research (incone) (250, 000) (279,000)  (336,000) (228,000 (178, 000)
Interest expense 104, 000 126, 000 220, 000 268, 000 340, 000
Interest (income) and ot her (319, 000) (277,000) (210, 000) (93, 000) (55, 000)

Income hefore provision

for income taxes 3,919,000 2,712,000 2,996,000 2,835,000 1,327,000
Provision for incone taxes 1,528,000 1,020,000 1,118,000 1,100,000 510, 000
Net incone $ 2,391,000 1,692,000 1,878,000 1,735,000 817,000
Basi c earnings per share $ 0.55 $ 0.38 $ 0.42 $ 0.38 $ 0.18
Diluted earnings per share $ 0.54 $ 0.38 § 0.42 $ 0.38 § 0.18
\iéi ght ed average common shares

out standi ng basi ¢ earnings per share 4,357,000 4,401,000 4,487,000 4,516,000 4,526,000
Effect of potential common shares 57,000 57,000 32,000 64,000 73,000
\iéi ght ed average common shares

out Standing basic earnings per share 4,414,000 4,458,000 4,519,000 4,580,000 4,599,000

APRIL 30,
2001 2000 1999 1998 (1) 1997 (1)

Bal ance sheet data:

Wrking capital $ 13,095 000 10,676,000 9,939,000 8,321,000 6,422 000
Total assets $ 27,510,000 25,829,000 23,210,000 21,622,000 21,282,000
Long-termdebt $ 217,000 556,000 1,003,000 1,450,000 1,896,000
Stockhol ders’ equity $ 20,980,000 18,739,000 17,307,000 15,685,000 14,001,000
</ TABLE>

(1) Certain bal ance sheet accounts and di scl osures have been changed to conform
to current year classification.
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| TEM 7. FI NANCI AL STATEMENTS.

<TABLE>
<CAPTI ON>

| NDEX PAGE NUMBER
<S> <C
| ndependent Auditors’ Report F-2
Bal ance Sheets F-3
Statements of Operations F-4
Statements of Changes in Stockholders’ Equity F-5
St atenents of Cash Fl ows F-6
Notes to Financial Statenents F-7
</ TABLE>
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| NDEPENDENT AUDI TORS REPORT

To the Board of Directors and Stockhol ders
H - Tech Pharnmacal Co., Inc.
Amityville, New York

W have audited the acco anging bal ance sheets of H -Tech Pharmacal Co., Inc.
as of ril 30, 2001 and 2000, and the related statenents of operations, changes
in stockhol ders’ equity and cash flows for the years then ended. These financla
statements are the responsibility of the Conmpany’ s managenent. Qur
responagPlllty is to express an opinion on these financial statenents based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and
performthe audit to obtain reasonabl e assurance about whether the financia
statenments are free of material misstatenent. An audit includes exan ning on a
test basis, evidence supporting the amounts and disclosures in the financia
statements. An audit al so includes assessing the accounting principles used and
significant estimates nade by nanagenent, as well as evaluating the overal
financial statenment presentation. W believe that our audits provide a
reasonabl e basis for our opinion

In our opinion, the financial statenments enunerated above present fairly, in al
material respects, the financial position of H -Tech Pharmacal Co., Inc. as of
April 30, 2001 and 2000 and the results of its operations and its cash fl ows
for the years then ended in conformty with accounting principles generally
accepted’ in the United States of Anerica.

/'SI RICHARD A. ElI SNER & COWMPANY, LLP
RI CHARD A. ElI SNER & COVPANY, LLP

New Yor k, New Yor k
July 13, 2001
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H - TECH PHARMACAL CO., | NC.
BALANCE SHEETS

<TABLE>
<CAPTI O\>
APRIL 30,
2001 2000
ASSETS
CURRENT ASSETS:
<S> <C <G
Cash and cash equival ents . $ 7,144,000 5,181, 000
Accounts receivable (l1ess allowances for doubtful accounts of $240,000 at April
30,2001 and $240,000 at April 30, 2000) 4, 435,000 4,798, 000
[nventory 5,487,000 4,922,000
Prepaid "taxes - 704, 000
Deferred taxes 437,000
Qcher current assets 708, 000 599, 000
TOTAL CURRENT ASSETS o o $ 18,211,000 16, 204, 000
Property and equi pment at cost, net of accunulated depreciation and anortization 8,960, 000 9, 360, 000
O her assets 339, 000 265, 000
TOTAL $ 27,510,000 25, 829, 000
LIABILITIES
CURRENT LI ABILITIES:
Current portion of |ong-term debt $ 340, 000 447,000
Account s payabl e 2,313,000 3,335,000
Accrued exgenses 2,210,000 1,746, 000
Taxes payanl e 253,000 -
TOTAL CURRENT LI ABILITIES _ $ 5,116, 000 5,528, 000
Long-termdebt (less current portion) 217,000 556, 000
Deferred taxes 1,197,000 1, 006, 000
TOTAL LI ABILITIES $ 6, 530, 000 7,090, 000
COVM TMENTS AND CONTI NGENCI ES
STOCKHOLDERS' EQUI TY
Preferred stock, par value $.01 per share; authorized 3,000,000 shares,
none issued ,
Common stock, par value $.01; authorized 10,000,000 shares,
4,527,000 shares issued, respectively 45,000 45,000
Addi t1onal paid-in capital 8, 688, 000 8,634, 000
Retai ned ear nings 13,048, 000 10, 657, 000
Treasur% stock, 194, 700 and 144,300 shares of common stock, at cost
April 30, 2001 and 2000, respectively (801, 000) (597, 000)
TOTAL STOCKHOLDERS EQUI TY $ 20,980,000 18, 739, 000
TOTAL $ 27,510,000 25, 829, 000
</ TABLE>

See notes to Financial Statenents.
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H - TECH PHARVACAL CO. ,
STATEMENTS OF OPERATI ONS

I NC.

<TABLE>
<CAPTI ON>
YEAR ENDED APRIL 30,

2001 2000
<S> < <C
NET SALES $ 29, 649, 000 26, 414,000
Cost of goods sold 15, 315, 000 14,979, 000
GROSS PROFIT 14, 334,000 11, 435, 000
COST AND EXPENSES:
Selling, general and
adninistrative expense 9,197,000 7,786, 000
Research and product
devel opment costs 1,683,000 1,367,000
Contract research (incone) (250, 000) (279, 000)
Interest expense 104, 000 126, 000
Interest (income) and ot her (319, 000) (277,000)
TOTAL 10, 415, 000 8,723,000
Income before income taxes 3 919 00 2 712 000
Provision for incone taxes 1,528, 000 1, 020, 000
NET | NCOVE s 2,301,000 1, 692,000
BASI C I NCOVE PER SHARE $ 0.55 0.38
DI LUTED | NCOVE PER SHARE $ 0.54 0.38
EI GHTED AVERAGE COMMON SHARES QUTSTANDI NG BASI C 4,357,000 4,401, 000
EFFECT OF POTENTI AL COMMON SHARES 57,000 57,000
IEI GHTED AVERAGE COVMMON SHARES QUTSTANDI NG DI LUTED 4,414,000 4, 458, 000

See notes to Financial Statenents.

</ TABLE>
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H - TECH PHARMACAL CO., | NC.
STATEMENTS OF CHANGES | N STOCKHOLDERS EQUI TY

<TABLE>
<CAPTI O\>
COWMON STOCK ADDI TI ONAL TREASURY TOTAL
-------------------------- PAID IN RETAI NED STOCK  Stockhol ders'’
SHARES AVOUNT CAPI TAL EARNI NGS AT COST EQUI TY
<S> < <o <o <o <o <o
BALANCE - APRIL 30, 1999 4,526,000 $ 45,000 8,634,000 8,965,000 (337,000 17, 307, 000
Net incone - - - 1,692,000 - 1,692,000
Treasury stock - - - - (260, 000) (260, 000)
BALANCE - APRIL 30, 1999 4,526,000 $ 45,000 8,634,000 10,657,000  (597,000) 18,739,000
Net incone . - - - 2,391,000 - 2,391, 000
Consulting expense attributable to
options and warrants 51, 000 51, 000
Exerci se of oEtions 1,000 3,000 3,000
Treasury stoc - - - - (204, 000) (204, 000)
BALANCE - APRIL 30, 2000 4,527,000 § 45,000 8,688,000 13,048,000  (801,000) 20,980,000
</ TABLE>

See notes to Financial Statenents
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H - TECH PHARVACAL CO_,
STATEMENTS OF CASH FLOWS

<TABLE>

<CAPTI ON>

CéSH FLOAS FROM OPERATI NG ACTI VI TI ES:
<S>

Net income

Adj ustments to reconcile net income to net cash provided by

operating activities:

Depreciation and anortization _
Val uation of options and warrants for consulting expense
Deferred incone taxes

Provision for doubtful accounts

CHANGES | N OPERATI NG ASSETS AND LI ABILITIES:
Accounts receivabl e

[ nvent or%/

Prepai d taxes / Taxes payabl e

OQther current assets

Qther assets

Accounts payabl e

Accrued expenses

NET CASH PROVI DED BY OPERATI NG ACTI VI TI ES

CASH FLOWS FROM | NVESTI NG ACTI VI TI ES:
Purchase of fixed assets
NET CASH USED I N | NVESTI NG ACTI VI TI ES

CASH FLOWS FROM FI NANCI NG ACTI VI TI ES:

Paynents - |ong-termdebt and notes payable
Proceds from exercise of options

Purchase of treasury stock

NET CASH USED I N FI NANCI NG ACTI VI TI ES

NET | NCREASE | N CASH AND CASH EQUI VALENTS
Cash and cash equival ents at beginning of year
CASH AND CASH EQUI VALENTS AT END OF YEAR

SUPPLEMENTAL DI SCLOSURES OF CASH FLOW | NFORMATI ON:
Cash paid for:

I nterest
| ncome taxes

See notes to Financial Statenents.
</ TABLE>

F-6

YEAR ENDED APRIL 30,

2001 2000
<C <C

$ 2,391, 000 1,692, 000
1,273,000 1, 355, 000

51, 000 :
(246, 000) 2%%’8883
363, 000 5519,000
(565, 000) 637, 000
957, 000 535,000
dmg
(1,5221000 1,%311000
464, 000 435,000
$ 3,483,000 3,195, 000

$ (873, 000) (1,511, 000)
(446, 000) (447, 000)
3,000 -
(204, 000) (260, 000)
$ (647, 000) (707, 000)
1,963,000 977,000
5,181, 000 4,204, 000
$ 7,144,000 5, 181, 000
$ 100, 000 128, 000
$ 641, 000 758, 000
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Hl - TECH PHARVACAL CO., INC
NOTES TO FI NANCI AL STATEMENTS
FOR THE YEARS ENDED APRI L 30, 2001 AND APRI L 30, 2000
NOTE A: The Conpany and Sunmary of Significant Accounting Policies:

H - Tech Pharnmacal Co., Inc. manufactures and sells prescription and over-the-
counter generic drugs, in liquid and sem -solid dosage forms including higher
margi n prescription products. In the generic drug industry, certain products
may contribute significantly to a Conpany’'s gross profit. The gross profit on
t hese Products may change as market conditions change. The Conpany markets its
products in the United States through distributors, retail drug and nass-

ner chandi se chains and nail order conpanies.

[2] Inventory:

I nventories are valued at the | ower of cost (first-in first-out or average cost)
or market.

[3] Property and equi pnent:

Property and equipnent is stated at cost |ess accumrul ated depreciation
Esti mated depreciation and anortization of the respective assets is conputed
using the straight-line nethod over their estimated useful |ives.

[4] Incone taxes:

The CpnBany uses the liability nethod to account for deferred incone taxes.
The liability nethod nmeasures deferred i ncome taxes hy aﬁply!n enact ed
statutor% rates in effect at the bal ance sheet date to the differences between
the tax basis of assets and liabilities and their reported anpbunts in the
financial statenments. The resulting asset or liability is adjusted to reflect
changes in the tax law as they occur

[5] Revenue recognition:

Sal es are recorded as products are shipped. Estimated sales returns and

di scounts are provided for. Contract research incone is recognized as work is
conpl eted and as billable costs are incurred. In sone cases, contract research
incone is based on attai nment of certain designated m | estones.

[6] Advertising Expense:

Advertising costs are ex8ensed when first shown. Advertising expense for the
years ?_ndeI April 30, 2001 and 2000 amounted to $1, 979,000 and $1, 888, 000,
respectively.

[7] Cash and cash equival ents:

The Conpany considers U.S. Treasury bills and government agency obligations with
a maturity of three nonths or | ess when purchased to be cash equival ents.

[8] Net incone per share

Net incone per common share is conputed based on the wei ghted average nunber
of commpn shares outstanding for basic earnings per share and on the weighted
average nunber of common shares and commopn share equi val ents outstandi ng for
di | uted earnings per share.

(conti nued)
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H - TECH PHARVACAL CO., | NC
NOTES TO FI NANCI AL STATEMENTS
FOR THE YEARS ENDED APRI L 30, 2001 AND APRI L 30, 2000

[9] Long-lived assets:

In accordance with standards to account for the inpairment of |ong-lived assets
and for long-lived assets to be disposed of, the Conpany records I nmpairnent

| osses on long-lived assets used in operations, including intangible assets,
when events and circunstances indicate that the assets mght be inpaired and
the undi scounted cash flows estimated to be generated by those assets are |ess
than the carrying ampbunts of those assets. No such | osses have been recorded.

[10] Use of estimates:

The preparation of financial statenents in conformity with accounting principles
general ly accepted in the United States of America requires managenent to nmake
estimates and assunptions that affect the reported ampbunts of assets and
liabilities and di sclosure of contingent assets and liabilities at the date of
the financial statenments and the reported anounts of revenues and expenses
during the reporting period. Actual results could differ fromthose estinates.

[11] Stock-based compensati on:

The Conpany accounts for its enplo%ee st ock- based conpensation plans using the
intrinsic value nethod prescribed by Accounting Principles Board Opinion

. 25, "Accounting for Stock Issued to Enployees". The Financial Accounting
St andards Board i ssued SFAS No. 123, "Accounting for Stock-Based Conpensation
("SFAS No. 123"). SFAS No. 123 established a fair-val ue-based nethod of
accounting for stock-based congensat|on pl ans. The Company has adopted the
di scl osure requirements of SFAS No. 123 and has presented the Broforna effects
on net incone and net incone per share as if SFAS No. 123 had been adopted, as
well as certain other information (see Note L[4]).

[ 12] New accounting pronouncenents:

In Decenber 1999, the SEC rel eased Staff Accounting Bulletin No. 101 ("SAB
101"), which provides the staff’s views on applying generally accepted
accounting pr|n0|8les to sel ected revenue reco%nltlonllssues. ring the year
ended April 30, 2001, the CpnPany adopted SAB 101, which did not materially

i mpact the Conpany’s financial position, results of operations or cash flows.

(NOTE B) - Inventory:

The conponents of inventory consist of the foll ow ng:

<TABLE>
<CAPTI ON>
April 30,
2001 2000

<S> <C <G

Fi ni shed goods and work in process $ 2,114,000 $ 2,176,000
Raw materral s 3,373,000 $ 2,746,000
Tot al $ 5, 487, 000 $ 4,922,000
</ TABLE>

(conti nued)
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H - TECH PHARVACAL CO., | NC
NOTES TO FI NANCI AL STATEMENTS
FOR THE YEARS ENDED APRI L 30, 2001 AND APRI L 30, 2000

(NOTE C) - Property and Equi prent :

The conponents of net property and equi pnent consist of the foll ow ng:

<TABLE>
<CAPTI O\>
APRIL 30

2001 2000
<S> <C <C
Land and building and inprovements $ 5,773,000 $ 5, 446, 000
Machinery and equi pment 11, 588, 000 11, 125, 000
Transportation equi pment 13, 13
Conput er equi pment 639, 000 586, 000
Furniture and fixtures 324,000 294, 000
Total property and equi prent o $ 18,337,000 $ 17,464,000
Accumul ated depreciation and anortization 9,377,000 8, 104, 000
Total property and equi prent - net $ 8, 960, 000 $ 9, 360, 000
</ TABLE>

(NOTE D) - Ot her Assets:

I ncluded in other assets is the Conpany’s investment in _a joint venture for the
mar keting and devel opment of a nutritional supplement. The net investnment is
apprOX|nateI¥ $148, 000 and is accounted for under the equity method of
accounting. The Conpany has guaranteed $1, 500, 000 of revolving debt of this
joint venture to its |lender. M. Reuben Seltzer, a director of the Company, has
an ownership interest in the joint venture and is the son of M. Bernad Seltzer,
Chai rman of the Board of the Conpany. The results of operations of the joint
venture were not material to the results of operations of the Conpany.

(NOTE E) - Custoner Deposits and Contract Research I ncone:

Contract research incone is recognized as work is conpleted and as billable
costs are incurred. In some cases, contract research i1 nconme is based on

attai nment of certain designated mlestones. Advance paynents nmay be received to
ggndzggita|n devel opnent costs which is included in accrued expenses at Apri

(NOTE F) - Note Payabl e - Bank:

On February 2, 2000 the CDnBany renewed its $6, 000, 000 working capital credit
| ine expiring February 2, 2003. At April 30, 2001 the rate for borrow ng was

6. 6% and there was no bal ance outstandi ng. Borrow ng under the line is

col l ateralized by inventory, accounts receivable and all other assets. The

agreenment contains covenants with respect to working capital, net worth and

8ertg|ndrat|os, as well as other covenants and prohibited the paynent of cash
i vi dends.

(conti nued)
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NOTES TO FI NANCI AL STATEMENTS
FOR THE YEARS ENDED APRI L 30, 2001 AND APRI L 30, 2000

(NOTE G - Long-Term Debt:

Long-term debt consists of the foll ow ng:

<TABLE>
<CAPTI ON> )

April 30

2001 2000
<S> <C <C
Mort gage payable (1 $ 85, 000 144, 000
Mort gage payable (2 216, 000 307, 000
Mort gage payable (3 ) 106, 000 145, 000
Equi prent termloan - collateralized by the
rel ated equi pment purchased, inventory,
and accounts receivabl e and ot her assets (4) 150, 000 407, 000
Tot al . $ 557, 000 1,003, 000
Less current portion 340, 000 447, 000
Long-t erm debt $ 217,000 556, 000
</TABLE> T
[1] The nortgage is ga able over ten years in nonthly installnents of $5,000
plus interest at 8.26% at April 30, 2001.
[2] The nmortgage is payable in nonthly installments of_approxinatel% $8, 000 and
Interest at a varying rate of 1/2% above the bank’s prinme rate, 8.00% at Apri
30, 2001.
[3] The nnrt%age is payable in nmonthly installments of $3,125 plus interest at
Eggzrate of 1/2% over the bank’s prine rate, 8 00% per annum t hr ough Sept enber

[4] The equi prment term | oan bears interest at 1/2% above the bank’s prinme
ending rate, 8.00%or 1.5 % above the LIBOR rate, 6. 6% at ril 30, 2001. The
!osn reEU|res mont hly paynments of principal in the amount of $21, 429 plus
interest.

(conti nued)
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NOTES TO FI NANCI AL STATEMENTS
FOR THE YEARS ENDED APRI L 30, 2001 AND APRI L 30, 2000

(NOTE G - Long-Term Debt: - (continued)

Long-term debt is payable as foll ows:

2002, . .. $ 340, 000
2003. . . .. 155, 000
2004. . .. 62, 000
Tot al...... ... ... $ 557, 000

The Conpany has an enpla%nent agreenment expiring April 30, 2004 with the

Chai rman of the Board, o is a stockholder of the Company, which provides for
an annual base sal ary of agprOX|nater $ 242,000, $ 254,000 and $ 266, 000 for
the years end|ng Apri| 2002, 2003, and 2004, respectively. In addition, the
agreenment provides for a bonus during each year equal to 1% of the increase in
sal es over the preceding year plus a discretionary bonus as determ ned by the
Board of Directors.

The Conpany has an enpl oynment agreement, expiring April 30, 2004 with the Chief
Executive O ficer who is a stockholder of the Conpany, which provides for annua
base salary of approximately $ 347,000 for the year ending April 2002. The
increase_ in annual base salary for each fiscal year thereafter is determ ned by
mul tiplying the respective annual base salary for the prior fiscal year by the
greater of 5% or the increase in the Consuner Price Index as of May 1 of each
year over the index as of the May 1 of the prior year. In addition, the
agreenment provides for a guaranteed bonus during each year equal to three
percent of the Company’s pre-tax income for such year in the event the Conpany’s
re-tax income exceeds $2 million, plus a discretionary bonus as determ ned by
he Board of Directors.

The Conpany utilizes the services of Reuben Seltzer, an attorney and a director,
and the son of the Conpany’s Chairman of the Board. He provided | egal and new
busi ness devel opnent services throughout the year. Fees and expense
rei mbursements for the years ended ril 30, 2001 and 2000 were $102, 000 and
$93, 000, respect|velg. n addition, 1n fiscal 2001 the CananK granted him an
option to purchase 25,000 shares of the Conpany’s commpbn stock at an exercise
rice of $4.00 and vesting at 25% per annum excercisable through April 1, 2010.
ring the year ended April 30, 2001, the Conpany valued this option using the
Bl ack Schol es option pricing mbdel assuming risk free rate of 4.76% volafility
of 42% dividend yield of 0% 5 year term stock 8r|ce.rate of $5.68 on
April 30, 2001 and an exercise price of $4 at $9, 000 which was charged to
operations. The Conpany may recogni ze additional expense relating to the fair
val ue of this option as and when they vest at the then market price.

(NOTE I') - Commitnents and Conti ngenci es:

[1] Government regul ation:

The Conpany’s products and facilities are subject to regulation by a nunber of
Federal and State governnental agencies. The FDA, in particular, mintains
oversi ght of the formul ati on, manufacture,

(conti nued)
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NOTES TO FI NANCI AL STATEMENTS
FOR THE YEARS ENDED APRI L 30, 2001 AND APRI L 30, 2000

di stribution, packaging and | abeling of all of the Conmpany’s products.

In July 1999 the FDA issued a "Warning Letter" which indicated
Bart|cular concern. The Conpany responded to the FDA with its Cort

lan as a result of the Warning Letter. The plan included the hiring of
additional personnel in certain areas of the Conpany’s operations i ch
resulted in additional overhead expense. |In Cctober 1999 and July 2000, the FDA
comenced a new i nspection. The results of these inspections and such additional
expense resulting fromthe Corrective Action Plan have not had a materia
adverse affect on the Conpany’s operations or financial condition.

ertain areas of

c
Corrective Action

[2] Enploynent agreenents:

The Cbnpan*lhas entered into a two year enploynment agreement with its Vice
Presi dent - Fi nance and Chief Financial Oficer of the Conpany ending on Julg 31
2002. The agreenent provides for an annual base salary o aﬁprOX|nater $134, 000
and an annual bonus to be determ ned at the discretion of the Board of’
Directors. An increase in annual base salary for each year thereafter is

determi ned by nultiplying his annual base salary for the prior fiscal year by
the greater of 5%or the increase in the Consuner Price |Index as of Septenber 1
of each such year over the index as of Septenmber 1 of the prior year.

See Note H for other enploynment agreenents.

(conti nued)
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NOTES TO FI NANCI AL STATEMENTS
FOR THE YEARS ENDED APRI L 30, 2001 AND APRI L 30, 2000

[3] Leased property:

On July 18, 1996, the CpnPany executed an oPerating | ease for a 50,000 square
foot building in An1t8V|I e, New York. The | ease commenced August 1, 1996 and
expires January 31, 2003. The Conpany is responsible for all operating costs of
this facility and has the oPt|on to purchase the premnmises at the end of the

| ease for $1;300,000. Rental expense for the fiscal years ended April 30, 2001
and 2000 was approxi mately $199, 000 and $194, 000, respectively.

Future m ni mum paynents by year are as foll ows:

2002 $ 190, 000
2003 148, 000
Tot al $ 338, 000

(NOTE J) - Fair Value of Financial Instrunents:

The carrying anounts of certain financial instruments such as cash and cash
equi val ents, accounts receivable, accounts payable, short-term borrow ngs and
| ong-term debt approximate their fair values. The fair value of the financia
instruments are determ ned by reference to nmarket data and ot her val uation
techni ques, as appropriate.

(conti nued)
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(NOTE K) - Incone Taxes:

[1] The provision for inconme taxes is conposed of the follow ng:

<TABLE>
<CAPTI ON>
YEAR ENDED APRIL 30,
2001 2000
<S> <C <C
Current:
Feder al $ 1, 658, 000 946, 000
State 116, 000 106, 000
Def erred:
Feder al (209,000; (29,000;
State (37,000 (3,000
Tot al $ 1, 528, 000 1, 020, 000
</ TABLE> e

[2] Expected tax expense based on the statutory rate is reconciled with actua
tax expense as foll ows:

<TABLE>
<CAPTI ON>
YEAR ENDED APRI L 30

2001 2000
<S> <C <C
Statutory rate . . 34. 0% 34. 0%
State incone tax, net of federal incone tax benefit 3. 4% 2.6%
O her 1.5% 1. 0%
Effective tax rate §§;9%b ________ §Z;§?@
</ TABLE> e e
(NOTE K) - Incone Taxes (continued):

[3] Deferred tax expense is conposed of the follow ng:

<TABLE>
<CAPTI ON>

YEAR ENDED APRIL 30

2001 2000
<S> <C <C
Depreciation and anortization $ (107,000) (42, 000)
I nventory uniformcapitalization - 10, 000
Accrued expenses (139, 000) -

$ __(246,000) (32,000)

</ TABLE> e

[4] The deferred tax liability at April 30, 2001 and 2000 relates principally to
depreci ati on.

e?-tax asset relates principally to expenditures not currently

r
e for tax purposes and to accounts recelvabl e all owances.



(conti nued)
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(NOTE L) - Common St ock

[1] Stock Option Plans:

vides for the
s. The maxi mum

The Conpany’s 1992 Stock Option Plan, as anended (the "Plan") o]
n

dis 1,175,000

e

: : . o) pr
i ssuance of either incentive stock options or nonqualified optio
nunber of shares of common stock for which options may be.gragte
et

t

shares. Al stock options granted are exercisable at a price erm ned by the
stock option committee of the Plan. However, Incentive Stock Options ("ISGs"),
as defined by the Internal Revenue Code, nust not be less than the fair market
val ue of the stock, at the date of grant. Al options are exercisable in

install ments comencing one year fromdate of grant and nust be exercised within
ten years of the date of grant, except for |SCs granted to persons owning nore
than” 10% of the Conpany’s common stock which nust be exercised within five years

of the date of the grant.

In August 1994 the Conpan¥ adopted the 1994 Directors Stock Option Plan and
reserved 100, 000 shares of common stock for issuance thereunder. The Pl an
provi des for the annual grant of options to purchase 3,000 shares of conmon
stock (plus 500 additional shares for conmittee chairpersons) to nonenpl oyee
directors at fair market value at the date of grant.

In March 2001, the Conpany granted 5,000 options under the Plan to a consultant
for pronotion services. The options vest 50% i mredi ately and 50% i n six_nonths.
The options are exercisable at $ 6.00 per share through March 1, 2004. The
Company has val ued these options u3|ng the Bl ack Shol es option pricing node
assumng risk free rates of 4.51% and 4.46% volatility of 42% dividend yield of .
0% termof 3 years, stock price of $4.56 and $5.68 for March 1, 2001 and Apri
30, 2001 respectively and charged operations $ 4,000 for the year ended Apri
30, 2001. The Company will record additional conpensation relative to this
option when they vest at the then market price.

[2] Additional information with respect to the 1992 Stock Option Plan is as

fol | ows
<TABLE>
<CAPTI ON> : :
Opti ons Exerci sabl e Options
Wi ght ed Wi ght ed
Aver age Aver age
Nurber Exercrse Nurber Exercrse
0 Price of Price
Shares Per Share Shares Per Share
<S> <C <C <C <C
Qutstanding at April 30, 1999 781, 125 $5.040 456,763 5.40
Cancel | ed (14, 350) $4.620
Qutstanding at April 30, 2000 186, 1S . $4.950  _____ 568,538 5.20_
Cancel | ed ~ (25,57%) $4.850
Exer ci sed 625 $4. 500
G ant ed 162, 450 $4.00
Qutstanding at April 30, 2001 903, 025 $4.790 644,838 5.07
</ TABLE> o e

(conti nued)
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As of ril 30, 2001, 253,750 shares were available for future grant under the

Pl an. The wei ghted average remai ning contractual life of the outstanding options
is 6.55 years and the range of exercise prices are as foll ows.
Range of Nunber of
Exerci se Price Shar es
3.50 - 4.75 527, 475
4.75 - 6.00 203, 500
6.00 - 7.25 172, 050
903, 025

[3] Additional information with respect to the 1994 Directors Stock Option

<TABLE>
<CAPTI ON> ) ) )
Options Exerci sabl e Options
Wi ght ed Wi ght ed
Aver age Aver age
Nunber Exerci se Nunber Exercise
of Price of Price
Shares Per Share Shar es Per Share
<S> <C <C <C <C
Qutstanding at April 30, 1999 45, 500 $5.640 22,250 §§;§§Q_
Grant ed 10, 000 $4.500
Qutstanding at April 30, 2000 55,500 ___ 35.430 _____ 30,625 36.090_
G ant ed ~ 13,500 $4.310
Qutstanding at April 30, 2001 69,000 _______ $5.190  _____ 40,500 ~ _______ 35. 750_
</TABLE> T e

As of ril 30, 2001, 31,000 shares were available for future grant under the
Pl an. The melghted average renmi ning contractual |life of the outstanding options
is 6.8 years and the range of exercise prices are as follows.
Range of Nunber of

Exercise Price Shar es

4.25 - 5.25 44, 000

5.25 - 6.50 9, 000

6.50 - 7.75 16, 000

69, 000

(conti nued)
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[4] The Conpany applies APB No. 25 in accounting for its stock option plan

whi ch requires the recognition of conpensation expense for the difference
between the fair value of the underlying conmon stock and the grant price of the
option at the grant date. Had the conpensation expense been deterni ned based
upon the fair value at the grant date, as prescribed under SFAS No. 123, the
CDnPan%’s net profit for the years ended April 30, 2001 and April 30, 2000,

woul d have been as foll ows:

<TABLE>
<CAPTI ON>

YEAR ENDED APRIL 30

<S> <C
Net income:
As reported $ 2,391, 000
Prof orma under SFAS 123 $ 2,220, 000
Earni ngs per share:
As reported

Basi ¢

Di | uted

Prof orma under SFAS 123
Basi c
Di | uted

</ TABLE>

N HH

The fair value of each option is estimated on the date of grant using the Bl ack-
Schol es option-pricing nodel with the follow ng weighted average assunpti ons:
<TABLE>
<CAPTI ON>

2001
<S> <C
Risk-free interest rate 4.89 - 6.30%
Expected life of options 5
Expected stock price volatility 42.00%
Exqgcted di vidend yield 0.00%
</ TABLE>

The Bl ack- Schol es option val uati on nmodel was devel oped for use in estinatin? t he
fair value of traded options which have no vesting restrictions and are fully
transferabl e. Because the Conpany’s stock options have characteristics .
S|8n|f|pant!y different fromthose of traded options, and because changes in_ the
subj ective input assunptions can materially affect the fair value estimate, in
managenment’ s opi ni on, the existing nodels do not necessarily provide a reliable
single measure of the fair value of its stock options. The proforma effect on
net incone in fiscal 2001 and 2000 is not necessarily representative of the
prof orma ef f ect

(conti nued)
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on net incone in future years because it does not take into consideration
vesting requirenments, future option grants and issuances of options prior to
adoption of SFAS No. 123. The wei ghted average fair value of options granted
$4.31 in fiscal 2001 and $4.50 in fiscal 2000.

[5] Stock buy-back program

t he
is

In May 1997, the Conpany announced a stock buy-back Erogran1under whi ch the
Board of Directors authorized the purchase of up to $1, 000,000 of its common
s%o%gblAgogf April 30, 2001 the Conpany had purchased 194, 700 shares at a cost
0 , .

[6] Warrants:

I n Novenber 2000, the Conpany granted 25,000 Warrants to a consultant in return
for financial advisory services. The warrant which vests imediately is
exercisable at $ 5. 50 per share through March 15, 2005. The Canany val ued these
warrants at $38,000 using the Black Schol es option pricing nodel assum ng risk
free rates of 5.50% volat|l|t¥ of 42% dividend yield of 0% term of

4.37 years and a stock price of $4.13 and charged operations i mmedi ately.

(NOTE M - Significant Custoners and Concentration of Credit R sk:

One mmj or custoner accounted for net sal es of approxinatelg 10% for the year
ended April 30, 2001 and 14%for the Year ended April 30, 2000, respectively.
This custoner represented approximately 10% of the outstandi ng trade receivabl es
at April 30, 2001. Cash in excess of Federal Deposit |nsurance Conpany
[imtations may be held in certain banks.

(NOTE N) - Savings Plan

The Canany has a defined contribution plan that qualifies under Section 401(k)
of the Internal Revenue Code for the benefit of substantially all full-time
eligible enpl oyees. Enployees may contribute between 1% and 15% of their sa[ary
up to the dollar maxi numall owed by the Internal Revenue Service. Conpany
contributions are voluntary and are nmade at the discretion of the Board of
Directors. The CDnBany contributed $87,000 and $71, 000, respectively, for fisca
years 2001 and 2000.

(conti nued)
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PART 111
| TEM 9. DI RECTORS, EXECUTI VE OFFI CERS, PROMOTERS AND CONTROL PERSONS
COWPLI ANCE W TH SECTI ON 16(a) OF THE EXCHANGE ACT
The Board of Directors consists of five menbers. Al Directors
are el ected at each Annual Meeting of Sharehol ders and hold office until the

next Annual Meeting of Sharehol ders when their respective successors are duly

el ected and qualified.

Set forth below is the name and age of each Director, |
occupation during the past five

position with the Conmpany and his principal
of the

years and the year in which each Director was first elected as a D rector

Conmpany.

<TABLE>
<CAPTI ON>

Nane of Director

s
Bernard Seltzer

</ TABLE>

Princi pal Qccupation

and other Directorships
<C
Bernard Seltzer has been Chairman of the Conpany since
January 1990. As of My 1, 1998 M. Seltzer resigned
as President and Chief Executive Oficer of the
Conpany. From May 1983 to January 1990, M. Seltzer
was Vice President of Sales of the Company. Prior
thereto, M. Seltzer was the Vice President of Sales
and Marketing of Ketchum Laboratories, Inc., a
phar maceutical manufacturer and the predecessor of the
Conpany.

37
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Age
<C
77

Elected to
the Board

<C
1983
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<TABLE>
<CAPTI ON>

Nane of Director

s
David S. Seltzer

Reuben Selt zer

Martin M Gol dwyn

</ TABLE>

Princi pal Qccupation
and other Directorships

<C

David S. Seltzer has been Chief Executive Officer and
President of the Conpany since May 1, 1998 and a
Director, Secret arK/Band Treasurer since February 1992.
FromJuly 1992 to May 1, 1998 M. Seltzer was
Executive Vice President - Administration and since
Jul'y 1992, Vice President - Administration and Chief
Qperating Oficer of the Conpany since March 1992.
From Septenber 1986 to February 1990 M. Seltzer was
enEI oyed as an account executive. M. Seltzer received
a B.A in Economics from Queens College in 1984. David
S. Seltzer is the son of Bernard Seltzer.

Reuben Seltzer has been a Director of the Conpany since
April 1992. M. Seltzer is currently serving as a
consul tant to the Conpany on |egal matters and special
|%ro ects. M. Seltzer has been president of R

ea t?/t Services Inc., a real estate investment and

consu |n([\;/r conpany since May 1988. From May 1983 to
Ma%/ 1988 M. Seltzer was a vice president and attorney
with Merrill Lynch Hubbard Inc., a real estate

i nvestment subsidiary of Merri I Lynch and Conpany.

M. Seltzer received a B.A in Economcs from Queens
Col lege in 1978, a Juris Doctor fromthe Benjamn N.
Cardozo School of Lawin 1981 and a L.L.M fromthe New
York Uni verng School of Law in 1987. Reuben Seltzer
is the son of Bernard Seltzer.

Martin M Gol d,v\\k/n was elected a Director of the Conpany
in My 1992. . Goldwyn is a menber in the law firm
of Tashlik, Kreutzer, CGoldwyn & Crandell P.C

M. Goldwyn received a B.A "in finance from New York
University in 1974 and a Juris Doctor from New York Law
School in"1977.
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<TABLE>
<CAPTI ON>

Nane of Director

s
Yashar Hirshaut, MD.

</ TABLE>

Princi pal Qccupation
and other Directorships

<C

Yashar Hirshaut has been a Director of the Conmpany
since Septenber 1992. _ _ _
Dr. Hirshaut is a practicing nedical oncologist and is
currently an Associate Cinrcal Professor of Medicine
at Cornel| Uni versnige Medi cal College. Since July
1986, he has been a Research Professor of Biology at
Yeshiva University. In addition, he has served as
editor-in-chief of the Professional Journal of Cancer
Investigation since July 1981, Dr. Hirshaut received a
B. A from Yeshiva University in 1959 and his nedical
degree from Al bert Einstein College of Medicine in 1963.
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Executive Oficers

The executive officers of the Conpany are set forth in the
table below. Al executive officers are elected at the annual neeting or interim
nmeetings of the Board of Directors. No arrangenents or understanding exists
bet ween any executive officer and any other person pursuant to which he was
el ected as” an executive officer.

<TABLE>
<CAPTI ON>
Name Age Position and Period Served

<S> <C <C

Bernard Seltzer 77 Chai rman of the Conpany since January 1990.

David S. Seltzer 41 Chi ef Executive Officer and President of the Cpnpan¥ since I\/hg 1,
1998 and a Director, Secretary and Treasurer since February 1992.
M. Seltzer served as Executive Vice President of Adninistration
since February 1992,

Elan Bar-Gora 57 Executive Vice President-Qperations of the Conpany since Julg 1992
and Vice President-Qperations of the Conpany since August 1990.

Arthur S. Col dberg 59 Vice President-Finance and Chief Financial Oficer of the Conpany
since Septenber 1991.

</ TABLE>

Si gni ficant Enpl oyees

<TABLE>
<CAPTI ON>

Nane Age Position and Period Served
<S> <C <C
M chael MConnel | 43 Director of Product Devel opnment since January 1992,
Gary M April 44 President of Health Care Products Division since Mag 1998 and

Divisional Vice President of Sales since January 1993.

Suzanne Fenton 46 Director of Conpliance since September 1995.
Jesse Kirsh 40 Director of Quality Assurance since March 1994,
Pud_Pongi_ Pool suk 57 Senior Director of Science since May 2000.
</ TABLE>
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<TABLE>
<CAPTI ON\>
Nane Age Position and Period Served
<S> <C <C
Joanne Curri 57 Director of Regulatory Affairs since January 1993
Edward Berrios 49 Vice President - Sales since Novenmber 2000 and Nationa
Accounts Manager since Novenber 1997.
</ TABLE>

Section 16(a) Beneficial Oamership Reporting Conpliance

~ Section 16&2) of the Securities Exchange Act of 1934 requires
the Company’s Directors and ecutive Oficers and persons who own nore than ten
percent of a registered class of the Conpany’s equity securities to file with
the Securities and Exchange Commi ssion initial reports of ownership and reports
of changes in ownership of Commpn Stock and other equity securities of the
Conpany. O ficers, Directors and greater than ten percent sharehol ders are
required by Securities and Exchan?e Comm ssion regul ation to furnish the Conpany
with copies of all Section 16(a) forns they file. The Cbngany bel i eves that al
Secti on 16(a% filing requirements were net during Fiscal 2001. In making this
statement, the Conpany has relied on the witten representations of its .

i ncunbent directors and officers and copies of the reports that they have filed
with the Securities and Exchange Comm ssion and Nasdag.
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| TEM 10. EXECUTI VE COVPENSATI ON.

The foll owing table shows,
30, 2001, 2000 and 1999,

for the fiscal

for each of the executive officers of the Conpany.
SUMVARY COVPENSATI ON TABLE

<TABLE>
<CAPTI O\>

S T
Bernard Seltzer
Chai rman

David S. Seltzer '
President, Chief Executive
Oficer, Secretary and
Treasurer

Elan Bar-Gora '
Executive Vice President-
Qperations

Arthur S. Coldberg

Vice President of Finance and
Chief Financial Officer

</ TABLE>

2001
2000
1999

325,000
325,000
289, 000

140, 000
140, 000
121, 000

132,000
125,000
119, 000

Annual Conpensation

119, 080
9, 000

30, 000
-0-
-0-

oo
oo
Tov T
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O her Annual
Conpensation (1)

. years ended Apri l
the conpensation paid or accrued by the Conpany to or

Long Term
Conpensation
Awar ds

50, 000
50, 000
50, 000

10, 000
10,000
10, 000

7,500
7,500
7,500

Al QO her
Conpensation (3) ($)

4,420

5,413
3,241
3,300

2,210
1,702
1,715



(1) The naned executive officers received various perquisites, the cost of
w?|chbd|d not exceed the | esser of $50,000 or 10% of annual sal ary
pl us bonus.

(2) égggsted to reflect a 3-for-2 stock split declared on Novenber 1,

(3) Represents the dollar value of the 8reniun1paid bg t he Company during
the fiscal years ended April 30, 2001, 2000 and 1999 with respect to
termlife insurance for the benefit of the naned executive officer

St ock Options

The following table contains information concerning the grant
s under the Conpany%s Amended and Restated Stock Option Plan

of stock option
o the nanmed executive o

("Plan") t icers of the Conpany during Fiscal Year 2001.
. OPTI ON GRANTS | N LAST FI SCAL YEAR
<TABLE>
<CAPTI O\> o
I ndividual Gants
Nunber of % of Total
Securities Options
Under | yi ng Ganted . , o
Options Granted to Enpl oyees in Exercise Price Expiration
Name (#) (1) Fiscal " Year ($/ sh) Dat e
<S> <C <C <C <C
Bernard Seltzer - 0- -0- -0- -0-
David S. Seltzer 50, 000 33 4. 40 2005
Elan Bar-Gora 10, 000 7 4.00 2010
Arthur S. Gol dberg 7,500 5 4.00 2010
</ TABLE>
(1) Options granted in Fiscal Year 2001 are scheduled to vest and becone
exercisable in yearly increnents of 25% begi nning on June 1, 2001, with
full vesting occurring on June 1, 2004. Options expire ten years after
grant under the ternms of the Conpany’s Pl an
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Opti on Exerci ses And Hol di ngs

. The following table sets forth information with respect to the
named executives concerning the exercise of options dur|n% Fi scal Year 2001 and
unexer ci sed options held as of the end of Fiscal Year 2001.

[11. AGCREGATED OPTI ON EXERCI SES | N LAST FI SCAL YEAR
AND FI SCAL YEAR- END OPTI ON VALUES

<TABLE>
<CAPTI ON>
Nunber of
Securities ,
Underlying Val ue of Unexerci sed
Unexerci sed Options In-the-hmne¥ Opt i ons
at Fiscal Year-End at Fiscal Year-End
(#) (1) ($)(2)
Shares Acquired on Val ue Realized Exerci sabl e/ Exerci sabl e/
Nane Exercise (#) (%) Unexer ci sabl e Unexer ci sabl e
<S> <C <C <C <C
Bernard Seltzer -0- - 0- 0/0 0/0
David S. Seltzer -0- -0- 275, 000/ 75, 000 368, 250/ 250, 063
Elan Bar-Gora 0 0 77,500/ 15, 000 110, 375/ 86, 738
Arthur S. Col dberg 0 0 59, 250/ 11, 250 74,899/ 57,171

</ TABLE>

(1) Adjusted to reflect a 3-for-2 stock split declared on Novenber 1, 1993.

(2) Amunts reflect the market value of the underlying shares of Commpbn Stock
on April 30, 2001 | ess the exercise price.

Enpl oyment Contracts and Term nati on of Enpl oynent

Bernard Seltzer and David S. Seltzer serve as Chairman of the
Board and as President and Chi ef Executive Oficer, Chief Cgerat|ng Oficer,
Secretary and Treasurer, respectively, of the Company. M. Bernard Seltzer’s
enpl oyment agreement, as anended, effective as of May 1, 2001 expires on Apri
30, 2004, pursuant to which he agreed to serve in his capacities. Bernard
Sel tzer resigned as President and Chief Executive Officer effective as of My 1,
1998. David Seltzer was elected to serve as President and Chief Executive
Oficer effective May 1, 1998. Such enpl oyment agreements provide that the
annual base salary for each of Bernard Seltzer and David Seltzer would be
$241, 500 and $347, 300
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respectively, for the fiscal year conmencing May 1, 2001 through April 30, 2002.
The increase in annual base salary for each fiscal year thereafter for David S.
Seltzer is determned by nmultiplying his annual base salary for the prior fisca
year by the greater of 5% or the increase in the Consumer ice Index as of My
1 of each such year over the index as of Nh¥ 1 of the prior year. The Board of
Directors in its discretion will determnmi ne the annual bonus, if any, to be

received by David S. Seltzer. M. Bernard Seltzer may receive a bonus during
each year of enploynent equal to 1% of the increase in net sales of the Conpany.
M. David Seltzer receives a guaranteed bonus during each year of enploynent in
the anobunt equal to 3% of the Conpany’'s pre-tax net income for such year in the
event the Company’s pre-tax net income exceeds $2 nillion. The enpl oynment
agreenments al so contain standard confidentiality provisions and a non-conpete
provision for a termof one year after the termi nation of their enploynent.

. Under the enpl oynent agreenents for each of Bernard Seltzer
and David S. Seltzer, the Company will pay to each person’s estate upon his
death, his base salary for a period of twelve (12% nonths after the end of the
nmonth in which death occurred. In the event of total dlsabl|lt¥, each will

IS

continue to receive his base salary for the renaining term of engloynEnt

agreenment. In addition to base salary, Bernard Seltzer and David S. Seltzer each

w'l | be paid an anobunt equal to a percentage of the bonus, if any, based on the

portion of such year in which death, total disability or termination of

enpl oynment occurred. If termnation is for cause, total disability or because he

wongfully | eaves his enploynment, then, upon such occurrence, the enpl oynent
term nated and the Conpany shall be rel eased from al

agreenent shal | be deened
obl i gati ons.

_ _ _ Arthur S. Gol dberg serves as Vice President-Finance and Chi ef
Financial O ficer of the Cbgrany Pursuant to a two year enploynent agreemnent
end|n8 on August 31, 2002. . CGol dberg’ s annual base salary is approxi mtely
$134, 000 for such period. The Board of Directors in its discretion will
determ ne the annual bonus, if any, to be received by M. Col dberg. Such
enpl oyment agreement contal ns stahdard confidentiality provisions.

Di rector Conpensation

For their service on the Board, the Conpany pays each director
a fee of $500 per neeting. Each nenber of the Board is rel nbursed for expenses
incurred in connection with each Board or Conmittee neeting attended.
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Stock Option Pl ans
The Amended and Restated Stock Option Plan (the "Plan")

The Conpany’s Amended and Restated Stock Option Plan provides
for a total of 1,175,000 shares of Common Stock authorized to be granted under
such Plan. During Fiscal 2001, the Conpang granted options to purchase 157,450
shares of Common Stock at $4.00 and $4. 125 per share. During Fiscal 2001, 25,575
options were cancelled or expired, and 253, 750 shares are available for tfuture
grant under such Plan. The Conpany’s Pl an provides for the grant of options to
its key empl oyees and directors in order to give such enpl oyees a greater
personal interest in the success of the Cbnﬁany and an added incentive to
continue and advance in their enployment. The Company’s Pl an PrOV|des for a
fifteen year expiration period for non-statutory options and ten years for
incentive stock options %ranted t hereunder and allows for the exercise of
options by delivery by the optionee of PreV|oust owned Common Stock of the
Cbggany having a fair market value equal to the option price, or by a
conbi nati on of cash and Commobn St ock

As of July 28, 2001, the Co an% has granted options to
pur chase 350, 000 shares to David S. Seltzer, 92,500 shares to Elan Bar-Gd ora,
and 70,500 shares to Arthur S. Gol dberg at an average exercise price of $4.95,
$4.91, and $4.97, per share, respectively.

. The Plan is adm nistered by the Stock Option Committee of the
Board of Directors. The Committee has broad discretion in determning the
reci pients of options and nunerous other terns and conditions of the options.

_The exercise price for shares purchased upon the exercise of
non-statutory options granted under the Plan is determ ned by the Stock Option
Conmittee as of the date of the grant.

The exercise price of an incentive stock option nust be at
ast equal to the fair market value of the Common Stock on the date such option
granted (110% of the fair nmarket value for sharehol ders who, at the tine the
tron is granted, own nore than 10% of the total conbined classes of stock of
e Company or any subsidiary). hb.eanOYees may be granted incentive stock
tions in any year for shares having a tair market value, determined as of the
te of grant, in excess of $100, 000.

-

. No incentive option may have a termof nore than ten years (in
the case of incentive stock options, five years for sharehol ders hol di ng. 10% or
nore of the Common Stock of the Conpany). Options generally nay be exercised
only if the option holder remains continuously associated with the Conpany or a
subsidiary fromthe date of grant to the date of exercise. However, optiohs may
be exercised upon term nation of enploynent or upon the death or disability of
any enployee wthin certain specified periods.
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Directors Pl an

. The Conpany’s 1994 Directors Stock Option Plan ("Directors
Pl an") provides for a total of 100,000 shares of Common Stock authorized to be
granted under the Directors Pl an. Through July 28, 2001, the Conpany has granted
non-statutory options to purchase 22,000 shares to each of two directors and
25,000 shares to one director at an average exercise price of $5.19 per share.

. The Directors Plan provides for the automati c annual grant of
options to non-enpl oyee directors and is adm nistered by the Board of Directors.
Each non-enpl oyee director will be automatically granted 3,000 shares of Comon
Stock on the date of each annual neet|ng_of t he” Company’ s sharehol ders. A
non- enpl oyee director who chairs the audit or other committees of the Board of
Directors will be automatically granted annually an option to purchase an
addi tional 500 shares of Conmoh Stock

To remain eligible, a non-enP!oyee director nust continue to
be a menber of the Board of Directors. Each option granted is exercisable in

i ncrements_of 25% per year commencing on the first anniversary date of the date
of grant. The exercise price for all options may not be |less than the fair

mar ket val ue of the Commpn Stock on the date of grant. Options under the
Directors Plan have a termof 10 years and nay be exercised for limted periods
after a person ceases to serve as a director.

| TEM 11. SECURI TY OANERSHI P OF CERTAI N BENEFI Cl AL OANERS AND
MANAGEMENT.

The following table identifies each person known to the
Conpany to be the beneficial owner of nore than five percent of the Conpany’s
Common” St ock, each director of the Conpany, and all directors and officers of
the Company as a group, and sets forth the nunber of shares of the outstanding
Conmon St ock bene |C|ally owned by each such person and such group and the
percent age of the shares of the outstandi ng Conmon Stock owned by each such
person and such group. Except as noted bel ow, the naned person has sole voting
power and sol e investment power over the securities.
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<TABLE>
<CAPTI ON>

Name and Address of Beneficial Oaner

<S>
Bernard Seltzer
clo H - Tech Pharmacal Co., Inc.

369 Bayvi ew Avenue
Amtyville, New York 11701

David S. Seltzer

clo H - Tech Pharmacal Co., Inc.
369 Bayvi ew Avenue
Amityville, New York 11701

Reuben Selt zer

clo H - Tech Pharmacal Co., Inc.
369 Bayvi ew Avenue
Amityville, New York 11701

Arthur S. Col dber

clo Hi - Tech Pharmacal Co., Inc.
369 Bayvi ew Avenue
Amityville, New York 11701

El an Bar-Gora

clo H - Tech Pharmacal Co., Inc.
369 Bayvi ew Avenue
Amtyville, New York 11701

Martin M _Gol dwyn

clo Tashlik, Kreutzer, Goldwyn
833 Northern Boul evard
Geat Neck, New York 11021

Yashar Hirshaut, MD.

clo H - Tech Pharmacal Co., Inc.
369 Bayvi ew Avenue
Amityville, New York 11701

Al Directors and Executive Officers as a group (7 persons)

</ TABLE>

& Crandel|l P.C.
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Amount and Nature of
Beneficial Ownership(1)

955,857 (3)

578,199 (4)

64,875 (5)

85,000 (6)

31,500 (7)

22,000 (8)

2,199,535 (9)

Percent of
Common St ock

19. 6%

12. 4%

1. 4%

1.8%

42. 3%



* Anount represents | ess than one percent of Conmon Stock including
shares issuable to such beneficial owner under options which are
presently exercisable or will becone exercisable within 60 days.

(1) Unl ess ot herwi se indicated, each person has sole voting and investnent
power with respect to the shares shown as beneficially owed by such
per son.

(2) Anobunt does not include 60,000 shares of Commpn Stock owned by M.
Seltzer's wife, as to which Bernard Seltzer disclains beneficia
owner shi p.

(3) Anount includes options to purchase 312,500 shares of Commobn St ock

exerci sable within 60 days of July 28, 2001 and 172,406 shares of
Conmmon Stock owned by M. Seltzer’s wfe and children

(4) Amount includes options to purchase 111, 500 shares of Common Stock
exerci sable within 60 days of July 28, 2001 and 164, 378 shares of
Conmon Stock owned by M. Seltzer’s wfe and children

(5) Anmount includes options to purchase 61,875 shares of Conmmon Stock
exercisable within 60 days of July 28, 01.

(6) Anount represents options to purchase 85,000 shares of Conmpbn Stock
exerci sable within 60 days of July 28, 2001.

(7) Anmount represents options to purchase 31,500 shares of Commpbn Stock
exercisable within 60 days of July 28, 2001.

(8) Amount includes options to purchase 22,000 shares of Common Stock
exercisable within 60 days of July 28, 2001.

(9) Anount includes options to purchase 627,375 shares of Commobn St ock
exercisable within 60 days of July 28, 2001.

| TEM 12. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

For the fiscal year ended April 30, 2001, M. Reuben Seltzer
was engaged by the Conpany tONPrOVIde new busi ness devel opnent and | ega
servi ces. For such services, . Reuben Seltzer received $102, 000 and 25, 000
stock options of the Conpany at an exercise B;|ce of $4.00. M. Reuben Seltzer
is a director of the Conpany and the son of . Bernard Seltzer, the Company’s
Chai rman of the Board.

_ The CDnRgny and Reuben Seltzer each has a 21.25% interest in
Marco Hi -Tech JV Ltd., a New York corporation ("Marco Hi-Tech"), which narkets
raw materials for nutraceutical products and has licensed the patent rights to
Huper zi ne and anal ogues fromthe Mayo Cinic. FUPerZ|ne is a naturally derived
conmpound bel onging to a class known  as acetyl chol i nesterase inhibitors.
Huper zi ne has been shown to inhibit the enzyne responsible for the breakdown of
acetyl choline, a neurotransmitter or brain chemical, which is believed to be

critical in learning and nenory. Marco Hi - Tech
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manuf actures and distributes Huperzine as a dietary supplenment under the Dietary
Suppl ement Heal th and Education Act of 1994 and is devel opi ng anal ogues and
derivatives to Huperzine. It is currently devel opi ng other products for the
nutraceutical market.

The Conpany believes that material affiliated transactions
bet ween the Conpany and its directors, officers, principal stockholders or any

affiliates thereof have been, and will be in the future, on terns no |ess
favorabl e than could be obtalined fromunaffiliated third parti es.
| TEM 13. EXH BI TS AND REPORTS ON FORM 8- K.
<TABLE>
<CAPTI ON>
Page Nunber
(a) Exhibit o Foot
Nunber Description of Docunent Not es
<S> <C <C
3.1 Restated Certificate of Incorporation and By-Laws 1
4.3 Copy of Hi-Tech Pharmacal Co., Inc. Stock Option Plan 2
4.4 Copy of Hi-Tech Pharmacal Co., Inc. Stock Option Agreenent 3
4.5 Copy of 1994 Directors Stock Option Plan 4
*10.1 Amrended and Restated Executive Enploynment Agreement
with Bernard Seltzer .
10.2 Amended and Restated Enpl oyment Agreenent with (5)
David S. Seltzer
*10. 3 Amendnent No. 1 to Amended and Restated Executive
Enpl oyment Agreenent of David Seltzer .
*10. 4 Amended and Restated Enpl ogmant Agreenent with Arthur S. Col dberg
10.5 égreerrent, dated June 2, 1993, by and between Bernard Seltzer and the (6)
an
10. 6 é(g)pger%nt, dated June 2, 1993, by and between David S. Seltzer and the (7N
an
10.7 Re\r/TBI v?/ng Credit Agreement with Fleet Bank, N. A, dated as of (8)
Februarg 2, 2000 in the amount of $6, 000,000
10.8 %88 973 Term Loan Facility with Fleet Bank, N A, dated as of February 2, (9)
10.9 Nbrtgﬁge between National Westmnster Bank USA and the Conpany dated (10)
Septemper 1, 1992
10. 10 Mrtgage Note and Suppl emental Mortgage and Mortgage Spreader
Consol I'dating Mdification and Extension _
10.11 {i\gggerrent between the Conpany and National Westminster Bank dated July 29, (11)
10. 12 Lease A%Beerrent by and between Hi-Tech Pharmacal Co., Inc. and Chigi (12)
Realty Corp. dated Jul E 18, 1996
*23 Consent of Richard A Eisner & Conpany LLP
</ TABLE>

* Filed herewith
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(1)

(2)

(3)

(4)

(5)

(6)

(7

(8)

(9)

(10)

(11)

(12)

Filed as Exhibit 3.0 to H -Tech Pharmacal Co., Inc. Quarterly Report on
Form 10-Q for the quarterly period ended October 31, 1994 and
i ncorporated herein by reference.

Filed as Exhibit 10.1 to Hi -Tech Pharmacal Co., Inc. Registration
St?tenent on Form S-1 (No. 33-47860) and incorporated herein by
ref erence.

Filed as Exhibit 10.2 to H
Statenment on Form S-1 ( No.
ref erence.

- Tech Pharmacal Co., Inc. Registration
33-47860) and incorporated herein by

Filed as Exhibit 10.1 to Hi -Tech Pharmacal Co., Inc. Quarterly Report
on Forn110-8 for the quarterly period ended Cctober 31, 1994 and
i ncorporated herein by reference.

Filed as Exhibit 10.2 to Hi -Tech Pharmacal Co., Inc. Annual Report on
Form 10-KSB for fiscal year ended April 30, 2000 and i ncorporated
herein by reference.

Filed as Exhibit 10.4 to Hi -Tech Pharmacal Co., Inc. Annual Report on
Form 10-KSB for fiscal year ended April 30, 1993 and i ncorporated
herein by reference.

Filed as Exhibit 10.5 to Hi -Tech Pharmacal Co., Inc. Annual Report on
Form 10-KSB for fiscal year ended April 30, 1993 and incorporated
herein by reference.

Filed as Exhibit 10.6 to H -Tech Pharmacal Co., Inc. Annual Report on
Form 10-KSB for fiscal year ended April 30, 2000 and i ncorporated
herein by reference.

Filed as Exhibit 10.7 to Hi -Tech Pharmacal Co., Inc. Annual Report on
Form 10-KSB for fiscal year ended April 30, 2000 and incorporated
herein by reference.

Filed as Exhibit to H -Tech Pharnmacal Co., Inc. Qparterlg Report on
Form 10-QSB for the quarterly period ended January 31, 1993 and
i ncorporated herein by reference.

Filed as Exhibit to H -Tech Pharmacal Co., Inc. Quarterly Report on
Form 10-Q for the quarterly period ended July 31, 1992 anhd i ncor porat ed
herein by reference.

Filed as Exhibit to H -Tech Pharmacal Co., Inc. Quarterly Report on
Form 10- Q@SB for the quarterly period ended July 31, 1993 and
i ncorporated herein by reference.

(b) No reports on Form 8-K have been filed during the |ast quarter of the period
covered by this report.
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SI GNATURES

In accordance with Section 13 or 15(
1934, the Regi strant caused this report t
under si gned, thereunto duly authorized.

Dat ed: July 27, 2001

By:

By:

I n accordance w
been signed bel ow by
the capacities and on

th
e f oW ng person
he

th e Securities Ex
th ol | owi 1

t dat es i ndi cated
/ s/ Bernard Seltzer

Bernard Seltzer, Chairman
of the Board

/s/David S. Seltzer

David S. Seltzer, Director,
Chi ef Executive O ficer, President,
Treasurer, Secretary

/ s/ Reuben Sel t zer

Reuben Seltzer, Director
/s/IMartin M Gol dwyn

Martin M Gol dwyn, Director

Yashar Hi rshaut, M D., Director
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/ s/ David Seltzer

David Seltzer, Chief Executive Oficer,
President, Secretary & Treasurer

/sl Arthur S. Gol dberg

Arthur S. Gol dber
Chi ef Fi nanci al

change Act of 1934, this Report has
s on behal f of the Registrant and in

ficer

July 27, 2001
July 27, 2001
July 27, 2001
July 27, 2001
July 27, 2001



