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y all measures, fiscal 2009 was a great success for Hi-Tech
Pharmacal. The Company had record sales of $108.7 million, an
increase of 75% compared fo the prior year; nef income of $9.8

million compared to a net loss in fiscal 2008, and generated $0.87 in
earnings per share. Our investments in research and development were
rewarded as we nearly doubled net sales in our generic business versus
the prior year. Dorzolamide HCl and Dorzolamide HCl with Timolol
ophthalmic solutions, the generic equivalents to Merck’s Trusopt®* and
Cosopt®* were the most significant new product introductions of the year.
We launched both products on the first day of generic availability when
the innovator’s exclusivity expired in late October 2008. QOur success
with these products proves Hi-Tech’s ability to execute on difficult to
develop generics on a timely basis, and demonstrates the strength of

our sales and marketing effort. In addition, we have also experienced
significant sales of Fluticasone Propionate nasal spray, the generic for
Glaxo Smith Kline’s Flonase®. We view our success with the Dorzolamide
products and Fluticasone as validation of the Company's approach to
target high barrier development and manufacturing projects. In fiscal
2009, our generics business also benefited from a full year of sales from
our Midlothian Laboratories division, which contributed $6.9 million in
net sales. In fiscal 2009, Hi-Tech not only established its position as a
leader in liquid generics, but also made great strides in other niche areas
such as ophthalmics and nasal sprays. The Company continues 1o rely on
its R&D program fo deliver additional new products.

Last year was marked by another significant event. In February 2009,
Hi-Tech entered the branded specialty pharmaceutical sector through

the acquisition of the assets of ECR Pharmaceuticals. The acquisition
diversifies the Company, and serves as an excellent platform to launch
internally and externally developed branded products to the primary
care market. We are impressed with the quality of ECR’s management
and sales teams, and believe that this team has the capability to provide
strong growth.

*Hi-Tech Pharmacal Co., Inc. is not affiliated
with owners of these trademarks.




In fiscal 2009, HiTech reiterated its dedication to organic growth of the
generic business through investment in research and development. Hi-Tech
continued to make a significant financial commitment to our Research and
Development program as the Company invested more than $7.4 million
in R&D, an increase of 20% compared to the prior fiscal year. As we have
expanded the R&D department with highly qualified scientists to ensure
that Hi-Tech is executing on development projects on a timely basis,

we have also increased the number and complexity of projects we are
pursuing. Our R&D expansion also accelerates the development of
products in various dosage forms including oral liquids and suspensions,
sterile products, fopical solutions, creams, ointments, gels, and nasal
sprays. Hi-Tech's internal R&D effort is complemented by a few selected
partnerships with companies in the U.S. and abroad, which bring
development or manufacturing capabilities that are incremental to
Hi-Tech’s core competencies. R&D efforts continue to be directed toward
high-barrier, as well as niche generics, in order fo match our considerable
array of dosage form capabilities with the opportunities that the market
affords. Hi-Tech complefed the fiscal year with 13 products under review
by the FDA which include niche generics and applications that involve
patent challenges. Sales for these products total over $600 million
according to IMS, and Hi-Tech has another 20 projects at various stages
of development, including some in clinical frials, with branded sales of
over $2 billion according to IMS.

MANUFACTURING
More than ever before, Hi-Tech relies on the efficiency and quadlity of its
manufacturing operations to actualize the potential of its new products.
‘We are pleased fo report that our recent investments in personnel,
facilities and equipment enabled the Company to meet the increased
demand for Hi-Tech products in the fiscal year, as Hi-Tech experienced a
12% growth in manufacturing output compared to the prior fiscal year.
We sold an unprecedented number of sterile-manufactured products, with
the October introduction of Dorzolamide HCl and Dorzolamide HCl with
Timolol ophthalmic solutions. Non-sterile production also increased as
demand for Fluticasone Propionate nasal spray, among other products,




also grew significantly. While Hi-Tech manufactured a record number of
units in fiscal 2009, the Company has ample capacity fo support demand
for the products in our pipeline.

To support our growing operations, the Company made a substantial
investment in a new enterprise resource planning (ERP) system from SAP
to replace its existing manufacturing and financial information systems.
The system will enable us keep pace with the growing demand for

our products, and will result in increased efficiencies throughout the
manufacturing process. We are committed to continuing fo invest in the
quality of our operations in order to capitalize on mounting demand for
our products, while satisfying the high supply and service standards our
customers have come to expect from Hi-Tech Pharmacal.

BRANDED PRODUCTS

In February 2009, Hi-Tech acquired the assets of ECR Pharmaceuticals,
a prescription branded specialty pharmaceutical company that markets
products to primary care physicians in 13 mid-Atlantic and southern
states. The ECR line includes the Lodrane® line of antihistamines, the
DexPak® line for the treatment of dermatitis and seasonal skin conditions,
and Bupap®, a treatment for tension headaches. This acquisition allows
Hi-Tech to capitalize on ECR’s growing sales, and brings experienced
management with a successful track record of developing and licensing
new products. The addition of ECR makes Hi-Tech a more diverse

and flexible company, as we now have an additional outlet to market
differentiated products currently in development. Though ECR
Pharmaceuticals was a Hi-Tech company for only two months in fiscal
2008, it contributed $2.8 million in net sales. Qur growth plans for ECR
include pursuit of in-licensing opportunities and expansion of the sales
force to accommodate those new products. The addition of high-margin
branded products to the Company'’s portfolio provides us with incremental
revenue opportunities, while offsetting fluctuations that are inherent in the

generic business.




In our OTC branded division, Health Care Products (HCP), we continue to
focus on unique and specially formulated products to “help people with

diabetes live hedlthier lives.” In fiscal 2009, our credo resulted in the
establishment of Zostrix® Neuropathy Cream as a leading topical
analgesic for diabetic patients. This product is a unique pain relief
medication containing the highest strength of capsaicin available, in an
exclusive, Lidocare™ vehicle, which offsets any skin irritation associated
with the higher strength capsaicin products. Zostrix® Neuropathy Cream
was extremely well received by both the trade, as well as by patients, as
the presence of the Zostrix® brand expanded to an additional area of the
pharmacy, the diabetes care section. As HCP expands its footprint in the
diabetes market and beyond, the OTC division will continue fo provide
the Company with an excellent outlet for science-based over-the-counter
products with additional benefits to the consumer.

LOOKING AHEAD

Fiscal 2009 was a year of milestones as the Company set records for
sales and profits. Hi-Tech has the personnel and financial resources to
execute on the next phase of our growth plan, as we continue to develop
our generic and branded businesses. We enter fiscal 2010 with a strong
balance sheet, considerable momentum and excellent prospects for
growth. Hi-Tech is well positioned to fulfill our mission of manufacturing
high quality pharmaceuticals that improve the lives of our customers. We
know by successfully executing on this directive, our performance will
yield employee, customer, and investor satisfaction.

I want to express my appreciation to Hi-Tech’s Board of Directors for their
guidance and support. | would also like to recognize the performance of
our employees, who remain the Company’s most valuable asset. And
finally, I would like to thank our shareholders for their ongoing support
of Hi-Tech Pharmacal.

Sincerely,

Gl £

David Seltzer
President and Chief Executive Officer
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FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K and certain information incorporated herein by reference contains forward-looking statements
which are not historical facts made pursuant to the “safe harbor” provisions of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements are not promises or guarantees and investors are cautioned that all forward looking statements involve
risks and uncertainties, including but not limited to the impact of competitive products and pricing, product demand and market
acceptance, new product development, the regulatory environment, including without limitation, reliance on key strategic alliances,
availability of raw materials, fluctuations in operating results and other risks detailed from time to time in the Company’s filings with
the Securities and Exchange Commission. These statements are based on management’s current expectations and are naturally subject
to uncertainty and changes in circumstances. We caution you not to place undue reliance upon any such forward-looking statements
which speak only as of the date made. Hi-Tech is under no obligation to, and expressly disclaims any such obligation to, update or
alter its forward-looking statements, whether as a result of new information, future events or otherwise.

PARTI
ITEM1. BUSINESS.

General

LI

Hi-Tech Pharmacal Co., Inc. (“Hi-Tech” or the “Company”, which may be referred to as “we”, “us” or “our”), a Delaware
corporation, incorporated in April 1982, is a specialty manufacturer and marketer of prescription, over-the-counter and nutritional
products.

We develop, manufacture and market products in three categories — generics, prescription brands and over the counter (OTC) brands.
We produce a wide range of products for various disease states, including asthma, bronchial disorders, dermatological disorders,
allergies, pain, stomach, oral care, neurological disorders, glaucoma and other conditions.

The Company’s generic products are primarily prescription items and include oral solutions and suspensions, topical creams and
ointments as well as nasal sprays. We also specialize in the manufacture of products in our state of the art sterile facility capable of
producing liquid ophthalmic, otic and inhalation products. Additionally, the Company’s Midlothian Laboratories division, a generic
pharmaceutical company specializing in cough and cold products and prescription vitamins operates through a “virtual company”
structure, outsourcing R&D and manufacturing, while concentrating on the marketing of generics. The generic product category
includes a small amount of contract manufacturing sales for both the prescription and OTC markets.

On February 27, 2009, the Company purchased substantially all of the assets of E. Claiborne Robins Company, Inc. d/b/a ECR
Pharmaceuticals (“ECR Pharmaceuticals” or “ECR”). This subsidiary is engaged in the development and distribution of branded
prescription pharmaceuticals. ECR’s products treat various disease states, including cough and cold symptoms, allergies, poison ivy
and contact dermatitis, and pain relief. The Company does not manufacture any of ECR’s products. All products are sourced, at ECR’s
direction, through contract manufacturers and packagers. All research and development is also conducted through contract
organizations.

Our Health Care Products Division markets a line of OTC branded products primarily for people with diabetes, including Diabetic
Tussin®, DiabetiDerm®, Multi-betic® and DiabetiSweet®. The division also sells Zostrix® brand of capsaisin products for pain
associated with arthritis.

Our customers include chain drug stores, drug wholesalers, managed care purchasing organizations, certain Federal government
agencies, generic distributors, mass merchandisers, and mail-order pharmacies. Some of our key customers include McKesson
Corporation, Cardinal Health, Inc., AmeriSourceBergen Corporation, CVS, Walgreens and Wal-Mart.

For the fiscal year ended April 30, 2009 sales of generic pharmaceuticals including the Company’s Midlothian Laboratories division
represented 88% of total sales, sales of the Company’s ECR Pharmaceutical subsidiary were 3% and sales of the Health Care Products
line of OTC products accounted for 9% of total sales.

Generic Products
Our top 5 selling generic products in fiscal 2009 were:

. Dorzolamide with Timolol and Dorzolamide (the generic equivalents of Cosopt® and Trusopt® from Merck)
. Fluticasone propionate (the generic equivalent of Flonase® from GlaxoSmithKline)

. Sulfamethoxazole with Trimethoprim (the generic equivalent of Bactrim® from Roche)

. Pediatric multivitamins with fluoride (the generic equivalent of various brands)

. Lactulose (the generic equivalent of various brands)

3.



Generic Approvals and Product Launches

We have 37 prescription products approved for marketing by the Food and Drug Administration (“FDA”) and 2 products with
tentative approvals. In addition, we have 13 products submitted to the FDA pending approval, and approximately 20 products in
various stages of development.

In our fiscal 2009, we launched two products upon receiving the FDA’s final approval for the Company’s ANDAs:

. Dorzolamide Hydrochloride with Timolol Maleate Ophthalmic Solution (the generic equivalent of Merck’s Cosopt®
Ophthalmic solution, indicated for the treatment of glaucoma)

. Dorzolamide Hydrochloride Ophthalmic Solution (the generic equivalent of Merck’s Trusopt® Ophthalmic solution,
indicated for the treatment of glaucoma)

ECR Pharmaceuticals

ECR’s products are branded and trademarked. The products, in order of sales, are:
. Lodrane® 24/Lodrane® 24 D, an extended release antihistamine/ antihistamine with decongestant capsule
. DexPak® TaperPak, an oral corticosteroid tablet available in 13 day, 10 day and 6 day tapered packages

. Bupap®, an analgesic tablet

Health Care Products Division

Our Health Care Products Division (“HCP”) is a leading marketer of branded products that include over-the-counter, nutritional lines,
and prescription products, primarily for people with diabetes. HCP also has several lines that fall outside the diabetic area. The Health
Care Products Division is composed of several products lines which account for a majority of its sales.

The top six product lines, in order of sales, are:

. Diabetic Tussin® cough products

. Zostrix® pain relief products

. DiabetiDerm® dermatological and footcare products
. Multibetic® multi-vitamins

. DiabetiSweet® sugar substitutes

. Nasal Ease® allergy relief

The Diabetic Tussin® line accounted for approximately half of Health Care Products sales.

Growth Strategy

Management believes that growth in the generic pharmaceutical industry is driven by several factors which should continue in the
coming years. These factors include:

. The increasing number of branded pharmaceutical products that have lost or will lose patent protection

. Efforts by federal and state governments, employers, third-party payers and consumers to control health care costs
. The aging of the U.S. population

. Increased acceptance of generic products by physicians, pharmacists and consumers

Management intends to exploit these macroeconomic trends by making strategic decisions which will result in the Company’s growth.
Our growth strategy is based on the following: '

. Increase the number of new product introductions by expanding our research and development efforts and increasing our
ANDA submissions

. Increase market share for our core prescription generic products by adding new customers and introducing products to
existing customers

. Continue to develop and license branded products with a focus on niche markets, such as diabetes care and related areas,
such as podiatry

. Acquire products and businesses that management believes can contribute to the Company’s growth strategy

. Leverage our manufacturing capabilities by primarily focusing on the development of liquid and semi-solid dosage forms

and products requiring sterile manufacturing



Product Development Strategy

We have identified over $9 billion of brand name drugs in the liquid, sterile, inhalation, nasal spray and semi-solid dosage forms in
our target market. These products either have patents which expire in the next five years or have patents which the Company believes
that it can successfully challenge. We are currently developing drugs with total branded sales of over $2 billion and plan to take
advantage of this opportunity.

Our product development strategy focuses on products in the following areas:

. Products that will have limited competition due to smaller market size but can generate long term revenues
. Products with significant volume and high annual sales
. Products that are difficult to bring to market and more likely to face limited competition, enabling us to earn higher

margins for a longer period of time. These opportunities include nasal sprays and sterile products, including ophthalmics
and inhalation products

. Products with patents that we believe we can successfully challenge through the patent challenge process of the Hatch-
Waxman Act

. Products requiring clinical trials

Research and Development

The Company obtains new generic pharmaceutical products primarily through internal product development and from strategic
arrangements with other pharmaceutical companies. These strategic arrangements include both development contracts where Hi-Tech
pays a third party to develop a new product and licensing arrangements where Hi-Tech sells a product and pays a royalty to the owner
of the ANDA or NDA.

For the fiscal years ended April 30, 2009, 2008 and 2007 total R&D expenditures were $7,429,000, $6,208,000 and $4,733,000,
respectively. The increase is the result of expenditures on both internal and external development projects. The Company’s largest
expenditure on a single project was for a product line that is being jointly developed with two other generic drug companies. The
Company spent $2,978,000, $1,591,000 and $409,000 in fiscal years ended April 30, 2009, 2008 and 2007, respectively, on this
project including expenditures on a clinical trial. The clinical trial for this product is ongoing, and the Company believes that it will
file an ANDA for one of the products in this product line in late fiscal 2010.

We have 13 ANDA applications pending at the FDA that address over $0.6 billion in annual brand and generic product sales in the
United States in 2007 according to IMS Health. Additionally, the Company has approximately 20 products targeting over $2 billion in
branded revenue in development. The Company does not know when any of these products will be approved.

Customers and Marketing

We market our products to chain drug stores, drug wholesalers, managed care purchasing organizations, certain Federal government
agencies, generic distributors, mass merchandisers and mail order pharmacies. We sell our generic products to over 100 active
accounts located throughout the United States. For the fiscal year ended April 30, 2009, McKesson Corporation, AmerisourceBergen
and Cardinal Health, accounted for net sales of approximately 16%, 14%, and 13%, respectively. These customers represented
approximately 58% of the outstanding accounts receivable at April 30, 2009. Our top five customers accounted for approximately
57% and 49% of the Company’s total sales for the fiscal years ended April 30, 2009 and 2008, respectively. If any of our top five
customers discontinues or substantially reduces its purchases from the Company, it may have a material adverse effect on our business
and financial condition. We believe, however, that we have good relationships with our customers.

The Company has standard industry agreements made in the ordinary course of business with these customers which include prompt
payment discounts, and various standard fee or rebate arrangements. Purchases are made on a purchase order basis. The agreements do
not bind the customers to purchase their requirements from the Company.

We utilize our state of the art manufacturing facilities and laboratories to offer contract manufacturing services to our existing as well
as potential customers.

ECR currently markets eight different products primarily in the south and southeastern United States. These products are detailed and
sampled by ECR’s sales force primarily to physicians serving in general practice, family medicine and certain specialty areas. ECR
sells its products to established drug wholesalers, with key customers including Cardinal Health, Inc., McKesson Corporation and
AmerisourceBergen Corporation. ECR has arrangements with these wholesalers to stock our products in pharmacies in the areas in
which we detail the products.

We market HCP brands using various marketing strategies which include professional and consumer sampling programs,
telemarketing, coupon promotions, contemporary packaging, print media, national radio, direct response advertising and in store
promotions. We also have placed a significant emphasis on the use of the internet as a vehicle to promote our brands and emphasize
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our Company’s goal of helping people with diabetes live a healthier life. We view the internet as an effective vehicle to educate
people with diabetes about making good decisions in helping manage their condition. Our websites are registered under the domain
names of diabeticproducts.com, Nasaleaseblocker.com and Zostrix.com, which are linked to most search engines and diabetic based
websites.

Health Care Products currently employs 10 full time employees in sales, marketing and administration, and 12 independent
commission sales representative organizations.

We are focused on growth and will continue to develop new branded and generic products as well as devise new marketing strategies
to penetrate our markets. We are seeking to complement this internal effort by acquiring products for future marketing, as well as
licensing rights to proprietary products and technologies for development and commercialization. We will place increasing emphasis
on establishing co-development and co-marketing agreements with strategic partners.

Facilities
Our manufacturing facilities are designed to be flexible in order to allow for the low cost production of a variety of products of

different dosages, sizes, packaging and quantities while maintaining a high level of quality and customer service. This flexible
production capability allows us to adjust on-line production in order to meet customer requirements.

We operate from six buildings owned by the Company on one site in Amityville, New York, totaling approximately 207,000 square
feet. Additionally, the Company leases a 12,000 square foot facility in Montgomery, AL which houses the Midlothian Laboratories
division, and a 12,000 square feet building in Richmond, Virginia, which houses ECR’s administrative offices and warehouse.

Raw Materials/Active Pharmaceutical Ingredients

The active compounds for our products, also called active pharmaceutical ingredients or APIs, are purchased from specialized
manufacturers and are essential to our business and success. API manufacturers are required to file a Drug Master File with the FDA.
Each individual API must be approved by the FDA as part of the ANDA approval process. API manufacturers are also regularly
inspected by the FDA.

In some cases, the raw materials used to manufacture pharmaceutical products are only available from a single FDA-approved
supplier. Even when more than one supplier exists, the Company may elect to list, and in most cases has only listed, one supplier in its
applications with the FDA. Any change in a supplier not previously approved must then be submitted through a supplemental approval
process with the FDA.

It is crucial for the business to select suppliers that meet Current Good Manufacturing Practices (“cGMP”) requirements and that are
reliable and offer competitive prices. We are proactive in maintaining good relationships with our API suppliers because we believe
that these relationships allow us to save crucial time and be cost competitive. For new products in development, the timely selection of
the right AP suppliers that have access to cutting-edge chemical and process technologies, and in some cases offer proprietary and
patented methods for chemical synthesis and manufacturing processes, can potentially give us a significant advantage over our
competitors.

We believe we have good, cooperative working relationships with our suppliers and are not experiencing any difficulty in obtaining
raw materials. If a supplier were unable to supply us, we believe we could locate an alternative supplier. However, any change in
suppliers of a raw material could cause significant delays and cost increases in the manufacture of products. To mitigate this risk, the
Company is currently beginning the process of certifying alternative suppliers for several key APIs.

Our Midlothian Laboratories division uses contract manufacturers to manufacture its products. During fiscal 2009 two of Midlothian’s
suppliers issued recalls, and the Company was required to recall the products from its customers. These suppliers are no longer
manufacturing products for Midlothian and the Company is currently working to identify alternative suppliers.

We have a non-exclusive supply agreement with Ragactives S.L.U. (“Ragactives”) dated July 18, 2008 to supply dorzolamide
hydrochloride, the active ingredient in Dorzolamide with Timolol Ophthalmic Solution and Dorzolamide Ophthalmic Solution. These
products accounted for over 22% of Hi-Tech’s sales for fiscal 2009. The agreement has a ten year term beginning in July 2008 and is
automatically renewed for successive two year periods unless terminated by either party upon written notice not less than 180 days
prior to the end of the current term. The agreement may be terminated by either party upon 90 days’ notice for material breach of the
agreement in the event the breaching party fails to remedy the breach during such 90 day period or immediately in the event of
bankruptcy. The agreement provides that the Company will consider Ragactives as its preferential supplier of the product and the
Company will give Ragactives notice of any offer from a third party manufacturer of the product to enable Ragactives to meet the
price of product from such manufacturer. There are no minimum purchase requirements under the agreement; however, the Company
is obligated to purchase at least seventy-five (75%) percent of its annual requirements of the product from Ragactives as long as
Ragactives’ price is not more than ten (10%) percent higher than other manufacturer’s price. The agreement has standard
confidentiality and indemnification clauses. We have no other material agreements with suppliers and we utilize standard purchase
orders when obtaining materials.
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Competition

The market for generic pharmaceuticals is highly competitive. Our direct competition consists of numerous generic drug
manufacturers, many of which have greater financial and other resources than we do. If one or more other generic pharmaceutical
manufacturers significantly reduce their prices in an effort to gain market share, our profitability or market position could be adversely
affected. Such competitive pressures caused our decline in sales and profitability for fiscal 2007 and 2008. Competition is based
principally on price, quality of products, customer service levels, reputation and marketing support.

Seasonality

We experience seasonal variations in the demand for our cough and cold products. Therefore, no one quarter’s performance can be
used to indicate a full year results. Our revenues are typically lower during the first and fourth quarters of our fiscal year. As the
Company launches new products such as dorzolamide with timolol ophthalmic solution which are not seasonal, and fluticasone
propionate nasal spray which has a different seasonal usage pattern, the Company expects to experience less seasonal variability.

Government Regulation
FDA Oversight

Our products and facilities are subject to regulation by a number of Federal and state governmental agencies. The FDA, in particular,
maintains oversight of our manufacturing process as well as the distribution of our products. Facilities, procedures, operations and/or
testing of products are subject to periodic inspection by the FDA, the Drug Enforcement Administration and other authorities. In
addition, the FDA conducts pre-approval and post-approval reviews and plant inspections to determine whether our systems and
processes are in compliance with cGMP and other FDA regulations. Certain of our suppliers are subject to similar regulations and
periodic inspections. We have had several FDA inspections including our most recent which took place in the third quarter of fiscal
2008. We believe the issues cited during the inspection have been adequately addressed by the Company.

A sponsor of a New Drug Application (“NDA™) is required to identify in its application any patent that claims the drug or a use of the
drug, which is the subject of the application. Upon NDA approval, the FDA lists the approved drug product and these patents in the
Orange Book.

In addition to patent exclusivity, the holder of the NDA for the listed drug may be entitled to a period of non-patent, market
exclusivity, during which the FDA cannot approve an application for a bioequivalent product. If the listed drug is a new chemical
entity, the FDA may not accept an ANDA for a bioequivalent product for up to five years following approval of the NDA for the new
chemical entity. If it is not a new chemical entity but the holder of the NDA conducted clinical trials essential to approval of the NDA
or a supplement thereto, the FDA may not approve an ANDA for a bioequivalent product before expiration of three years. Certain
other periods of exclusivity may be available if the listed drug is indicated for treatment of a rare disease or is studied for pediatric
indications.

The FDA has extensive enforcement powers, including the power to seize noncomplying products, to seek court action to prohibit
their sale and to seek criminal penalties for noncomplying manufacturers. Although it has no statutory power to force the recall of
products, the FDA usually accomplishes a recall as a result of the threat of judicially imposed seizure, injunction and/or criminal
penalties.

ANDA Process

Although many of the products we currently manufacture and market do not require prior specific approval of the FDA, certain
products which we currently market and intend to market under our product development program require prior FDA approval using
the ANDA procedure prior to being marketed. We currently have 37 approved products, 3 tentatively approved products, 13 products
pending FDA approval, and 20 products in active development, of which the majority will require ANDA submissions.

The ANDA approval process is generally less time-consuming and complex than the NDA approval process. It generally does not
require new pre-clinical and clinical studies because it relies on the studies establishing safety and efficacy conducted for the drug
previously approved through the NDA process. The ANDA process does, however, occasionally, require one or more bioequivalency
studies to show that the ANDA drug is bioequivalent to the previously approved drug. Bioequivalence compares the bioavailability of
one drug product with that of the referenced product formulation containing the same active ingredient. When established,
bioequivalency confirms that the rate of absorption and levels of concentration in the bloodstream of a formulation of the previously
approved drug and the generic drug are equivalent. Bioavailability indicates the rate and extent of absorption and levels of
concentration of a drug product in the bloodstream needed to produce the same therapeutic effect. Such studies are not generally
required to be performed for solutions (oral, ophthalmic, or solutions for inhalation). Suspensions and certain types of topical products
do require bioequivalency testing. Topical creams and ointments require clinical testing. Fluticasone propionate required a large and
expensive clinical trial. In certain cases, such as nasal spray suspensions, clinical studies are required in addition to bioequivalency
studies to show efficacy compared to the branded product. Such studies, though not as extensive as corresponding studies conducted
by innovator companies as part of their NDA process, will require substantial funding.
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The completion of a prospective product’s formulation, testing and FDA approval generally takes several years. Development
activities could begin several years in advance of the patent expiration date, and may include bioequivalency and clinical studies.
Consequently, we are presently selecting and will continue to select and develop drugs we expect to market several years in the future.

The timing of final FDA approval of ANDA applications depends on a variety of factors, including whether the applicant challenges
any listed patents for the drug and/or its use and whether the brand-name manufacturer is entitled to one or more statutory exclusivity
periods. Pending the resolution of any such issues the FDA is prohibited from granting final approval to generic products. In certain
circumstances, a regulatory exclusivity period can extend beyond the life of a patent, and thus block ANDAs from being approved on
the patent expiration date. For example, the FDA may now extend the exclusivity of a product by six months past the date of patent
expiry if the manufacturer undertakes studies on the effect of their product in children (“pediatric extension™). See “Patent Challenge
Process.”

Before approving a product, the FDA also requires that a company’s procedures and operations conform to cGMP regulations, as
defined in the U.S. Code of Federal Regulations. The Company must follow the cGMP regulations at all times during the manufacture
of its products.

If the FDA concludes that all substantive ANDA requirements (chemistry, bioequivalency, labeling and manufacturing) have been
satisfied, but a final ANDA approval cannot be granted because of patent or exclusivity-related considerations, the FDA may issue a
tentative approval.

Patent Challenge Process

The Hatch-Waxman Act provides incentives for generic pharmaceutical manufacturers to challenge patents on branded
pharmaceutical products, their methods of use and specific formulations, as well as to develop non-infringing forms of the patented
subject matter. The purpose of the Hatch-Waxman Act is to stimulate competition by providing incentives to generic companies to
introduce their products early, and at the same time to ensure that such suits are not frivolous.

If there is a patent listed in the FDA’s Orange Book at the time of filing an ANDA with the FDA and the generic drug company
intends to market the generic equivalent prior to the expiration of that patent, the generic company files with its ANDA a certification
asserting that the patent is invalid, unenforceable and/or not infringed (“Paragraph IV certification”). After receiving notice from the
FDA that its application is acceptable for filing, the generic company sends the patent holder and the holder of the New Drug
Application (“NDA”) for the brand-name drug a notice explaining why it believes that the patents in question are invalid,
unenforceable or not infringed. Upon receipt of the notice from the generic company, the patent holder has 45 days during which to
bring a patent infringement suit in federal district court against the generic company. The discovery, trial and appeals process in such
suits can take several years and have high legal costs.

If a suit is commenced by the patent holder, the Hatch-Waxman Act provides for an automatic stay on the FDA’s ability to grant final
approval of the ANDA for the generic product. The period during which the FDA may not approve the ANDA and the patent
challenger therefore may not market the generic product is 30 months, or such shorter or longer period as may be ordered by the court.
The 30-month period may or may not, and often does not, coincide with the timing of the resolution of the lawsuit or the expiration of
a patent, but if the patent challenge is successful or the challenged patent expires during the 30-month period, the FDA may approve
the generic drug for marketing, assuming there are no other obstacles to approval such as exclusivities given to the NDA holder.

Under the Hatch-Waxman Act, the developer of a proposed generic drug which is the first to have its ANDA accepted for filing by the
FDA, and whose filing includes a Paragraph IV certification, may be eligible to receive a 180-day period of generic market
exclusivity. This period of market exclusivity may provide the patent challenger with the opportunity to earn a return on the risks
taken and its legal and development costs and to build its market share before competitors can enter the market.

Medicaid and Medicare

Medicaid, Medicare and other reimbursement legislation or programs govern reimbursement levels and require all pharmaceutical
manufacturers to rebate a percentage of their revenues arising from Medicaid-reimbursed drug sales to individual states. The required
rebate is currently 11% of the average manufacturer’s price for sales of Medicaid-reimbursed products marketed under ANDAs. We
believe that Federal or state governments may continue to enact measures aimed at reducing the cost of drugs to the public. For
example, Congress passed the Medicare Prescription Drug, Improvement, and Modernization Act of 2003, which provides a
comprehensive pharmacy benefit for Medicare recipients.



DEA

Because the Company sells and develops products containing controlled substances, it must meet the requirements and regulations of
the Controlled Substances Act which are administered by the Drug Enforcement Agency (“DEA”). These regulations include stringent
requirements for manufacturing controls and security to prevent diversion of or unauthorized access to the drugs in each stage of the
production and distribution process. We have the approval of the DEA to sell certain generic pharmaceutical products containing
narcotics. We are currently manufacturing 7 preparations containing narcotics and are developing other products that contain
narcotics. In order to manufacture and sell products containing narcotics, we have implemented stringent security precautions to insure
that the narcotics are accounted for and properly stored.

In May 2009, the Company was contacted by the U. S. Department of Justice, representing the Drug Enforcement Administration
(“DEA”), concerning alleged regulatory violations of the Controlled Substances Act (“Act”). DEA has alleged that the Company
failed to maintain and/or file certain required records and reports and that one of the Company’s facilities failed to maintain the
appropriate DEA registration. The alleged recordkeeping and reporting violations could result in civil penalties. The Company is
continuing discussions with the U. S. Department of Justice and DEA to resolve this matter. The Company has independently taken
action to improve its DEA regulatory compliance program. The Company has no estimate at this time of its potential exposure and
cannot, at this time, predict the outcome of this matter.

Environment

We believe that our operations comply in all material respects with applicable laws and regulations concerning the environment.
While it is impossible to predict accurately the future costs associated with environmental compliance and potential remediation
activities, compliance with environmental laws is not expected to require significant capital expenditures and has not had, and is not
expected to have, a material adverse effect on our earnings or competitive position.

Product Liability

The sale of pharmaceutical products can expose the manufacturer of such products to product liability claims by consumers. A product
liability claim, if successful and in excess of our insurance coverage, could have a material adverse effect on our financial condition.
We maintain product liability insurance policies which provide coverage in the amount $10,000,000 per claim and in the aggregate.

Employees

As of April 30, 2009, we employed 366 full-time persons and 9 part-time persons, of whom 46 were engaged in executive, financial
and administrative capacities; 80 in marketing, sales and service; 154 full-time employees and 9 part-time employees in production,
warehousing and distribution; and 83 in research and development and quality control functions. We are not a party to a collective
bargaining agreement. The management of the Company considers its relations with its employees to be satisfactory.

Website Access to Filings with the Securities and Exchange Commission

Additional information about the Company is available on our website at www.hitechpharm.com. All of our electronic filings with the
SEC including Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and any amendments
to these reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, are available on our
website free of charge as soon as reasonably practicable after they are electronically filed with and furnished to the SEC. The SEC’s
internet site contains reports, proxy and information statements and other information regarding issuers that file electronically with the
SEC. Our SEC filings are also available through the SEC’s website at http://www.sec.gov. You may read and copy any material we
file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.W., Washington, D.C. 20549. You may obtain information
on the operation of the Public Room by calling the SEC at 1-800-SEC-0330. Information contained on our website is not incorporated
by reference in the Annual Report on Form 10-K and shall not be deemed “filed” under the Securities Exchange Act of 1934.

ITEM 1A. Risk Factors.

The following risk factors could have a material adverse effect on the Company’s business, financial position or results of operations.
These risk factors may not include all of the important factors that could affect our business or our industry or that could cause our
future financial results to differ materially from historic or expected results or cause the market price of our common stock to fluctuate
or decline.

Our pipeline of products in development may be subject to regulatory delays at the FDA. Delays in key products could have
material adverse effects on our business, financial position and results of operations.

Our future revenue growth and profitability are dependent upon our ability to develop and introduce new products on a timely basis in
relation to our competitors’ product introductions. Our failure to do so successfully could have a material adverse effect on our
financial position and results of operations.
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Many products require FDA approval prior to being marketed. The process of obtaining FDA approval to manufacture and market
new and generic pharmaceutical products is rigorous, time-consuming, costly and largely unpredictable. We may be unable to obtain
requisite FDA approvals on a timely basis for new generic products that we may develop. Hi-Tech has not experienced difficulties in
obtaining FDA approvals leading to delays in introducing any material products. However, the Company has experienced delays on
non-material products from time to time.

The ANDA process often results in the FDA granting final approval to a number of ANDAs for a given product. We may face
immediate competition when we introduce a generic product into the market. These circumstances could result in significantly lower
prices, as well as reduced margins, for generic products compared to brand products. New generic market entrants generally cause
continued price and margin erosion over the generic product life cycle. The timing and cost of obtaining FDA approvals could
adversely affect our product introduction plans, financial position and results of operations.

Once approved, our new products may not achieve the expected levels of market acceptance. Failure to capture market share
on new products could have material adverse effects on our business, financial position and results of operations.

Our approved products may not achieve expected levels of market acceptance, which could have a material adverse effect on our
profitability, financial position and results of operations. Even if we were able to obtain regulatory approvals of our new
pharmaceutical products, generic or brand, the success of those products is dependent upon market acceptance. Levels of market
acceptance for new products could be impacted by several factors, including:

. the timing of our market entry

. the availability of alternative products from our competitors

. the price of our products relative to that of our competitors

. the availability of authorized generics

. the acceptance of our products by government and private formularies

Many of these factors are not within our control.

We currently sell numerous prescription items that do not currently require FDA approval. The FDA has taken action to
require formal approvals for other products which previously did not require approvals. There is a risk that our unapproved
products may be required to undergo a formal FDA approval process.

Hi-Tech sells approximately 60 generic prescription products which do not currently require FDA approvals. Most of these products
either fall under the Grandfathered, Drug Efficacy Study Implementation (“DESI”) or nutritional classifications. Grandfathered drugs
are drugs that were on the market prior to the passage of the Food, Drug and Cosmetic Act of 1938. It was not until the passage of the
Food, Drug and Cosmetic Act of 1938 that a New Drug Application (NDA) was required for marketing a drug product as the
regulatory mechanism for insuring that all new drugs were cleared for safety prior to distribution. The requirement for pre-clearance
for effectiveness was added by the 1962 amendment.

Following enactment of the 1938 law, drugs on the market prior to that time were exempted or “grandfathered” and manufacturers
were not required to file an NDA. The premise was that all pre-1938 drugs were considered safe, and if the manufacturer did not
change the product formulation or indication, then an NDA was not required.

DESI drugs are drugs that were approved solely on the basis of their safety prior to 1962. Thereafter, Congress required drugs to be
shown to be effective as well. The FDA initiated the DESI program to evaluate the effectiveness of those drugs that had been
previously approved on safety grounds alone. These drugs, and those identical, related, and similar to them, may continue to be
marketed until the administrative proceedings evaluating their effectiveness have been concluded, at which point continued marketing
is only permitted if an NDA is approved for such drugs. The vast majority of the DESI proceedings have been concluded, but a few
are still pending.

Nutritional products include pediatric, prenatal and geriatric vitamin supplements.

The following table shows the sales contributions of these prescription products to each division and Hi-Tech’s total sales.

% of Sales
HI-T@CR GOINETICS .uveutviieeieetieeeteeceiteeeteeete e et e estts e et e e eteeesabeeeseeeesseeanseessseeesesensseseseeensessntesesssssanseasns 17%
Health Care PrOQUCES .....cccviiiiiicieece ettt et e et ere s e etaeebe e e s abseeasesssesesnsenneeesreesanessntessnns 0%
ECR Pharmac@ULICALS .....cccveeeiiieiiiieiieietieciireceeeeitteeerieesireeesseestseesssaesssssesssesssessssssesssssseessnssnsssesnnns 69%
Midlothian LabOTALOIIES ......c.ccuevvvereirieereeriirerieseereeireseesree e ere e ressesteereessersenseeseesseseessessessestesssessonsones 100%
Hi-Tech (CONSOIAAEA) ..c.v.veieeiieieieiercririe ettt ettt be bttt et se st sas e s senaneaans 22%
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Continuing studies of the proper utilization, safety and efficacy of pharmaceutical products are being conducted by the industry,
government agencies and others. Such studies, which increasingly employ sophisticated methods and techniques, can call into
question the utilization, safety and efficacy of currently marketed products. In some cases, these studies have resuited, and may in the
future result, in the discontinuance of product marketing. These situations, should they occur, could have a material adverse effect on
our profitability, financial position and results of operations.

Our industry is highly competitive. Competitors could cause pricing declines or loss of market share which could cause
material adverse effects on our business, financial position and results of operations.

We face competition from other pharmaceutical manufacturers that threatens the commercial acceptance and pricing of our products,
which could have a material adverse effect on our business, financial position and results of operations. Competitors which compete
with Hi-Tech on multiple products include Wockhardt, Qualitest, Actavis and Apotex. Each of these competitors is larger than Hi-
Tech and may have the ability to price products more competitively than Hi-Tech. These competitors may reduce prices on products
which we currently market, which would force us to lower our price or could cause us to lose market share.

Our competitors may be able to develop products and processes competitive with or superior to our own for many reasons, including
that they may have:

. proprietary processes or delivery systems

. larger research and development staffs
. larger sales and marketing staffs
. larger production capabilities

. more products

. more experience in developing new drugs and greater financial resources
Each of these factors and others could have a material adverse effect on our business, financial position and results of operations.

We are subject to government regulation from the FDA and the DEA. We face significant costs and uncertainties associated
with our efforts to comply with applicable regulations. Should we fail to comply, we could experience material adverse effects
on our business, financial position and results of operations.

Because the pharmaceutical industry is heavily regulated, we face significant costs and uncertainties associated with our efforts to
comply with applicable regulations. Should we fail to comply, we could experience material adverse effects on our business, financial
position and results of operations.

The pharmaceutical industry is subject to regulation by various Federal and state governmental authorities. For instance, we must
comply with FDA requirements with respect to the manufacture, labeling, sale, distribution, marketing, advertising, promotion and
development of pharmaceutical products. Failure to comply with FDA and other governmental regulations can result in fines,
disgorgement, unanticipated compliance expenditures, recall or seizure of products, total or partial suspension of production and/or
distribution, suspension of FDA’s review of ANDAs, enforcement actions, injunctions and criminal prosecution. Under certain
circumstances, the FDA also has the authority to revoke previously granted drug approvals. Although we have internal regulatory
compliance programs and policies and have had a favorable compliance history, there is no guarantee that we may not be deemed to
be deficient in some manner in the future. If we were deemed to be deficient in any significant way, it could have a material adverse
effect on our business, financial position and results of operations.

In addition to the new drug approval process, the FDA also regulates the facilities and operational procedures that we use to
manufacture our products. We must register our facilities with the FDA. All products manufactured in those facilities must be made in
a manner consistent with current Good Manufacturing Practices (“cGMP”). Compliance with cGMP regulations requires substantial
expenditures of time, money and effort in such areas as production and quality control to ensure full technical compliance. Failure to
comply with cGMP regulations could result in an enforcement action brought by the FDA, which periodically inspects our
manufacturing facilities for compliance, which could include withholding the approval of ANDAS or other product applications of a
facility if deficiencies are found at that facility. FDA approval to manufacture a drug is site-specific. If the FDA would cause our
manufacturing facilities to cease or limit production, our business could be adversely affected. Delay and cost in obtaining FDA
approval to manufacture at a different facility also could have a material adverse effect on our business, financial position and results
of operations.

The Drug Enforcement Administration (“DEA”) enforces the Controlled Substances Act and maintains oversight over the Company’s
products that are considered controlled substances. The DEA requires the Company to comply with certain reporting and record
keeping requirements and requires certification of the Company’s facilities for the manufacture and sale of these products.

-11-



We are subject, as are generally all manufacturers, to various Federal, state and local laws of general applicability, such as laws
regulating working conditions, as well as environmental protection laws and regulations, including those governing the discharge of
materials into the environment. Although we have not incurred significant costs associated with complying with such environmental
provisions in the past, if changes to such environmental provisions are made in the future that require significant changes in our
operations or if we engage in the development and manufacturing of new products requiring new or different environmental controls,
we may be required to expend significant funds. Such changes could have a material adverse effect on our business, financial position
and results of operations.

We sell our products to a limited number of major customers. The number of customers in our industry has declined due to
consolidations over the past several years. Any significant reduction in business with any of our top five customers could have
a material adverse effect on our business, financial position and results of operations.

Our top 5 customers, based on sales, accounted for 57% of our total sales for fiscal 2009. The Company has standard industry
agreements made in the ordinary course of business with these customers which include prompt payment discounts, and various
standard fee or rebate arrangements. Purchases are made on a purchase order basis. Therefore, the agreements are not material since
they do not bind the customers to purchase their requirements from the Company. Any significant reduction of business with any of
our top 5 customers could have a material adverse effect on our business, financial position and results of operations.

We are reliant on third party suppliers for the active ingredients for our products. A prolonged interruption in the supply of
such products could have a material adverse effect on our business, financial position and results of operations.

Active pharmaceutical ingredients, packaging components, and other materials and supplies that we use in our pharmaceutical
manufacturing operations, as well as certain finished products, are generally available and purchased from many different foreign and
domestic suppliers. With the exception of a supply agreement for the active ingredient for the Company’s Dorzolamide Hydrochloride
products, the Company does not have any written material agreements with any of its raw material suppliers. Additionally, we
maintain sufficient raw materials inventory, and in certain cases where we have listed only one supplier in our applications with the
FDA, we have received FDA approval to use alternative suppliers should the need arise. However, there is no guarantee that we will
always have timely and sufficient access to a critical raw material or finished product. A prolonged interruption in the supply of a
single-sourced active ingredient or finished product could cause our financial position and results of operations to be materially
adversely affected.

We manufacture a majority of our generic products and some of our over the counter brands at one facility. A significant
disruption at this facility, even on a shert term basis, could have a material adverse effect on our business, financial position
and results of operations.

Our generic products and some of our branded products are produced at our two manufacturing facilities located at one site. The
Company stores products at facilities in Amityville, NY, Montgomery, AL and Richmond, VA. A significant disruption at the
manufacturing facilities, even on a short-term basis, could impair our ability to produce and ship products to the market on a timely
basis, which could have a material adverse effect on our business, financial position and results of operations.

The following table shows the sales contributions of products manufactured at Hi-Tech’s Amityville facility to each division and to
the Company as a whole:

Hi-TECh GONETICS ...cvervrrerermeiereiererieteeeretestseessetesesieaseseresssosensesessensentesessessonssentossosensensesresessases: 93%
Health Care Products .........c.coccveveercrnvnereenene 47%
ECR PharmaceUUICALS .........ccccvueeieeeereeieirnrenenerieesenenesiessessesessesssssesessessonsesessensessesessessasensessessasesen: 0%
Midlothian Laboratories 0%
Hi-Tech (CONSOlIAALE) ......cc.eeereeiieieeeeree ettt eree e e e e s et essa e sr e s e e e san e se s se e sesseessessbanssenans 80%

The Company uses multiple contract manufacturers to supply products not made at Hi-Tech’s Amityville facility. Failure of
one or more than one of these manufacturers to supply products to Hi-Tech could have material adverse effects on our
business.

100% of the products made for our ECR Pharmaceuticals subsidiary and Midlothian Laboratories division are made at contract
manufacturers. Additionally both our Health Care Products division and our Hi-Tech Generic division utilize contract manufacturers.
In the event that one or more of these contract manufactures were to experience manufacturing problems or FDA regulatory issues and
were unable to deliver product on behalf of the Company, our financial position and results from operations could be adversely
affected.
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Sales of our products may be adversely affected by the continuing consolidation of our customers.

Significant amounts of our sales are made to a relatively small number of drug wholesalers, retail drug chains, managed care
purchasing organizations, mail order pharmacies and hospitals. These customers represent an essential part of the distribution chain of
generic pharmaceutical products. These customers have undergone, and are continuing to undergo, significant consolidation. This
consolidation may result in these groups gaining additional purchasing leverage and consequently increasing the product pricing
pressures facing our business. Additionally, the emergence of large buying groups representing independent retail pharmacies and the
prevalence and influence of managed care organizations and similar institutions potentially enable those groups to attempt to extract
price discounts on our products. The result of these developments may have a material adverse effect on our business, financial
position and results of operations. ’

In the normal course of business, we periodically enter into employment, legal settlements and other agreements which
incorporate indemnification provisions. We maintain insurance coverage which we believe will effectively mitigate our
obligations under these indemnification provisions. Should our obligation under an indemnification provision exceed our
coverage or should coverage be denied, it could have a material adverse effect on our business, financial position and results of
operations.

In the normal course of business, we periodically enter into employment, legal settlements, and other agreements which incorporate
indemnification provisions. We maintain insurance coverage which we believe will effectively mitigate our obligations under these
indemnification provisions. However, should our obligation under an indemnification provision exceed our coverage or should
coverage be denied, it could have a material adverse effect on our business, financial position and results of operations.

We use a variety of estimates and assumptions in preparing our financial statements. Estimates, judgments and assumptions
are inherently subject to change in the future, and any such changes could result in corresponding changes to the amounts of
assets, liabilities, revenues, expenses and income. Any such changes could have a material adverse effect on our business,
financial position and results of operations.

There are inherent uncertainties involved in estimates, judgments and assumptions used in the preparation of financial statements in
accordance with accounting principles generally accepted in the United States of America (“GAAP”). Any changes in estimates,
judgments and assumptions used could have a material adverse effect on our business, financial position and results of operations.

The financial statements included in the periodic reports we file with the Securities and Exchange Commission (“SEC”) are prepared
in accordance with GAAP. The preparation of financial statements in accordance with GAAP involves making estimates of expenses
and income. This includes, but is not limited to, estimates, judgments and assumptions used in the adoption of the provisions of SFAS
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets and SFAS No. 123, revised 2004, Share-Based Payments,
Estimates, judgments and assumptions are inherently subject to change in the future, and any such changes could result in
corresponding changes to the amounts of assets, liabilities, revenues, expenses and income. Any such changes could have a material
adverse effect on our business, financial position and results of operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

On March 6, 2009, the Company received a comment letter from the staff of the Division of Corporation Finance of the SEC. The
comments from the staff were issued with respect to its review of our Form 10-K for the year ended April 30, 2008. The comments
covered information included in Item 1. Business, Item 1A. Risk Factors, Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations and Item 11. Executive Compensation.

The Company responded to the SEC comment letter on April 8, 2009 and provided proposed additional disclosures for these
comments. On June 3, 2009, the Company received a second letter from the SEC with comments covering information found in
Item 1. Business and Item 11. Executive Compensation. On July 1, 2009, the Company responded to these comments. The Company
has included its proposed additional disclosures in this Form 10-K.

ITEM2. PROPERTIES.

Our executive offices and manufacturing facilities are owned by the Company and are located in Amityville, New York, comprise six
buildings with approximately 207,000 square feet. These include:

. A 42,000 square foot facility dedicated to liquid and semi-solid production

. A 28,000 square foot facility housing a sterile manufacturing facility, DEA manufacturing, chemistry and microbiology
laboratories

. A 72,000 square foot facility used for the warehousing of finished goods which also houses our Health Care Products
Division

. A 21,500 square foot facility with 3,500 square feet of research and development space and 18,000 square feet of
warehouse space

-13-



. A 8,000 square foot office building which is utilized for administrative functions

*

A 35,000 square foot facility acquired in April 2006 with mixed office, laboratory and manufacturing space which was
partially renovated in fiscal 2007

The Company leases'a 12,000 square foot fa0111ty located in Montgomery, Alabama which houses our Midlothian Laboratories
division. The lease on this facility expires in November 2013 and is renewable.

Additionally, the Company s ECR Pharmaceuticals subsidiary currently leases approximately 12, 000 square feet in Richmond,
Virginia. The lease expires in August 2009 and is expected to be renewed.

We believe that our properties are adequately covered by insurance and are suitable and adequate for our needs for several years.

ITEM3. LEGAL PROCEEDINGS.

The disclosure under Note [M], Commitments, Contingencies and Other Matters, Legal Proceedmgs included in Part II Item 8 of this
report is incorporated in this Part I Item 3 by reference.

ITEM4., SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
No matters were submitted to a vote of security holders during the quarter ended April 30, 2009.

PART II

ITEMS. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES.

Market Information
The Company’s common stock is traded on the National Global Market System of the National Association of Securities Dealers
Automated Quotation System (“NASDAQ”) under the symbol HITK.

The following table sets forth the high and low closing sales prices per share of the Company’s common stock for the periods
indicated on the NASDAQ National Global Market System. The quotations are inter-dealer prices, without retail mark-up, mark-down
or commissions paid, and may not necessarily reflect actual transactions.

Quarter Ended High Low
Fiscal 2008
JULY 31, 2007 .ottt sttt ettt st e e st s n e ettt s b e e sanens 13.36 9.62
OCLODET 31, 2007 ..ottt rerste s es e e e s aesose et e e s e e rassnessnesssesstesseesaseseeeseeesueeseeseenses 11.95 9.90
January 31, 2008........c.ooieieeecer e e ettt e 12.40 8.72
ADPTIL 30, 2008.....ceeiieieeeiet ettt sttt ettt et et s b e b et st be e e 12.38 8.60
Fiscal 2009
JULY 31, 2008ttt ettt e st s e st bbb ens 12.15 8.50
OCtODEL 31, 2008 ... cceeeceeecteecer et eete s srresesrteesra e sbasebeeesesasssse e seasssaessseseneassnsessnseanneesneens. 12.46 5.90
JANUATY 31, 2009 .....cuiiieireieeeeeete ettt ettt e sttt reer et e s asae e s s et s b e saees 7.39 3.46
APTIL 30, 2009 .....ccciiieeiiieiertetereete st se sttt e s e s et b e sea e s e bt e s e st e e s e s bese b bt s it e beseeenesatens 7.80 4.50

As of July 15, 2009 the closing price of the Common Stock on the Nasdaq Global Market System was $13.36.
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Performance Graph

This performance graph shall not be deemed “filed” for purposed of Section 18 of the Securities Exchange Act of 1934, as amended
(the “Exchange Act”) or otherwise subject to the liabilities under that Section and shall not be deemed to be incorporated by reference
into any filing of the Company under the Securities Act of 1933, as amended or the Exchange Act.

The following graph compares, for the five year period ended April 30, 2009, the cumulative total stockholder return for our commeon
stock, the Nasdaq Stock Market (U.S. companies) Index (the “Nasdaq Composite™) and the Nasdaq Pharmaceutical Index (the
“Nasdaq Pharmaceutical”). The graph assumes that $100 was invested on May 1, 2004 in the common stock of the Company, and in
the Nasdaq Composite and the Nasdaq Pharmaceutical and assumes reinvestment of any dividends. The stock price performance on
the following graph is not necessarily indicative of future stock price performance.

COMPARISON OF 5§ YEAR CUMULATIVE TOTAL RETURN*
Among Hi-Tech Pharmacal Co., Inc., The NASDAG Composite index
And The NASDAG Pharmaceutical Index

~~E—Hi-Tech Pharmacal Co., Inc. - A= NASDAQ Composite - = O - -NASDAQ Pharmaceutical

*$100 investod on 4/30/04 in stock or index, including reinvestment of dividends.
Fiscal year ending April 30.
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Equity Compensation Plan Information

The table below sets forth, as of the end of the fiscal year ended April 30, 2009, for the Hi-Tech Pharmacal Co., Inc. Employee Stock
Option Plan and Director Stock Option Plan (“Plan”) the number of securities to be issued upon the exercise of outstanding options,
warrants and rights; the weighted-average exercise price of the outstanding options warrants and rights; and the number of securities
remaining for future issuance under the Plan:

Number of securities
remaining available
for future issuance
under equity

Number of securities to Weighted-average compensation plans
be issued upon exercise of exercise price of (excluding securities
outstanding options, outstanding options, reflected in column
Plan Category warrants and rights warrants and rights (a))
. @ ®) ©
Equity compensation plans approved by security holders......... 2,966,000 $ 10.96 378,000
Equity compensation plans not approved by security holders... — — —
TOtAL 1ot 2,966,000 $ 10.96 378,000

There are no Company equity compensation plans not approved by the Company’s stockholders.

UNREGISTERED SALES OF EQUITY SECURITIES, USE OF PROCEEDS AND ISSUER PURCHASES OF EQUITY
SECURITIES

Recent Sales of Unregistered Shares

Approximate
Dollar Value
of Shares
that May Yet
Be
Total Number of Shares Purchased
Total Number of Average Price Purchased as Part of Publicly Under the
Period Shares Purchased per Share Announced Plans Plans (1)
02/01/09 — 02/28/09 .....ccucovueiriririricrcrireenrerieeenns 03 0.00 0 s 0
03/01/09 — 03/31/09 .....ooieiiriinicrericeccenreieaans 08 0.00 0 S 0
04/01/09 — 04/30/09 ......cooeerienieirirreriniccrenenannne 0 S 0.00 0 S 0

(1) The Company’s Board of Directors has authorized $23,000,000 to repurchase the Company’s common stock. To date the
Company has spent the entire $23,000,000 and has repurchased 2,456,000 shares. There are no further repurchases planned at
this time.

Common Stock Holders

The Company believes there are approximately 2,500 holders of Common Stock, not including shares held in street name by brokers
and nominees as of July 14, 2009.

Dividends

The Company has never declared or paid any cash dividends, and it does not anticipate that it will pay cash dividends in the
foreseeable future. The declaration of dividends by the Company in the future is subject to the sole discretion of the Company’s Board
of Directors and will depend upon the operating results, capital requirements and financial position of the Company, general economic
conditions and other pertinent conditions or restrictions relating to any financing.
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data presented below as of and for the years, as indicated, are derived from the audited financial statements of
the Company. This data is qualified in its entirety by reference to, and should be read in conjunction with, Management’s Discussion
and Analysis of Financial Condition and Results of Operations and the Company’s financial statements and related notes thereto for

the years ended April 30, 2009, 2008 and 2007. The following results may not be indicative of our future results.

YEAR ENDED APRIL 30, 2009 2008 2007 2006 2005
Statement of operations data
NEt SAIES....venrerererrereireeereesereeneeseseeseesessssnesescssenes $ 108,651,000 $62,017,000 $ 58,898,000 $ 78,020,000 $ 67,683,000
Cost and expenses:
Cost of 200ds $OId......cocvcrmimeiceniinrercirienennns 56,971,000 40,505,000 35,704,000 35,833,000 31,360,000
Selling, general and administrative expense ... 33,292,000 22,625,000 23,914,000 23,210,000 19,574,000
Research and product development costs ....... 7,429,000 6,208,000 4,733,000 3,334,000 4,373,000
Royalty INCOME .......covviriiriiiriiiiriirieieieiienns (547,000) — — — —
Contract research (inCOME) .......coveverereeercencnee (136,000) — (123,000) (27,000) (50,000)
Interest EXPense......cocuuveiiriirvvernerensseeeneenaene 38,000 27,000 18,000 12,000 24,000
Interest (income) and other........ccovvvivecvnne. (4,245,000) (480,000) (1,314,000) (1,937,000) (655,000)
Total costs and EXPENSES.......ccererererviceriscscseriens $ 92,802,000 $68,885,000 § 62,932,000 $ 60,425,000 $ 54,626,000
Income (loss) before provision for income taxes.. 15,849,000 (6,868,000) (4,034,000) 17,595,000 13,057,000
Provision for income tax expense/(benefit) .......... 6,032,000 (1,770,000) (1,998,000) 6,142,000 4,769,000
Net income (10SS) ....covrercermencrcriniisimisrisiesssessenens $ 9,817,000 $(5,098,000) $ (2,036,0000 $ 11,453,000 §$ 8,288,000
Basic earnings (loss) per share.......c..ccovvrirereennne $ 087 § (0.45) $ 017 $ 096 $ 0.70
Diluted earnings (loss) per share............cccorevvuenee $ 084 § 0.45) $ 0.17) § 085 § 0.64
Weighted average common shares outstanding,

DASIC vvevereereeeete e sresee e e et enes 11,303,000 11,353,000 11,884,000 11,939,000 11,858,000
Effect of potential common shares...........cceuernnnes 389,000 — — 1,465,000 1,130,000
Weighted average common shares outstanding,

AHIUEEd c.voveeeeeee e 11,692,000 11,353,000 11,884,000 13,404,000 12,988,000
APRIL 30, 2009 2008 2007 2006 2005
Balance sheet data:

Working capital.........ccoccvvciviririnnnnsissseennnnes $ 55,433,000 $45,875,000 $ 55,540,000 $ 65,234,000 §$ 54,021,000
TOtAl @SSELS....veirenrererererereeenrereersereeeeseeesacsessones $ 107,355,000 $85,012,000 $ 97,742,000 $ 100,379,000 $ 81,612,000
Long-term debt .c.c.cocvvrrrerriccinniiercirircncreeseees $ 230,000 $ 0 S U 0 $ 0
Stockholders’ equity .......ccooerveeeriisiiririsnesensnnens $ 86,355,000 $75,165,000 $ 82,985,000 $ 88,442,000 $ 69,665,000
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

GENERAL

The following discussion and analysis should be read in conjunction with the Financial Statements and Notes thereto appearing
elsewhere in this Report.

The following table sets forth, for all periods indicated, the percentage relationship that items in the Company’s Statements of
Operations bear to net sales.

YEAR ENDED APRIL 30,
2009 2008 2007

INEESALES ...ttt sttt s b st s s e b ot n et ae et e eeeeneeeeereas 100.0%  100.0%  100.0%
COSE OF SALES ...ttt ettt et b et s s et as et st eet e e e et enene e eeesesanas 52.4% 65.3% 60.6%
GIOSS PTOFIE...o.vviiiiiist ettt ettt r s re s n s e s s s s s ettt st s e eneeeteenes 47.6% 34.7% 39.4%
Selling, general & adMINISAtIVE EXPENSE .....vovveuerreiveiiieceeseesereseeeseese s sesaemsneseeeeseeaeeseeeeseseeseeeeens 30.7% 36.5% 40.6%
Research and product deVelOPINENt COSLS........oviiriieuiererereririeetitiisescsesesssee e sesesese e enseseeeseesssaens 6.8% 10.0% 8.0%
ROYAILY INCOME ...ttt as s es et e e ee e -0.5% 0.0% 0.0%
Contract eSEArch (INCOME).......c.ceverririreririnieeeeere et se s se s st e sesesseasesesesesesseeeasesaeas -0.1% 0.0% -0.2%
INEETEST EXPEIISE ..ottt ettt et s e e ettt aeesenetoeseeaeesaesenes st e 0.0% 0.0% 0.0%
Interest (IiNCOME) ANA OHET........c.vveuiuieiirieteiierereeee ettt ee e e eesesesssenesesese s e sasanans -3.9% -0.8% -2.2%
TOLAL EXPEIISES ......voveviiisieicicrceaeietetetete ettt e a e s b be e s s s e st essasassasasoseensneeneseeeneeenns 33.0% 45.7% 46.2%
Income (1055) DEFOTE taX PrOVISION .....cuiveveveverieeeceeccecte ettt eesases s s e s e e senasasanns 14.6% -11.0% -6.8%
Income tax Provision (DENETIE) .......ccvviererereereiiererereeeieeeses ettt eseaee s esens s e sesesseseesesssnsssasesaso, 5.6% -2.8% -3.4%
INELINCOME (J0SS) ....eimieriieereieieiririririreeeee ettt s b st st ss s s e ao st st st sese e seaseseseesssanns 9.0% -8.2% -3.4%
RESULTS OF OPERATIONS FOR YEARS ENDED APRIL 30, 2009 AND 2008
Revenue

2009 2008 Change % Change
Hi-TeCh GeNEIICS......cucururerereririeieiririeeieneree et en s s $ 88,848,000 $ 46,256,000 $ 42,592,000 92%
Health Care Products............cococvviereeiiniereneeeeeeeeeeeeeeeseeeeeeeenes 10,125,000 10,846,000 (721,000) (M%
Midlothian Laboratories ............coeeueeveceneeenererereeee e 6,871,000 4,216,000 2,655,000 63%
ECR PharmaceutiCals .........cccucveuererereererenerersnesesereeseseseeseenessens 2,807,000 0 2,807,000 N/A
NAPIelan®.........cocovveviiiiiinienierne e 0 699,000 (699,000) N/A
TOtAL...oviiiiiii ettt bt $ 108,651,000 $ 62,017,000 $ 46,634,000 75%

Net sales of Hi-Tech generic pharmaceutical products, which includes some private label contract manufacturing, increased due to
new product launches during the year, including Dorzolamide with Timolol Ophthalmic Solution and Dorzolamide Ophthalmic
Solution, and a full year of sales of products launched in the prior year including Fluticasone Proprionate nasal spray, 50 mcg and
Hydrocodone Bitartrate and Homatropine Methylbromide Syrup. These increases were partially offset by decreases in sales of cough
and flu products as well as urea based products. Dorzolamide with Timolol Ophthalmic Solution, launched in October 2008, became
the Company’s largest selling product with sales of $20,100,000. Fluticasone Proprionate nasal spray, Hydrocodone Bitartrate and
Homatropine Methylbromide Syrup and Dorzolamide Ophthalmic Solution contributed over $11,000,000 to the growth in sales.
Additionally, the Company experienced higher than normal levels of orders from customers late in the fourth quarter.

Sales for the Health Care Products division, which markets the Company’s branded OTC products, were down slightly as sales of the
newly launched Zostrix® Neuropathy Cream and Nasal Ease® partially offset declines of in-line products. During the fiscal fourth
quarter of 2009, the FDA prohibited the Company from importing Nasal Ease® due to an issue with labeling. The Company is working
with the manufacturer to import a product with new specifications which meet all FDA requirements.

In December 2007, Hi-Tech acquired the assets of Midlothian Laboratories, a company which markets and distributes generic
products in the cough and cold and prescription vitamin markets. The 2008 period represents four months of sales, while the 2009
period represents a full twelve months of sales. Sales in 2009 dropped in the fourth quarter, because a supplier of cough and cold
medicines recalled multiple products which were sold by Midlothian. There is currently no supplier available to replace these
products.
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The Company acquired substantially all of the assets of E. Claiborne Robins Company, Inc. d/b/a ECR Pharmaceuticals on
February 27, 2009. Sales for 2009 comprise sales in March and April 2009. This subsidiary’s products treat various disease states,
including cough and cold symptoms, allergies, poison ivy and contact dermatitis, and pain relief.

In April 2007, Hi-Tech divested Naprelan®. Sales of Naprelan® in the fiscal 2008 year represent inventory sold as part of the
divestiture.
Cost of Sales

2009 2008

$ % of sales $ % of sales

COSt OF SALES ...ttt $ 56,971,000 52% $ 40,505,000 65%

The decrease in cost of sales as a percentage of net sales is due to sales of newly launched products, in particular Dorzolamide with
Timolol Ophthalmic Solution, Dorzolamide Ophthalmic Solution and Hydrocodone Bitartrate and Homatropine Methylbromide Syrup
because these products have a higher margin. As potential competitors come into the market and begin selling Dorzolamide products,
the Company anticipates a decline in the sales price and gross profit margin for such products.

Additionally, both Midlothian Laboratories and ECR Pharmaceuticals have higher gross margins than Hi-Tech’s core generic
business; therefore, increased sales from these divisions contributed to the higher gross margin. The Company increased overhead
spending in the information systems, quality and regulatory areas. This spending was offset by increased manufacturing volumes.

In connection with our transition to a new computer system in March 2009, the Company began expensing corrugated boxes at the
time of purchase instead of including them in inventory. The amount of corrugated boxes in inventory at April 30, 2008 was $152,000.

Expense Items

2009 2008 Change % Change
Selling, general and administrative €Xpense ..........coevererseeerreevenecs $ 33,292,000 $ 22,625,000 $ 10,667,000 47%
Research and product development COSES ........covvereveemereesraiecnseenas $ 7,429,000 $ 6,208,000 $ 1,221,000 20%
ROYAILY INCOME ...evvverecncvencecenisisie st asse s ssssesnes $ (547,000) — 3 (547,000) N/A
Contract research (INCOME) .......eeevemererueeeriruiciiesisiisaseseeseeseeresnes $ (136,000) —  $ (136,000) N/A
INTETESE EXPENSE. ...eveuerrreerreririiiiistetisesreseses e ebebe s s basnssanasnsssneass $ 38,000 $ 27,000 $ 11,000 41%
Interest (income) and OLher .......co.ceeeeriininiiinrensssnrnenies $ (4,245,000) $ (480,000) $ (3,765,000) 784%
Provision for income tax expense/(benefit) .......ccooovvvieereiiiinnenn. $ 6,032,000 $ (1,770,000) $ 7,802,000 (441)Y%

Increases in selling, general and administrative expenses are primarily due to the royalty paid to a partner on the Dorzolamide with
Timolol Ophthalmic Solution. The Company incurred a royalty expense during the year ended April 30, 2009 of approximately
$5,000,000 based on gross profits on sales of Dorzolamide with Timolol Ophthalmic Solution since the launch on October 28, 2008.
The Company will continue to pay this royalty as long as the profitability on the product exceeds certain thresholds.

Additional increases in the selling, general and administrative expenses include expenses of the Midlothian division which incurred
twelve months of expense in fiscal 2009 versus the prior year where it was only part of Hi-Tech for four months. Additionally, the
Company acquired substantially all of the assets of E. Claiborne Robins Company, Inc. d/b/a ECR Pharmaceuticals on February 27,
2009. ECR Pharmaceuticals markets branded pharmaceuticals to doctors with a sales force of approximately fifty sales
representatives, and therefore spends a higher proportion of its sales on selling, general and administrative expenses. ECR
Pharmaceutical’s selling, general and administrative expenses totaled $623,000 in fiscal 2009. The Company also had increased
amortization of intangibles relating to the Midlothian Laboratories and ECR Pharmaceuticals acquisitions of $372,000.

The increase in expenditures for research and development were driven by increased expenditures on externally developed projects.
The Company spent $2,978,000 and $1,591,000 in fiscal year 2009 and fiscal year 2008, respectively, on a product line, outside of its
area of expertise, that is being jointly developed with two other generic companies and that require expenditures on a clinical trial. The
clinical trial for this product is ongoing, and the Company believes that it will file an ANDA for one of these products in late fiscal
year 2010.

Royalty income includes royalties relating to Brometane, a cough and cold product which the Company divested in July 2008 and
income received from outside parties for research performed by the Company. The Company also began receiving a small royalty on
sales of certain Naprelan® strengths in January 2009, due to a court hearing upholding the patent and the generic being pulled from the
market.
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Interest income and other income includes a reimbursement from the dealer of $500,000, for a loss realized in the prior year, from the
sale of an auction rate security. Also, included in other (income) expense is the $3,500,000 gain on the sale of the related rights to
Brometane, a cough and cold product which the Company divested in July 2008. Interest income decreased in fiscal 2009, because the
Company had lower average cash and investment balances and the investments were held in accounts which paid lower rates of
interest.

The Company recorded a provision for income taxes amounting to 38% of income before income taxes for the fiscal year ended

April 30, 2009, compared to a benefit amounting to 26% of the loss before income taxes for the year ended April 30, 2008. The
difference in the effective tax rate is mainly due to changes period over period in permanent differences that have a smaller percentage
impact on the current period provision. The Company recorded a liability for uncertain tax positions under FIN 48, related to research
and development credits taken by the Company in the net amount of $427,000 and $162,000 as of April 30, 2009 and 2008,
respectively.

Income Analysis

2009 2008 Change % Change
Net INCOmME (LOSS) cevevrrrericeicirerieceee e seseeene e e eee e s $ 9,817,000 $ (5,098,000) $ 14,915,000 (293)%
Basic Earnings (Loss) Per Share...........cceeeeeeeeevevcevecrcceeeseeae, $ 087 $ 045) % 1.32 (293)%
Diluted Earnings (Loss) Per Share...........covcveveeveeeeeeereeeeeeeeeeseeenenn, $ 084 § 0.45) $ 1.29 287)%
Weighted Average Common Shares Outstanding, Basic................. 11,303,000 11,353,000 (50,000) 0%
Effect of Potential Common Shares..........c.ooeeeeveeeeeeeeeeeeeereeerens, 389,000 — 389,000 N/A

Weighted Average Common Shares Outstanding, Diluted ... 11,692,000 11,353,000 339,000 3%

Shares outstanding were not diluted by options for fiscal year 2008, because the effect would have been antidilutive. Additionally, the
Company repurchased 254,000 shares of common stock this fiscal year, lowering the basic shares outstanding.

RESULTS OF OPERATIONS FOR YEARS ENDED APRIL 30, 2008 AND 2007

Revenue

2008 2007 Change % Change
Hi-TECh GENETICS ....vvvierenicreirieieeieesteeeeeeeeereeeeeeeseeeeeeeseeseseesesresseeses § 46,256,000 $ 46,361,000 $ (105,000) 0%
Health Care ProQuCES ......ceeuveveeeeeiviiereeeeeeeeeeeereeeeeeeeeeeees s eeeereseevenes 10,846,000 10,845,000 1,000 0%
Midlothian Laboratories ............c.oveuevivceeerereeeeeeeeeee e eee s eerensenns 4,216,000 — 4,216,000 N/A
NAPTELAN® ..ottt et e e et e e e e e e st 699,000 1,692,000 (993,000) (59%
TOAL ..ttt ee et aan $ 62,017,000 $ 58,898,000 $ 3,119,000 5%

Net sales of Hi-Tech generic pharmaceutical products, which includes some private label contract manufacturing, decreased due to
continued pricing pressure on many of the Company’s core products offset by new product launches including Ciclopirox topical
solution, 8%, Fluticasone Proprionate nasal spray, 50 mcg, Hydrocodone Bitartrate and Homatropine Methylbromide Syrup and
Oflaxacin Otic solution, 0.3%. These increases were partially offset by decreases in sales of cough and flu products as well as urea
based products.

The Health Care Products division, which markets the Company’s branded products, had lower sales of Diabetic Tussin® due to the
discontinuation of Children’s Diabetic Tussin® at certain retail chains. These decreases were offset by increases in sales of Multibetic®
and Zostrix®, including the newly launched Zostrix® Neuropathy product.

In December 2007, Hi-Tech acquired the assets of Midlothian Laboratories, a company which markets and distributes generic
products in the cough and cold and prescription vitamin markets. In April 2007, Hi-Tech divested Naprelan®. Sales of Naprelan® in the
current year represent inventory sold as part of the divestiture.

Cost of Sales

2008 2007
$ % of sales $ % of sales

COSt OF SALES ..ot $ 40,505,000 65% $ 35,704,000 61%
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The increase in cost of sales as a percentage of net sales is due to decreased unit sales of higher margin branded products, increased
unit sales of lower margin products, increased raw material prices and pricing pressure which lowered margins on several generic
products. Additionally, raw material and component prices have increased due to the price of oil increasing the costs for plastic
bottles, increases in the price of corn and other sweeteners, and the decline of the U.S. dollar which is driving price increases from
certain foreign raw material suppliers. These trends were partially offset by the acquisition of the assets of Midlothian Laboratories,
since, on average, this division has higher gross margins than Hi-Tech’s core generic business.

Expense Items

2008 2007 Change % Change
Selling, general and administrative €Xpense ............ccoevereerercevevennnns $ 22,625,000 $ 23,914,000 $ (1,289,000) %)%
Research and product development COStS .......cccovevvrevevrerirecerrerennnes $ 6,208,000 $ 4,733,000 $ 1,475,000 31%
Contract research (ICOME) .......covevrerirreererrerererrereniereesesteseeasseseens — 3 (123,000) $  (123,000) N/A
TOEETESE EXPEIISE. v evererrrrerereresrsreresesserereresesssrsrsnsssssssssesesesesssesensesenns $ 27,000 $ 18,000 §$ 9,000 50%
Interest (income) and Other ........c.coveeerecrevieeriecieie et $ (480,000) $ (1,314,000) $  (834,000) (63)%
Provision for income tax (benefit)/eXpense ........cccoeeveveeereseeneerennae. $ (1,770,000) $ (1,998,000) $  (228,000) (1%

Decreases in selling, general and administrative expenses are related to lower legal fees and cost reduction efforts by management.

The increase in expenditures for research and development were driven by increased expenditures on externally developed projects.
The Company’s largest expenditure on a single project was for a product line that is being jointly developing with two other generic
drug companies. The Company spent $1,591,000 and $409,000 in fiscal year 2008 and fiscal year 2007, respectively, on this project
including expenditures on a clinical trial. The clinical trial for this product is ongoing, and the Company believes that it will file an
ANDA for one of these products in late fiscal year 2010.

The Company did not have any projects that resulted in contract research income in 2008.

Interest income decreased in 2008, because the Company had lower average cash and investment balances. Also, included in other
(income) expense is the other than temporary write down in the value of adjustable rate securities of $500,000.

Income Analysis

2008 2007 Change % Change
Net INCOME (LOSS) ceveverrirrirreeeriiereererieeereeteseesiesesesesasesesessesssssesessns $ (5,098,000) $ (2,036,000) $ (3,062,000) 150%
Basic Earnings (Loss) Per Share..........cccocveeevvivceniccecicieeeiiereni, $ (0.45) $ ©.17) § (0.28) 165%
Diluted Earnings (Loss) Per Share.........ccccoeveieveiereeceerceirerereenenenns $ 045) $ 0.17) $ (0.28) 165%
Weighted Average Common Shares Outstanding, Basic................. 11,353,000 11,884,000 (531,000) %
Effect of Potential Common Shares...........cooveeveeeeevenienvienieenianenens — —
Weighted Average Common Shares Outstanding, Diluted.............. 11,353,000 11,884,000 (531,000) )%

The reduced share count in 2008 reflects the Company’s activity in repurchasing shares, which was partially offset by option
exercises.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s operations are historically financed principally by cash flow from operations. At April 30, 2009 and April 30, 2008,
working capital was approximately $55,433,000 and $45,875,000, respectively. The increase of $9,558,000 was primarily due to
operating income earned during the fiscal year and partial proceeds the Company received from selling the rights to its Brometane and
Naprelan products. These increases were offset by purchases of treasury stock of $1,649,000 and the purchase of substantially all of
the assets of E. Claiborne Robins Company, Inc. d/b/a ECR Pharmaceuticals for $1,000,000 in cash.

Cash flows provided by operating activities were approximately $6,933,000, which was primarily the result of net income of
$9,817,000 plus non-cash expenses for depreciation and amortization of $3,633,000 and stock based compensation of $2,532,000 less
non-operating gains of $3,500,000 for the sale of Brometane and $500,000 for the reimbursement for an auction rate security. These
inflows were offset by an increase of accounts receivables of $13,029,000 and various other changes in working capital accounts. The
receivables for the Company increased primarily because of the increase in sales of $17,345,000 in the quarter. Higher than normal
orders in April led to higher receivables levels and lower inventory levels than the Company would have expected to have at year end.
Additionally, the Company experienced slower payments from some customers, which also contributed to the higher levels of
receivables. Included in the inventory is approximately $3,000,000 of raw materials, components and finished product for Fluticasone
Propionate nasal spray.
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Cash flows provided by investing activities were approximately $405,000 and were principally due to proceeds from the sale of
marketable securities and receipts from the sale of Bromatane and Naprelan offset by investments in fixed assets and the purchase of
the assets of ECR Pharmaceuticals. The largest capital expenditure in the fiscal year was $2,416,000 spent on purchasing and
installing a new Enterprise Resource Planning (ERP) system, SAP. The Company began operating the system on March 2, 2009. Cash
flows used in financing activities were $1,169,000 which was primarily due to purchases of treasury stock offset by the net proceeds
of the exercise of stock options.

The Company believes that its financial resources consisting of current working capital, anticipated future operating revenue and its
credit line will be sufficient to enable it to meet its working capital requirements for at least the next twelve months.

The Company intends to negotiate a new credit facility which would increase liquidity to the Company; however, there can be no
assurance that a new credit facility will be obtained.

In May 1997, the Company announced a stock buy-back program under which the Board of Directors authorized the purchase of up to
$1,000,000 of its common stock. In November 2003, the Company increased the stock buy-back program to an aggregate of
$3,000,000. The Company’s Board of Directors authorized the repurchase of up to an additional $10,000,000 of the Company’s
common stock in August 2004 and again in September 2006. As of April 30, 2009, the Company has purchased 2,456,000 shares at a
cost of $23,000,000. In the fiscal year ended 2009 the Company purchased 254,000 shares for $1,649,000.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 2009, the FASB approved the “FASB Accounting Standards Codification” (“Codification”) as the single source of
authoritative nongovernmental U.S. GAAP to be launched on July 1, 2009. The Codification does not change current U.S. GAAP, but
is intended to simplify user access to all authoritative U.S. GAAP by providing all the authoritative literature related to a particular
topic in one place. All existing accounting standard documents will be superseded and all other accounting literature not included in
the Codification will be considered nonauthoritative. The Codification is effective for interim and annual periods ending after
September 15, 2009. The Codification is effective for the Company during the interim period ending October 31, 2009 and will not
have an impact on the financial condition or results of operations. The Company is currently evaluating the impact to its financial
reporting process of providing Codification references in its public filings.

In June 2009, the FASB issued SFAS No. 167, “Amendments to FASB Interpretation No. 46(R)” or SFAS 167, which modifies how a
company determines when an entity that is insufficiently capitalized or is not controlled through voting (or similar rights) should be
consolidated. SFAS 167 clarifies that the determination of whether a company is required to consolidate an entity is based on, among
other things, an entity’s purpose and design and a company’s ability to direct the activities of the entity that most significantly impact
the entity’s economic performance. SFAS 167 requires an ongoing reassessment of whether a company is the primary beneficiary of a
variable interest entity. SFAS 167 also requires additional disclosures about a company’s involvement in variable interest entities and
any significant changes in risk exposure due to that involvement. SFAS 167 is effective for fiscal years beginning after November 15,
2009 and is effective for the Company on May 1, 2010. The Company is currently evaluating the impact that the adoption of SFAS
167 will have on the financial condition, results of operations, and disclosures.

In June 2009, the FASB issued SFAS No. 166, “Accounting for Transfers of Financial Assets — an amendment of FASB Statement
No. 140” or SFAS 166, which requires additional information regarding transfers of financial assets, including securitization
transactions, and where companies have continuing exposure to the risks related to transferred financial assets. SFAS 166 eliminates
the concept of a “qualifying special-purpose entity,” changes the requirements for derecognizing financial assets, and requires
additional disclosures. SFAS 166 is effective for fiscal years beginning after November 15, 2009. SFAS 166 is effective for the
Company on May 1, 2010. The Company is currently evaluating the impact that the adoption of SFAS 166 will have on the financial
condition, results of operations, and disclosures.

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events” or SFAS 165, which provides guidance to establish general
standards of accounting for and disclosures of events that occur after the balance sheet date but before financial statements are issued
or are available to be issued. SFAS 165 also requires entities to disclose the date through which subsequent events were evaluated as
well as the rationale for why that date was selected. SFAS 165 is effective for interim and annual periods ending after June 15, 2009.
SFAS 165 is effective for the Company during the quarter ending August 31, 2009. The adoption of SFAS 165 is not expected to have
a material impact on the financial condition, results of operations, and disclosures of the Company.

In April 2009, the FASB issued FASB Staff Position FAS 157-4, Determining Whether a Market Is Not Active and a Transaction Is
Not Distressed, or FSP FAS 157-4; FSP FAS 157-4 provides guidelines for making fair value measurements more consistent with the
principles presented in SFAS 157. FSP FAS 157-4 provides additional authoritative guidance in determining whether a market is
active or inactive, and whether a transaction is distressed, is applicable to all assets and liabilities (i.e. financial and nonfinancial) and
will require enhanced disclosures. This FASB Staff Position is effective for periods ending after June 15, 2009. The Company is
evaluating the impact that this standard will have on our financial position, results of operation, or cash flows.
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In April 2009, the FASB issued FASB Staff Position FAS 115-2, and FAS 124-2, Recognition and Presentation of Other-Than-
Temporary Impairments, or FSP FAS 115-2, and FAS 124-2. FSP FAS 115-2 and FAS 124-2 provide additional guidance to provide
greater clarity about the credit and noncredit component of an other-than-temporary impairment event and to more effectively
communicate when an other-than-temporary impairment event has occurred. This FSP applies to debt securities. This FASB Staff
Position is effective for periods ending after June 15, 2009. The Company is evaluating the impact that this standard will have on our
financial position, results of operation, or cash flows.

In April 2009, the FASB issued FASB Staff Position FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial
Instruments, or FSP FAS 107-1 and APB 28-1. FSP FAS 107-1 and APB 28-1, amends FASB Statement No. 107, Disclosures about
Fair Value of Financial Instruments, to require disclosures about fair value of financial instruments in interim as well as in annual
financial statements. This FSP also amends APB Opinion No. 28, Interim Financial Reporting, to require those disclosures in all
interim financial statements. This FASB Staff Position is effective for periods ending after June 15, 2009. The Company is evaluating
the impact that this standard will have on our financial position, results of operation, or cash flows.

In April 2009, the FASB issued FASB Staff Position FSP FAS 141(R)-1, Accounting for Assets Acquired and Liabilities Assumed in a
Business Combination That Arise from Contingencies, or FSP FAS 141(R)-1. FSP FAS 141(R)-1, amends FASB Statement No. 141
(R), Business Combinations, to state a contingency acquired in a business combination should be measured at fair value if the
acquisition-date value of that asset or liability can be determined during the measurement period. This FASB Staff Position is effective
as of May 1, 2009 for the Company.

On October 10, 2008, the FASB issued FSP FAS 157-3, “Determining the Fair Value of a Financial Asset in a Market That Is Not
Active.” The FSP was effective upon issuance, including periods for which financial statements have not been issued. The FSP
clarified the application of SFAS 157 in an inactive market and provided an illustrative example to demonstrate how the fair value of a
financial asset is determined when the market for that financial asset is inactive. The adoption of this FSP did not have a material
impact on the Company’s financial position, the results of operations or cash flows.

In June 2008, the FASB issued EITF 07-5, Defermining Whether an Instrument (or Embedded Feature) Is Indexed to an Entity’s Own
Stock. EITF 07-5 provides that an entity should use a two step approach to evaluate whether an equity-linked financial instrument (or
embedded feature) is indexed to its own stock, including evaluating the instrument's contingent exercise and settlement provisions.
EITF 07-5 was effective as of the beginning of our 2009 fiscal year. The adoption of EITF 07-5 did not have a material impact on our
financial position, results of operation, or cash flows.

In December 2007, the FASB issued FAS No. 141 (R) “Business Combinations” or FAS No. 141R. FAS No. 141R establishes
principles and requirements for how the acquirer of a business recognizes and measures in its financial statements the identifiable
assets acquired, the liabilitics assumed, and any noncontrolling interest in the acquiree. FAS No. 141R also provides guidance for
recognizing and measuring the goodwill acquired in the business combination and determines what information to disclose to enable
users of the financial statements to evaluate the nature and financial effects of the business combination. FAS No. 141R is effective
for the Company in its fiscal year beginning May 1, 2009. FAS No. 141R will have an impact on the Company’s accounting for future
business combinations, once adopted, but the effect is dependent upon the acquisitions that are made in the future.

In December 2007, the EITF issued EITF Issue No. 07-1, Accounting for Collaborative Arrangements or EITF 07-1. EITF 07-1
affects entities that participate in collaborative arrangements for the development and commercialization of intellectual property. The
EITF affirmed the tentative conclusions reached on (1) what constitutes a collaborative arrangement, (2) how the parties should
present costs and revenues in their respective income statements, (3) how the parties should present cost-sharing payments, profit-
sharing payments, or both in their respective income statements, and (4) disclosure in the annual financial statements of the partners.

EITF 07-1 should be applied as a change in accounting principle through retrospective application to all periods presented for
collaborative arrangements existing as of the date of adoption. EITF 07-1 is effective for financial statements issued for fiscal years
beginning after December 15, 2007. The adoption of EITF 07-1 did not have an impact on the Company’s financial statements.

In June 2007, the FASB ratified the consensus reached by the Emerging Issues Task Force on Issue No. 07-3, Accounting for Advance
Payments for Goods or Services Received for Use in Future Research and Development Activities or Issue 07-3, which is effective for
fiscal years beginning after December 15, 2007 and is applied prospectively for new contracts entered into on or after the effective
date. Issue 07-3 addresses nonrefundable advance payments for goods or services for use in future research and development
activities. Issue 07-3 will require that these payments that will be used or rendered for future research and development activities be
deferred and capitalized and recognized as an expense as the related goods are delivered or the related services are performed. If an
entity does not expect the goods to be delivered or the services to be rendered the capitalized advance payments should be expensed.
The adoption of Issue 07-3 did not have an impact on the Company’s financial statements.
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CRITICAL ACCOUNTING POLICIES

In preparing financial statements in conformity with generally accepted accounting principles in the United States of America, we are
required to make estimates and assumptions that affect reported amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the financial statements and revenues and expenses for the reporting period covered thereby. As a
result, these estimates are subject to an inherent degree of uncertainty. We base our estimates and judgments on our historical
experience, the terms of existing contracts, our observance of trends in the industry, information that we obtain from our customers
and outside sources, and on various assumptions that we believe to be reasonable and appropriate under the circumstances, the results
of which form the basis for making judgments which impact our reported operating results and the carrying values of assets and
liabilities. These assumptions include but are not limited to the percentage of new products which may have chargebacks and the
percentage of items which will be subject to price decreases. Actual results may differ from these estimates. Our significant
accounting policies are more fully described in Note A to our financial statements.

Revenue recognition and accounts receivable, adjustments for returns and price adjustments, allowance for doubtful accounts and
carrying value of inventory represent significant estimates made by management.

Revenue Recognition and Accounts Receivable: Revenue is recognized for product sales upon shipment and when risk is passed to the
customer and when estimates of discounts, rebates, promotional adjustments, price adjustments, returns, chargebacks, and other
potential adjustments are reasonably determinable, collection is reasonably assured and the Company has no further performance
obligations. These estimates are presented in the financial statements as reductions to net revenues and accounts receivable. Estimated
sales returns, allowances and discounts are provided for in determining net sales. Contract research income is recognized as work is
completed and billable costs are incurred. In certain cases, contract research income is based on attainment of designated milestones.

Adjustments for Returns and Price Adjustments: Our product revenues are typically subject to agreements with customers allowing
chargebacks, rebates, rights of return, pricing adjustments and other allowances. Based on our agreements and contracts with our
customers, we calculate adjustments for these items when we recognize revenue and we book the adjustments against accounts
receivable and revenue. Chargebacks, primarily from wholesalers, are the most significant of these items. Chargebacks result from
arrangements we have with end users establishing prices for products for which the end user independently selects a wholesaler from
which to purchase. A chargeback represents the difference between our invoice price to the wholesaler, which is typically stated at
wholesale acquisition cost, and the end customer’s contract price, which is lower. We credit the wholesaler for purchases by end
customers at the lower price. Therefore, we record these chargebacks at the time we recognize revenue in connection with our sales to
wholesalers.

The reserve for chargebacks is computed in the following manner. The Company obtains wholesaler inventory data for the
wholesalers which represent approximately 95% of our chargeback activity. This inventory is multiplied by the historical percentage
of units that are charged back and by the price adjustment per unit to arrive at the chargeback accrual. This calculation is performed by
product by customer. The calculated amount of chargebacks could be affected by other factors such as:

. A change in retail customer mix

. A change in negotiated terms with retailers
. Product sales mix at the wholesaler

. Retail inventory levels

. Changes in Wholesale Acquisition Cost (WAC)

The Company continually monitors the chargeback activity and adjusts the provisions for chargebacks when we believe that the actual
chargebacks will differ from our original provisions.

Consistent with industry practice, the Company maintains a return policy that allows our customers to return product within a
specified period. The Company’s estimate for returns is based upon its historical experience with actual returns. While such
experience has allowed for reasonable estimation in the past, history may not always be an accurate indicator of future returns. The
Company continually monitors its estimates for returns and makes adjustments when it believes that actual product returns may differ
from the established accruals.

Included in the adjustment for sales allowances and returns is a reserve for credits taken by our customers for rebates, return
authorizations and other discounts.

Sales discounts are granted for prompt payment. The reserve for sales discounts is based on invoices outstanding and assumes that
100% of available discounts will be taken.
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Price adjustments, including shelf stock adjustments, are credits issued from time to time to reflect decreases in the selling prices of
our products which our customer has remaining in its inventory at the time of the price reduction. Decreases in our selling prices are
discretionary decisions made by us to reflect market conditions. Amounts recorded for estimated price adjustments are based upon
specified terms with direct customers, estimated launch dates of competing products, estimated declines in market price and inventory
held by the customer. The Company analyzes this on a case by case basis and makes adjustments to reserves as necessary.

The Company adequately reserves for chargebacks, discounts, allowances and returns in the period in which the sales takes place. No
material amounts included in the provision for chargebacks and the provision for sales discounts recorded in the current period relate
to sales made in the prior periods. The provision for sales allowances and returns includes reserves for items sold in the current and
prior periods. The Company has substantially and consistently used the same estimating methods. We have refined the methods as
new data became available. There have been no material differences between the estimates applied and actual results.

The Company determines amounts that are material to the financial statements in consideration of all relevant circumstances including
quantitative and qualitative factors. Among the items considered is the impact on individual financial statement classification,
operating income and footnote disclosures and the degree of precision that is attainable in estimating judgmental items.

The following table presents the roll forward of each significant estimate, which balances are reflected as deductions from accounts
receivable as of April 30, 2009, 2008 and 2007 and for the years then ended, respectively.

Beginning Actual Credits Ending
Balance Current in Current Balance
May 1 Provision Period April 30
For the year ended April 30, 2009
Chargebacks.........ocevverecrinuneenenenirniisesneisisisssi e nsaens $ 2,668,000 $ 39,774,000 $ (39,143,000) $§ 3,299,000
SalES DISCOUNLS .....ovveevrerierreeeeeiereeereesserssesssesseessesseessesosesssesssneseans 440,000 4,111,000 (3,765,000) 786,000
Sales Allowances & REtUINS........cccveeireerreerireeerrenseesseeeeseeecreenennees 5,357,000 26,299,000 (23,516,000) 8,140,000
Total Adjustment for Returns & Price Allowances............... $ 8,465,000 $ 70,184,000 $ (66,424,000) $§ 12,225,000
For the year ended April 30, 2008
Chargebacks.......cccvrureeeiininiciiccn e $ 3,509,000 $ 24,980,000 $ (25,821,000) $§ 2,668,000
S21ES DISCOUNLS .....vvveierieireienrierirreerreeieeseseesasessseessseesssnssnsessssesssees 257,000 2,233,000 (2,050,000) 440,000
Sales Allowances & RETUINS.........vviiervieeeeivecerieeeereeeesevnsesssnasenns 5,520,000 13,346,000 (13,509,000) 5,357,000
Total Adjustment for Returns & Price Allowances............... $ 9,286,000 $ 40,559,000 $ (41,380,000) $ 8,465,000
For the year ended April 30, 2007
Chargebacks.........cccvueueeeririnmiininiici s $ 3,359,000 $ 23,126,000 $ (22,976,000) $§ 3,509,000°
SalES DISCOUNLS ....uvviiveirtreiiriresrveersseeseesssereeessnssssssesssaasssessssansanes 303,000 2,126,000 (2,172,000) 257,000
Sales Allowances & REtUINS.......cceevreriveevesrerereerreseeseesnesssesaesseeas 3,741,000 14,754,000 (12,975,000) 5,520,000
Total Adjustment for Returns & Price Allowances............... $ 7,403,000 $ 40,006,000 $ (38,123,000) $§ 9,286,000

Allowance for Doubtful Accounts: We have historically provided credit terms to customers in accordance with what management
views as industry norms. Financial terms, for credit-approved customers, are generally on either a net 30 or 60 day basis, though most
customers are entitled to a prompt payment discount. Management periodically and regularly reviews customer account activity in
order to assess the adequacy of allowances for doubtful accounts, considering factors such as economic conditions and each ‘
customer’s payment history and creditworthiness. If the financial condition of our customers were to deteriorate, or if they were
otherwise unable to make payments in accordance with management’s expectations, we would have to increase our allowance for
doubtful accounts.

Inventories: We state inventories at the lower of average cost or market, with cost being determined based upon the average method.
In evaluating the inventory, management considers such factors as the amount of inventory on hand, estimated time required to sell
existing inventory and expected market conditions, including levels of competition. We establish reserves for slow-moving and
obsolete inventories based upon our historical experience, product expiration dates and management’s assessment of current product
demand.
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CONTRACTUAL OBLIGATIONS AND OFF-BALANCE SHEET ARRANGEMENTS

As part of our ongoing business, we do not participate in transactions that generate relationships with unconsolidated entities or
financial partnerships which would have been established for the purpose of facilitating off-balance sheet arrangements or other
contractually narrow or limited purposes. As of April 30, 2009 we are not involved in any material unconsolidated transactions.

The Company’s Midlothian division signed a lease for a 12,000 square foot facility in Montgomery, AL commencing on December 1,
2008 and terminating on November 30, 2013.

The Company’s ECR Pharmaceuticals subsidiary currently leases approximately 12,000 square feet in Richmond, VA. This lease ends
August 31, 2009 but is expected to be renewed at terms substantially similar to the current lease.

The Company entered into two lease obligations to partially finance a new computer system.

In connection with the acquisition of the assets of Midlothian Laboratories, LLC, the Company has a contingent liability of $500,000
which is due, if the Company is first to market with an ANDA that Midlothian had in development at the time of acquisition. To date,
this product has not been approved, so the milestone has not been met.

In connection with the acquisition of the assets of ECR Pharmaceuticals, the Company has a contingent liability of up to $4,000,000 if
certain sales and gross margin levels are achieved by ECR over a three year period.

Subject to the information and qualifications included in the above paragraphs, the table below sets forth the Company’s enforceable
and legally binding future commitments and obligations relating to all contracts that we are likely to continue regardless of the fact
that the contracts may be terminated. Some of the figures included in this table are based on management’s estimate and assumptions
about these obligations, including their duration, the possibility of renewal, anticipated actions by third parties, and other factors.
Because these estimates and assumptions are necessarily subjective, the obligations we will actually pay in future periods may vary
from those reflected in the table:

Payments due by April 30,
Contractual Obligations 2010 2011 2012 2013 2014
Montgomery, AL 188S€.......c.cceovevirirenieneererieieie e, $ 92,000 $ 92,000 $ 92,000 $ 92,000 $ 54,000
Richmond, VA 168S€.....c..oooeviiieiieeiieieiieeeeeeeee e, 34,000
Software lease (principal and interest) .............covveerieveriririrrererenin, 204,000 204,000 37,000
NOLES PAYADIE ......coeeereiriereiericeetcete ettt v, 4,138,000
OTC product license payment ..........cocecveereeeereeriereeesesseennenns, 150,000
TOtAL ..., § 4,618,000 $§ 296,000 $ 129,000 $§ 92,000 $ 54,000

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

The Company invests in U.S. treasury notes, money market accounts and municipal securities, all of which are exposed to interest rate
fluctuations. The interest earned on these investments may vary based on fluctuations in the interest rate.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Hi-Tech Pharmacal Co., Inc.

We have audited the accompanying consolidated balance sheets of Hi-Tech Pharmacal Co., Inc. (the “Company”) as of April 30, 2009
and 2008, and the related consolidated statements of operations, changes in stockholders’ equity and cash flows for each of the years
in the three-year period ended April 31, 2009. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial
position of Hi-Tech Pharmacal Co., Inc. as of April 30, 2009 and 2008, and the consolidated results of their operations and their cash
tlows for each of the years in the three-year period ended April 30, 2009, in conformity with accounting principles generally accepted
in the United States of America.

As described in Note A[5] to the consolidated financial statements, the Company adopted Financial Accounting Standards Board
(“FASB”) Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an interpretation of FASB No. 109,” effective May
1,2007.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Hi-Tech
Pharmacal Co., Inc.’s internal control over financial reporting as of April 30, 2009, based on criteria established in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report
dated July 16, 2009 expresses an adverse opinion on the Company’s internal control over financial reporting because of a material
weakness.

Eisner LLP

New York, New York
July 16, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
Hi-Tech Pharmacal Co., Inc.

We have audited Hi-Tech Pharmacal Co., Inc.’s (the “Company”) internal control over financial reporting as of April 30, 2009, based
on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (“COSO”). The Company’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness
of internal control based on the assessed risk. Our audit also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

A material weakness is a deficiency, or a combination of deficiencies in internal control over financial reporting, such that there is a
reasonable possibility that a material misstatement of the company’s annual or interim financial statements will not be prevented or
detected on a timely basis. The following material weakness has been identified. At April 30, 2009, the Company did not maintain
effective internal control over the enterprise resource management system (the “ERP System”), as it relates to the modification,
processing, retrieving and monitoring of financial data. Additionally, certain financial reporting capabilities of the ERP System were
not operational at year end which resulted in some controls around the underlying financial data not being fully operational or
performed on a timely basis. The material weakness was considered in determining the nature, timing, and extent of audit tests applied
in our audit of the financial statements as of and for the year ended April 30, 2009 and this report does not affect our report dated July
16, 2009 on those financial statements.

In our opinion, because of the effect of the material weakness identified above on the achievement of the objectives of the control
criteria, the Company did not maintain effective internal control over financial reporting as of April 30, 2009, based on criteria
established in Internal Control Integrated Framework issued by COSO.

We have also audited in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Hi-Tech Pharmacal Co., Inc. as of April 30, 2009 and 2008 and the related consolidated statements of
operations, changes in stockholders’ equity and cash flows for each of the years in the three-year period ended April 30, 2009 and our
report dated July 16, 2009 expresses an unqualified opinion on those financial statements, and includes an explanatory paragraph
regarding the adoption of Financial Accounting Standards Board (“FASB”) Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes - an interpretation of FASB No. 109, ” effective May 1, 2007.

Eisner LLP

New York, New York
July 16, 2009
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HI-TECH PHARMACAL CO,, INC.
CONSOLIDATED BALANCE SHEETS

April 30,
2009 2008
ASSETS
CURRENT ASSETS: A
Cash and cash eQUIVAIENLS ............ccoeevereeeieeceieeeteceeet et eseeetseeseseeesosesesseseseesesssessesensa: $ 17,891,000 $ 11,722,000
Accounts receivable (less allowances for doubtful accounts of $300,000 and $200,000 at
April 30, 2009 and 2008, reSPECHIVELY)....cccvcvrvvirirrreereerrreeniierereteseeeeee et eessessasseseneas 31,896,000 17,604,000
INVENTOTY ..ottt ettt e se e be bbb es e e be st sssotessessesssaestoneeneseenennene 17,183,000 18,024,000
Prepaid INCOME tAXES ....cuieeereierieeieeretieeteeriereeeesteseesststessesasesesssessessesseesesssensessessanassssessessassea: 942,000 2,566,000
DEfeITEd INCOME TAXES ..vveovevveeeeeeeeeieeieeiereetistee e eteseseesenteseeeeesesatesssssaesesssassesessessessasssessesssssns, 3,498,000 2,607,000
OLhEr CUITENL ASSEES ...vevveveeirererereeietetete et tesesseteseneseseesesestesessesescssesesesaeneneeneseseesesasessen. 3,676,000 2,569,000
TOTAL CURRENT ASSETS $ 75,086,000 $ 55,092,000
Property and eqUIPIENL, DBt .......c.coeeueueiriririerierereeerre e e et se s s esesssss st st sesessesssesaeas 19,210,000 17,048,000
Investment in marketable SECUTItIES, NOM-CUITENL ........cvvverierieeieeisieeiitiereiereeeeene e eeeeeeeseeseseeesesenenee: — 2,545,000
ORI BSSELS ..veuvieiereeeeieiesreereerreeeesesse et e tessesaesaronesasenesstesessteesensesesenssssanneesensessesesenessssssenssssessssnsos 439,000 419,000
Investment in Neuro-Hitech-available for sale (See nOte F).....c.cevvvveveeieieececiceiiieeeseeeeeeeeeeeieeens 153,000 248,000
INtANGIDIC ASSELS, NMEL.....cueeviereierierireseceeceeect ettt b et et e e teseeseeseeesesseoseseeneassnsesseesseseesessena: 12,467,000 9,660,000
TOTAL $ 107,355,000 $ 85,012,000
LIABILITIES
CURRENT LIABILITIES:
ACCOUNES PAYADIE ...c.vovvivirieriereeecteceeeeeete ettt e et s ss s e see st ee e neeseeseeeessesessasseseneeseean 3 6,237,000 $§ 4,773,000
ACCTUEA EXPEIISES ....vvvereerenrereereiretesieeeresaeresresessessossesessestonsosesssssssessessensenesnsesessessssassessssasene 9,098,000 4,444,000
Current portion of obligation under capital I€aSe ...........ccervreverererereerereeteeereeeesereeeneseneseenens 180,000 —
NOLES PAYADIE ...ttt ss et ettt st s s a s eseae sttt e s e e e s e nnas 4,138,000 —
TOTAL CURRENT LIABILITIES ..........cooootitiiteeteeeeeee ettt ee e eesesesensananens $ 19,653,000 $ 9,217,000
Obligation under Capital IEASE..........cocoirirrurerereee e reecnee e rer et asts st ss st teseme e e eneses 230,000 —
DEferred INCOME tAXES .....ccviviirierieeerietitceieti ettt ee e s et e s et e s tetesesesasensesasnsasessessssassesssseesesssasssensene 1,117,000 630,000
TOTAL LIABILITIES $ 21,000,000 $ 9,847,000
COMMITMENTS AND CONTINGENCIES (Note M)
STOCKHOLDERS’ EQUITY
Preferred stock, par value $.01 per share; authorized 3,000,000 shares, none issued...............
Common stock, par value $.01; authorized 50,000,000 shares, 13,786,000 and 13,603,000
shares issued at April 30, 2009 and 2008, reSpectively ..........ccccvreeerrerererereeeireirererennen, 138,000 136,000
Additional paid-in CAPILal..........cccceverriririrerrerrieieie ettt s e eenens 57,977,000 54,829,000
REtAINed CAIMINES ...vvvvveeeeeeiiitiiereieiieceeees et er et es et s st st sssesese s searsenesesessseseanns 51,304,000 41,487,000
Accumulated other comprehensive income, NEt OF taX..........eueevverivererieiiniiiieeeieeeeeeeereseeseene. (64,000) 64,000
Treasury stock, 2,456,000 and 2,202,000 shares of common stock, at cost at April 30, 2009
ANA 2008, TESPECLIVELY ...veiueeeietieeeeecccecteecet ettt e et stsaeesesonesseseaessessessesseessensene (23,000,000) (21,351,000)
TOTAL STOCKHOLDERS’ EQUITY ........oooviiioimiieeirieiieeteetesseseeesse e esesssessesesssssenen: $ 86,355,000 $ 75,165,000
TOTAL $ 107,355,000 $ 85,012,000

See notes to Consolidated Financial Statements
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HI-TECH PHARMACAL CO., INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

NET SALES ..ottt itnevest st a e sassosessesesesssaesesaessssssesinssbesssssassssesssasanns
Cost 0f 200dS SOI.....cocereviiiriiriiiiiniiriiin e

GROSS PROFIT .......octiiiieieerrcerenerenietesesiesesesesessiesreasasssbestesnsnsssssnsnsesssiesssssensnnes

COST AND EXPENSES:
Selling, general and administrative €XPense........ccovveveivveniriiineienieseesesennnns
Research and product development COSES.........ccvvvvirnimniiniiininieeeneeeines
ROYAIEY INCOME .....oovviriiiiiiiiiiiitii ettt
Contract research (I1COME).....c..ceveeuereereresrercrernisernienscsscseeesisae s e esens
INTETESE EXPENSE ..cvrveneruereereuiiiisiiiiiste st ereessst e e ebe st erass b ebesensesesaesesnees
Interest (income) and Other.........c.ooiviiiiiiiiiini e,

Income (loss) before provision for iNCOMeE taxes........covevvevvireiinieniiiinineeieiinenienns
Provision for income tax expense/(benefit) .......c.coceceeeivinininininineeieine

NET INCOME (LOSS)..cuieiitiinieininiiiiiteriiserenerssesesssssssenssiessasssissssssssessenes
BASIC EARNINGS (LOSS) PER SHARE.........ccovniritnnreennneeeeineanens
DILUTED EARNINGS (LOSS) PER SHARE ........cocoooiviiiiiirnnnisnccccnns

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING, BASIC.........
EFFECT OF POTENTIAL COMMON SHARES.........ccoceviimimiriierieinieiene,

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING, DILUTED ...

Year Ended April 30,

2009 2008 2007
108,651,000 $ 62,017,000 $ 58,898,000
56,971,000 40,505,000 35,704,000
51,680,000 21,512,000 23,194,000
33,292,000 22,625,000 23,914,000
7,429,000 6,208,000 4,733,000

(547,000) — —

(136,000) — (123,000)

38,000 27,000 18,000

(4,245,000) (480,000)  (1,314,000)
35,831,000 28,380,000 $ 27,228,000
15,849,000 (6,868,000)  (4,034,000)
6,032,000 (1,770,000)  (1,998,000)
9,817,000 (5,098,000) $ (2,036,000)

0.87 0.45) $ (0.17)
0.84 0.45) $ (0.17)

11,303,000 11,353,000 11,884,000

389,000 — —
11,692,000 11,353,000 11,884,000

See notes to Consolidated Financial Statements
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HI-TECH PHARMACAL CO., INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Accumulated
Additional Other Total
Common Stock Paid in Retained Comprehensive  Treasury Stock at  Stockholders’  Comprehensive
Shares Amount Capital Earnings Income Cost Equity Income

BALANCE—

APRIL 30, 2006 13,289,000 $ 133,000 $ 47,195,000 $ 48,621,000 $ 439,000 $ (7,946,000) $ 88,442,000
Net income ................. (2,036,000) (2,036,000) $ (2,036,000)
Exercise of options ..... 135,000 1,000 251,000 252,000
Purchase of Treasury

R370Te) R (11,444,000) (11,444,000)
Stock-based

compensation

EXPENSE...vrrererarranns 2,830,000 2,830,000
Tax benefit from

exercise of

options............c..... 507,000 507,000
Other comprehensive

income, net of

17: SOROURRUSURRN 4,434,000 4,434,000 4,434,000
Total Comprehensive

Income.......ccoouen... $ 2,398,000
BALANCE—

APRIL 30, 2007 13,424,000 $ 134,000 $ 50,783,000 $ 46,585,000 S 4,873,000 $ (19,390,000) $ 82,985,000
Net (10SS) .cvveverereennanen (5,098,000) (5,098,000) (5,098,000)
Exercise of options ..... 179,000 2,000 425,000 427,000
Purchase of Treasury

Stock .o (1,961,000) (1,961,000)
Stock-based

compensation

EXPENSE...cerrerrrrrranne 3,151,000 3,151,000
Tax benefit from

exercise of

OpLions........cceuen.en. 470,000 470,000
Other comprehensive

income (loss), net

of taX ....ecevveerecnrnnnns (4,809,000) (4,809,000) (4,809,000)

Total Comprehensive
Income...................

BALANCE—
APRIL 30, 2008
Net income.................
Exercise of options......

Purchase of Treasury
Stock c..ovveerirainens
Stock-based
compensation
EXPONSE.....crverrvnnnen
Tax benefit from
exercise of
OptionS.....cceveurenene.
Other comprehensive
income (loss), net
of tax c.coccvvrervnene.

13,603,000 $ 136,000 $ 54,829,000

183,000 2,000 312,000

2,532,000

304,000

$ 41,487,000 $
9,817,000

64,000

(128,000)

$ (9,907,000)

$ (21,351,000) S 75,165,000
9,817,000
314,000

9,817,000
(1,649,000) (1,649,000)
2,532,000

304,000

(128,000) (128,000)

Total Comprehensive
Income...................

BALANCE—
APRIL 30, 2009

13,786,000 $ 138,000 $ 57,977,000

$ 51,304,000 $ (64,000)

$ 9,689,000

$ (23,000,000) $ 86,355,000

See notes to Consolidated Financial Statements
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HI-TECH PHARMACAL CO., INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
NEt iNCOME (LOSS) cuvveveerrrieriririisisirererinssessssssissesss st sesteess et s st senans
Adjustments to reconcile net income to net cash (used in) provided by operating
Activities:
Depreciation and amOTrtiZation ..........ceeeeereeisessencnninsiniiieeeses
Deferred INCOME tAXES ....eververiererrereeeeiieneisresieseseersestessasseaseassessssnessessesines
Stock based COMPENSALION EXPENSE.....c.vevererrireiererrrrerieineeterenesesisssisssionenens
(Gain) loss on sale of intangible asSEt.......ccermneniniiiiiininie
(Reversal) other than temporary write down of marketable securities..........
CHANGES IN OPERATING ASSETS AND LIABILITIES:
ACCOUNLS TECEIVADIE ...c.veveevreieierieesceeeeeieree st sttt e et st s e sa st nesne s
INVEIEOTY . .cueevererereenencnnetisistestt e st e s st b e sttt et s b s s s s s
Prepaid taxes / taxes Payable ........coiueveineieieinennicicci e
Oher CUITENE ASSEIS....vrivrerrerrererseeeereessesaresessnsssesisnesressassessnassessessesssesesstassissssneons
OLNET @SSEES -.evveveerirverseerrereaseeseesrerseseseesessesssestestestesssasersnebsesassassassesasasesssnssisses
ACCOUNES PAYADIE .....ceeeniviiireritiieieirssete sttt
ACCTUEA EXPENSES ...cvrvreecrerrisisisisnsirenstsesarssesssssssssasssbs s tbs st s na st

NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from sale of investment in marketable securities, net.........cccceevevevvurnunnne
Purchase of property and equipImnent............coceeriiernceeseninimnninssns
Purchase of intangible aSSets ........ccccvverirrierininniss et
Proceeds from sale of intangible assets, Net.........cveveeviinenennensncnieiccnnns
Purchase of Midlothian Laboratories, LLC @SSEtS .....ccccerveeenriniiiinnreniirnsinnincnas
Investment in Neuro-HITECh .....coovviiviueeeiienirrceeeteesnenie st eare et s sesiecesnee e
Purchase of ECR Pharmaceuticals @sSetS......ccrvevcererreiniininiieiienesineninessscseesseens

NET CASH PROVIDED BY INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from the eXercise 0f OPLiONS ......ccccvvviririirmrienniininnteseecneeecesnes
Tax benefit of StOCK INCENTIVES ...cuevveereerceieeeieniineitiir et s s esneas
Purchase of treasury StOCK ......ccoiiiiniiinminneinecti e
Payments under capital lease Obligation ..........coceveummiiiiniiniiniiiiiisena

NET CASH USED IN FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of year........c.oovneeininninininnniinn

CASH AND CASH EQUIVALENTS AT END OF YEAR

Supplemental disclosure of cash flow information ............ccvvenninnenns
Cash paid for: INTErest .........ccovirreiiieineieitn e
TICOME TAXES ..veeereeerereeesrenreeeeesiesiisnaestessnsesnesssassnasanssnesanesneessasensssssss
Non-cash investing transactions: ........cocevueveverereresesrsrssnssessssnssserneneneans
Acquisition of intangible assets included in accrued expenses...........

Notes receivable from the sale of intangible asset.........coeveeecieinniennn.
Assets subject to capital 16aSes ........ococoeriiininininses e

Year ended April 30,

2009 2008 2007
9,817,000 $ (5,098,000) $ (2,036,000)
3,633,000 2,923,000 2,835,000

(375,000) 527,000 (1,490,000)
2,532,000 3,151,000 2,830,000

(3,500,000) 90,000 (1,848,000)

(500,000) 500,000

(13,029,000) (8,273,000) 7,388,000

1,816,000 (2,617,000) (5,843,000)
1,624,000 206,000 (742,000)

(627,000) 178,000 (47,000)

(20,000) 1,000 300,000

1,464,000 1,536,000 (2,095,000)
4,098,000 (2,572,000) 1,899,000
6,933,000 (9,448,000) $ 1,151,000
3,045,000 21,025,000 $ 930,000

(4,010,000) (2,563,000) (2,847,000)

(650,000) (955,000) (150,000)
3,235,000 1,491,000 2,287,000
— (5,962,000) —
(100,000)

(1,115,000) — —
405,000 13,036,000 $ 220,000
314,000 427,000 $ 252,000
304,000 470,000 507,000

(1,649,000) (1,961,000) (11,444,000)

(138,000) — —

(1,169,000) (1,064,000) $ (10,685,000)

6,169,000 2,524,000 (9,314,000)
11,722,000 9,198,000 18,512,000
17,891,000 11,722,000 $ 9,198,000
38,000 27,000 $ 18,000

6,797,000 32,000 —
1,250,000
1,500,000 2,816,000
506,000

See notes to Consolidated Financial Statements
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HI-TECH PHARMACAL CO., INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(NOTE A) The Company and Summary of Significant Accounting Policies:

[1] Business:

Hi-Tech Pharmacal Co., Inc. (the “Company” or “Hi-Tech”) manufactures and sells prescription and over-the-counter generic drugs,
in liquid and semi-solid dosage forms including higher margin prescription products. The Company markets its products in the United
States through distributors, retail drug and mass-merchandise chains and mail order companies.

The following table presents sales data for the Company by division.

Revenue 2009 2008 2007
Hi-TECH GNETICS ..evevieierereneeeieeetete ettt et et seees e eseseeee e ee e s s e s oes $ 88,848,000 $ 46,256,000 $ 46,361,000
Health Care PrOQUCES .......c.cucuveeeeieeeieeceeeeeeee et s e e e e ere e ss e 10,125,000 10,846,000 10,845,000
Midlothian Laboratories .............oueueueeveeeeeeeeeeeeeeeeeeeeeeeesesesereseese e essesses e 6,871,000 4,216,000 —
ECR PharmaceUtICALS ............covevivirmieiieeeiteeeeeeeeeeeessseeeesesseseseeseseseesesssssseesesssons 2,807,000 — —
NAPTEIANT.........cooieirieiete ettt et te s se e e e s et e e sesr s e e ens e sens — 699,000 1,692,000
TOMAL ...ttt ee e e s et st s e et $ 108,651,000 $ 62,017,000 $ 58,898,000

[2] Basis of Accounting and Principles of Consolidation:

The accompanying consolidated financial statements of the Company are prepared on the accrual basis of accounting in accordance
with accounting principles generally accepted in the United States of America (“U.S.”). All intercompany accounts and transactions
are eliminated in consolidation.

[3] Inventory:

Inventories are valued at the lower of cost (first-in first-out or average cost) or market. In connection with our transition to a new
computer system in March 2009, the Company began expensing corrugated boxes at the time of purchase instead of including them in
inventory. The amount of corrugated boxes in inventory at April 30, 2008 was $152,000.

[4] Property and equipment:

Property and equipment is stated at cost less accumulated depreciation and amortization. Estimated depreciation and amortization of
the respective assets is computed using the straight line method over their estimated useful lives.

[5] Income taxes:

The Company uses the liability method to account for deferred income taxes in accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 109. The liability method measures deferred income taxes by applying enacted statutory rates in effect at the
balance sheet date to the differences between the tax bases of assets and liabilities and their reported amounts in the financial
statements. The resulting asset or liability is adjusted to reflect changes in the tax law as they occur.

On May 1, 2007, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an Interpretation
of FASB Statement 109 (“FIN 48”), which clarifies the accounting for uncertainty in tax positions. This Interpretation provides that
the tax effects from an uncertain tax position can be recognized in our financial statements, only if the position is more likely than not
of being sustained on audit, based on the technical merits of the position.

[6] Revenue recognition:

Revenue is recognized for product sales upon shipment and passing of risk to the customer and when estimates of discounts, rebates,
promotional adjustments, price adjustments, returns, chargebacks, and other potential adjustments are reasonably determinable,
collection is reasonably assured and the Company has no further performance obligations. These estimates are presented in the
financial statements as reductions to net revenues and accounts receivable. Contract research income is recognized as work is
completed and as billable costs are incurred. In certain cases, contract research income is based on attainment of designated
milestones.

[7] Advertising Expense:

Advertising costs are expensed when incurred. Advertising expense for the years ended April 30, 2009, 2008 and 2007 amounted to
$3,217,000, $2,923,000 and $3,059,000, respectively.
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[8] Freight Expense:
Outgoing freight costs are included in selling, general, and administrative expense. Incoming freight is included in cost of goods sold.

[9] Research and Development Costs:
Research and product development costs are charged to expense as incurred.

[10] Cash and cash equivalents:

The Company considers U.S. Treasury bills and government agency obligations with a maturity of three months or less when
purchased to be cash equivalents.

[11] Earnings (loss) per share:

Basic earnings (loss) per common share is computed based on the weighted average number of common shares outstanding. Diluted
earnings per common share gives effect to all dilutive potential common shares outstanding during the year. The dilutive effect of the
outstanding options and warrants was computed using the treasury stock method. The number of potentially dilutive securities
excluded from the computation of diluted income per share was approximately 2,116,000, 2,770,000 and 2,653,000 at April 30, 2009,
2008 and 2007, respectively. These securities were excluded since their effect would have been antidilutive.

[12] Long-lived assets:

The Company evaluates and records impairment losses on long-lived assets used in operations, including intangible assets, when
events and circumstances indicate that the assets might be impaired using the undiscounted cash flows estimated to be generated by
those assets. Long-lived assets to be disposed of are reported at the lower of their carrying amounts or fair values less disposal costs.
No such losses were incurred in the three years ended April 30, 2009.

[13] Fair Value of Financial Instruments:

The carrying value of certain financial instruments such as cash and cash equivalents, accounts receivable, investments, notes payable
and accounts payable approximate their fair values due to their short-term nature or their underlying terms. The fair values of the
financial instruments and investments are determined by reference to market data and other valuation techniques, as appropriate.

[14] Use of estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates. The Company makes significant estimates in many areas of its
accounting, including but not limited to the following: sales returns, chargebacks, allowances and discounts, inventory obsolescence,
the useful lives of property and equipment and its impairment, stock-based compensation, accruals, impact of legal matters and the
realization of deferred tax assets. Actual results may differ from those estimates.

[15] Comprehensive Income:

The Company has adopted SFAS No. 130, “Reporting Comprehensive Income,” which requires companies to report as comprehensive
income all changes in equity during a period, except those resulting from investment by owners and distribution to owners, for the
period in which they are recognized. Comprehensive income is the total of net income and all other non-owner changes in equity (or
other comprehensive income) such as unrealized gains/losses on securities classified as available for sale.

[16] Stock-Based Compensation:

Effective May 1, 2006, the Company adopted the provisions of Financial Accounting Standards Board (“FASB”) Statement of
Financial Accounting Standards (“SFAS”) No. 123(R), “Share-Based Payments,” which establishes the accounting for employee
stock-based awards. Under the provisions of SFAS No. 123(R), stock-based compensation is measured at the grant date, based on the
calculated fair value of the award, and is recognized as an expense over the requisite employee service period (generally the vesting
period of the grant).

As a result of the adoption of SFAS No. 123(R) the Company recognized stock-based compensation for awards issued under the
Company’s Stock Option Plans in the following line items in the Statement of Operations:

Year ended Year ended Year ended
April 30, 2009 April 30, 2008 April 30, 2007
COSE OF SALES .vevieviivrieierererrerrestesresvesiesseseee e estes st ssaesarsbee b ereernenensasnes $ 495,000 $ 663,000 $ 584,000
Selling, general and administrative €Xpenses .......ooveeueueecscncesinienes 1,861,000 2,243,000 2,027,000
Research and development €XPENSes.........ooveeerevererisrnesisesiensinsennesens 176,000 245,000 219,000
Stock-based compensation expense before income tax benefit........... 3 2,532,000 $ 3,151,000 $ 2,830,000
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The Company amortizes the fair value of all awards on a straight-line basis over the requisite service period. Cumulative
compensation expense recognized at any date will at least equal the grant date fair value of the vested portion of the award at that
time.

SFAS No. 123(R) requires the use of a valuation model to calculate the fair value of stock-based awards. The Company has elected to
use the Black-Scholes option-pricing model, which incorporates various assumptions including volatility, expected life and interest
rate. The expected volatility is based on the historical volatility of the Company’s common stock. The expected life of an award is
based on the expected life pursuant to Staff Accounting Bulletin No. 107, “Share Based Payments”, as amended by Staff Accounting
Bulletin No. 110. The interest rates for periods within the contractual life of the award are based on the U.S. Treasury yield on the date
of each option grant.

The following weighted average assumptions were used for stock options granted during the years ended April 30, 2009, 2008 and
2007:

Year Ended April 30,
2009 2008 2007
DIVIAENA YIEIA. ..o ettt sttt s et s oot t e ses s ren e rns None None None
EXPECted VOIAILILY ........ccuuiiieceieicecieinceieiee ettt s e e e e s e e e 49% 52% 52%
RiSK-{T€€ INLETESE TALE .........voveeereerrrrereerisetese et ee s ae s e st et esesesseeseeeeesessssessesesesseseessessaes 2.37% 3.37% 4.69%
EXPECLEA tEIM ..ottt e et e e e enernen 5.0 5.0 5.0
Weighted average fair value per share at grant date ................o.oveveeeeeeeeeeeeeeereereeeeeeeeeeseosees, $§ 255 $ 505 $ 6.16

All options granted through April 30, 2009 had exercise prices equal to the fair market value of the stock on the date of grant, a
contractual term of ten years and generally a vesting period of four years. In accordance with SFAS No. 123(R), the Company adjusts
stock-based compensation on a quarterly basis for changes to the estimate of expected equity award forfeitures based on actual
forfeiture experience. The effect of adjusting the forfeiture rate for all expense amortization is recognized in the period the forfeiture
estimate is changed. As of April 30, 2009, the forfeiture rate was 8% and the effect of forfeiture adjustments in the year ended

April 30, 2009 was insignificant.

SFAS No. 123(R) requires the cash flows resulting from tax deductions in excess of compensation cost recognized for those options
(excess tax benefits) to be classified as financing cash flows. The actual income tax benefits realized for tax deductions related to
option exercises of share-based payments was $304,000, $470,000 and $507,000 for the year ended April 30, 2009, 2008 and 2007,
respectively.

STOCK OPTION PLAN ACTIVITY

Employee Stock Option Plan:

A summary of the stock options activity and related information for the 1992 Stock Option Plan (“Employee Plan”) for the year ended
April 30, 2009 is as follows:

Weighted-Average

Weighted-Average Remaining Aggregate Intrinsic
1992 Stock Option Plan Shares Exercise Price Contractual Term Value
Outstanding at May 1, 2008..........ccoceeeerevevvrevrrrereennnns 2,301,000 $ 10.85 59 §% —
GIANLS......ceeovereereretererine et eteteeseeeseeeeresaesseseessssesensersrenss 335,000 6.12
EXEICISEA .....c.cereiiieierereeeicrer ettt eee e (172,000) 1.70
Forfeitures or eXpirations............ceeueeveveeereerereeeeeereeesensnnns (17,000) 13.57
Outstanding at April 30, 2009...........ccocoeeevrmeeerreerenennn 2,447,000 $ 10.83 58 $ 2,411,000
Vested and expected to vest at April 30, 2009.................. 2,390,000 $ 10.85 58 § 2,368,000
Exercisable at April 30,2009 ...........ccoovvevereeerrrcrerennnn. 1,722,000 $ 11.25 47 §$ 1,876,000
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Directors Stock Option Plan

A summary of the stock option activity and related information for the 1994 Director Stock Option Plan for the year ended April 30,
2009 is as follows:

Weighted-Average

Weighted-Average Remaining Aggregate Intrinsic
1994 Directors Stock Option Plan Shares Exercise Price Contractual Term Value
Outstanding at May 1, 2008 ..........cccooomeinrininieniesieniniennn, 469,000 $ 12.11 64 $ —
GIANES ....oviereeeereerere et seesses e s sresn s sassn s srns 60,000 5.83
EXEICISEA ..ovirriieneierrirreieire sttt s eaneates (11,000) 1.89
Outstanding at April 30, 2009 ........cccovvveenivniriiriirnenens 518,000 $ 11.61 60 $ 403,000
Vested and expected to vest at April 30, 2009 .................... 518,000 $ 11.61 60 $ 403,000
Exercisable at April 30, 2009........c.covviriiinniiieeeniein 351,000 $ 11.86 49 § 301,000

The aggregate intrinsic values in the preceding tables represent the total pretax intrinsic value, based on options with an exercise price
less than the Company’s closing stock price of $7.55 as of April 30, 2009, which would have been received by the option holders had
those option holders exercised their options as of that date.

Total intrinsic values of options exercised for the 1992 Stock Option Plan and the 1994 Directors Stock Option Plan were $880,000
and $1,363,000 for the years ended April 30, 2009 and 2008, respectively. The total fair value of stock options vested during the years
ended April 30, 2009, 2008 and 2007 amounted to $2,090,000, $3,299,000 and $3,423,000, respectively. As of April 30, 2009,
$3,688,000 of total unrecognized compensation cost related to stock options for both plans is expected to be recognized over a
weighted-average period of 2.2 years. As of April 30, 2009 there was 378,000 shares available for grant under both plans. An
aggregate 5,457,000 shares were authorized for award of share options under both plans.

[17] Recent Accounting Pronouncements:

In June 2009, the FASB approved the “FASB Accounting Standards Codification” (“Codification”) as the single source of
authoritative nongovernmental U.S. GAAP to be launched on July 1, 2009. The Codification does not change current U.S. GAAP, but
is intended to simplify user access to all authoritative U.S. GAAP by providing all the authoritative literature related to a particular
topic in one place. All existing accounting standard documents will be superseded and all other accounting literature not included in
the Codification will be considered nonauthoritative. The Codification is effective for interim and annual periods ending after
September 15, 2009. The Codification is effective for the Company during the interim period ending October 31, 2009 and will not
have an impact on the financial condition or results of operations. The Company is currently evaluating the impact to its financial
reporting process of providing Codification references in its public filings.

In June 2009, the FASB issued SFAS No. 167, “Amendments to FASB Interpretation No. 46(R)” or SFAS 167, which modifies how a
company determines when an entity that is insufficiently capitalized or is not controlled through voting (or similar rights) should be
consolidated. SFAS 167 clarifies that the determination of whether a company is required to consolidate an entity is based on, among
other things, an entity’s purpose and design and a company’s ability to direct the activities of the entity that most significantly impact
the entity’s economic performance. SFAS 167 requires an ongoing reassessment of whether a company is the primary beneficiary of a
variable interest entity. SFAS 167 also requires additional disclosures about a company’s involvement in variable interest entities and
any significant changes in risk exposure due to that involvement. SFAS 167 is effective for fiscal years beginning after November 15,
2009 and is effective for the Company on May 1, 2010. The Company is currently evaluating the impact that the adoption of SFAS
167 will have on the financial condition, results of operations, and disclosures.

In June 2009, the FASB issued SFAS No. 166, “Accounting for Transfers of Financial Assets — an amendment of FASB Statement
No. 140” or SFAS 166, which requires additional information regarding transfers of financial assets, including securitization
transactions, and where companies have continuing exposure to the risks related to transferred financial assets. SFAS 166 eliminates
the concept of a “qualifying special-purpose entity,” changes the requirements for derecognizing financial assets, and requires
additional disclosures. SFAS 166 is effective for fiscal years beginning after November 15, 2009. SFAS 166 is effective for the
Company on May 1, 2010. The Company is currently evaluating the impact that the adoption of SFAS 166 will have on the financial
condition, results of operations, and disclosures.

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events” or SFAS 165, which provides guidance to establish general
standards of accounting for and disclosures of events that occur after the balance sheet date but before financial statements are issued
or are available to be issued. SFAS 165 also requires entities to disclose the date through which subsequent events were evaluated as
well as the rationale for why that date was selected. SFAS 165 is effective for interim and annual periods ending after June 15, 2009.
SFAS 165 is effective for the Company during the quarter ending August 31, 2009. The adoption of SFAS 165 is not expected to have
a material impact on the financial condition, results of operations, and disclosures of the Company
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In April 2009, the FASB issued FASB Staff Position FAS 157-4, Determining Whether a Market Is Not Active and a Transaction Is
Not Distressed, or FSP FAS 157-4; FSP FAS 157-4 provides guidelines for making fair value measurements more consistent with the
principles presented in SFAS 157. FSP FAS 157-4 provides additional authoritative guidance in determining whether a market is
active or inactive, and whether a transaction is distressed, is applicable to all assets and liabilities (i.e. financial and nonfinancial) and
will require enhanced disclosures. This FASB Staff Position is effective for periods ending after June 15, 2009. The Company is
evaluating the impact that this standard will have on the financial position, results of operation, or cash flows.

In April 2009, the FASB issued FASB Staff Position FAS 115-2, and FAS 124-2, Recognition and Presentation of Other-Than-
Temporary Impairments, or FSP FAS 115-2, and FAS 124-2. FSP FAS 115-2, and FAS 124-2 provide additional guidance to provide
greater clarity about the credit and noncredit component of an other-than-temporary impairment event and to more effectively
communicate when an other-than-temporary impairment event has occurred. This FSP applies to debt securities. This FASB Staff
Position is effective for periods ending after June 15, 2009. The Company is evaluating the impact that this standard will have on the
financial position, results of operation, or cash flows.

In April 2009, the FASB issued FASB Staff Position FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial
Instruments, or FSP FAS 107-1 and APB 28-1. FSP FAS 107-1 and APB 28-1, amends FASB Statement No. 107, Disclosures about
Fair Value of Financial Instruments, to require disclosures about fair value of financial instruments in interim as well as in annual
financial statements. This FSP also amends APB Opinion No. 28, Interim Financial Reporting, to require those disclosures in all
interim financial statements. This FASB Staff Position is effective for periods ending after June 15, 2009. The Company is evaluating
the impact that this standard will have on the financial position, results of operation, or cash flows.

In April 2009, the FASB issued FASB Staff Position FSP FAS 141(R)-1, Accounting for Assets Acquired and Liabilities Assumed in a
Business Combination That Arise from Contingencies, or FSP FAS 141(R)-1. FSP FAS 141(R)-1, amends FASB Statement No. 141
(R), Business Combinations, to state a contingency acquired in a business combination should be measured at fair value if the
acquisition-date value of that asset or liability can be determined during the measurement period. This FASB Staff Position is effective
as of May 1, 2009 for the Company.

On October 10, 2008, the FASB issued FSP FAS 157-3, “Determining the Fair Value of a Financial Asset in a Market That Is Not
Active.” The FSP was effective upon issuance, including periods for which financial statements have not been issued. The FSP
clarified the application of SFAS 157 in an inactive market and provided an illustrative example to demonstrate how the fair value of 2
financial asset is determined when the market for that financial asset is inactive. The adoption of this FSP did not have a material
impact on the Company’s financial position, results of operations or cash flows.

In June 2008, the FASB issued EITF 07-5, Determining Whether an Instrument (or Embedded Feature) Is Indexed to an Entity’s Own
Stock. EITF 07-5 provides that an entity should use a two step approach to evaluate whether an equity-linked financial instrument (or
embedded feature) is indexed to its own stock, including evaluating the instrument’s contingent exercise and settlement provisions.
EITF 07-5 was effective as of the beginning of our 2009 fiscal year. The adoption of EITF 07-5 did not have a material impact on our
financial position, results of operation, or cash flows.

In December 2007, the FASB issued FAS No. 141 (R) “Business Combinations” or FAS No. 141R. FAS No. 141R establishes
principles and requirements for how the acquirer of a business recognizes and measures in its financial statements the identifiable
assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree. FAS No. 141R also provides guidance for
recognizing and measuring the goodwill acquired in the business combination and determines what information to disclose to enable
users of the financial statements to evaluate the nature and financial effects of the business combination. FAS No. 141R is effective
for the Company in its fiscal year beginning May 1, 2009. FAS No. 141R will have an impact on the Company’s accounting for future
business combinations, once adopted, but the effect is dependent upon the acquisitions that are made in the future.

In December 2007, the EITF issued EITF Issue No. 07-1, Accounting for Collaborative Arrangements or EITF 07-1. EITF 07-1
affects entities that participate in collaborative arrangements for the development and commercialization of intellectual property. The
EITF affirmed the tentative conclusions reached on (1) what constitutes a collaborative arrangement, (2) how the parties should
present costs and revenues in their respective income statements, (3) how the parties should present cost-sharing payments, profit-
sharing payments, or both in their respective income statements, and (4) disclosure in the annual financial statements of the partners.

EITF 07-1 should be applied as a change in accounting principle through retrospective application to all periods presented for
collaborative arrangements existing as of the date of adoption. EITF 07-1 is effective for financial statements issued for fiscal years
beginning after December 15, 2007. The adoption of EITF 07-1 did not have an impact on the Company’s financial statements.

In June 2007, the FASB ratified the consensus reached by the Emerging Issues Task Force on Issue No. 07-3, Accounting for Advance
Payments for Goods or Services Received for Use in Future Research and Development Activities or Issue 07-3, which is effective for
fiscal years beginning after December 15, 2007 and is applied prospectively for new contracts entered into on or after the effective
date. Issue 07-3 addresses nonrefundable advance payments for goods or services for use in future research and development
activities. Issue 07-3 will require that these payments that will be used or rendered for future research and development activities be
deferred and capitalized and recognized as an expense as the related goods are delivered or the related services are performed. If an
entity does not expect the goods to be delivered or the services to be rendered the capitalized advance payments should be expensed.
The adoption of Issue 07-3 did not have an impact on the Company’s financial statements.
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(NOTE B) Marketable Securities:

The Company invested in auction rate securities (ARS) consisting primarily of municipal securities that were held as investments
available-for-sale. After the initial issuance of these securities, the interest rate was reset periodically. The Company invested in ARS
that reset as to interest rate every 7 to 35 days and were carried at fair value. The Company had determined that auction rate securities
should be classified as investments because the “stated” or “contractual” maturities are generally 20 to 30 years. Classification of
marketable securities as current or non-current is dependent upon management’s intended holding period, the security’s maturity date
and liquidity considerations based on market conditions. If management intends to hold the securities for longer than one year as of
the balance sheet date, they are classified as non-current. During January and February of 2008, two of the auction rate securities
failed to auction due to sell orders exceeding buy orders. Liquidity for these auction-rate securities is typically provided by an auction
process that resets the applicable interest rate at pre-determined intervals. The Company sold one of these securities at a loss of
approximately $500,000 in July 2008. This decrease in the value of the security was fully reserved for at April 30, 2008, and the
corresponding expense was included in interest income and other on the statement of operations. The remaining securities were
liquidated in September 2008 at their par value. In December 2008, the Company received a reimbursement from the dealer of the
security, Bank of America, of approximately $500,000 for the ARS sold by the Company at loss. This amount is included in interest
income and other in the Company’s statement of operations for the year ended April 30, 2009.

The balance sheet classification and schedule of maturities (current and non-current) is as follows:

April 30, April 30, Maturity
2009 2008 Date
Non-current marketable SECUIITIES ........ovieviiieeieeieiieeeerteee et es e er st ese e esee s e e eaes $ 0 $ 2,545,000 2039-2042
Total MATKEtable SECUIILIES ...c.vvieeeeieerieeteeiecie ettt eee e e e evaesteesaae b assbasnsesanenseensenees $ 0 $ 2,545,000

On May 1, 2008, the Company adopted Statement of Financial Accounting Standard No. 157 (“SFAS 157”), Fair Value
Measurements. The adoption of SFAS 157 did not have a material impact on the Company’s financial position and the results of
operations.

SFAS 157 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. This standard is now the single source in generally accepted accounting
principles for the definition of fair value, except for the fair value of leased property as defined in SFAS 13. SFAS 157 establishes a
fair value hierarchy that distinguishes between (1) market participant assumptions developed based on market data obtained from
independent sources (observable inputs), (2) assumptions that are other than quoted prices which are either directly or indirectly
observable for the asset or liability through correlation with market data and (3) an entity’s own assumptions about market participant
assumptions developed based on the best information available in the circumstances (unobservable inputs). The fair value hierarchy
consists of three broad levels, which gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3).

The three levels of the fair value hierarchy under SFAS 157 are described below:

. Level 1—Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, unrestricted
assets or liabilities.

. Level 2—Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly or indirectly, including quoted prices for similar assets or liabilities in active markets; quoted prices for identical
or similar assets or liabilities in markets that are not active; inputs other than quoted prices that are observable for the asset
or liability (e.g., interest rates); and inputs that are derived principally from or corroborated by observable market data by
correlation or other means.

. Level 3—Inputs that are both significant to the fair value measurement and unobservable.
The Company’s investment in Neuro-HiTech is valued at the unadjusted quoted price in the active market as of April 30, 2009.

The following is a summary of the activity related to level 3 assets:

Balance as of April 30, 2008 ..ot e s $ 2,545,000
Proceeds from sale of INVESIMENTS.....cc.eoiieiierieiieiieiieiteeet et b et (3,045,000)
Reversal of other than temporary wWrite dOWN (@) .......cccervieerinenieieiirereee oo 500,000
Balance as 0f APril 30, 2000 .........cocourrieiriieeeeiniririceeieie ettt nes $ —

(a) Reversal results from the reimbursement by the dealer of the securities in the amount of $500,000 which is included in the
proceeds above.
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(NOTE C) Accounts Receivable:

At April 30, 2009 and 2008, accounts receivable balances net of returns and allowances and allowance for doubtful accounts are as
follows:

April 30,
2009 2008
AcCCOUNLS TECEIVADIE, BIOSS ....ccvevveieririenierieerteterieeieisiesresseseessssesseseessssensesssesessssnsenes $ 44,421,000 $ 26,269,000
Adjustment for returns and price alloWances (8).........ccovvvveerereerereeererereereeeeeseerereeenees (12,225,000) (8,465,000)
Allowance for doubtful ACCOUNLS.......covvvrrerreiereeieteiietererereee e reereseeeresesessessaseseseneas (300,000) (200,000)
ACCOUNTS TECEIVADIE, NEL.....eeeviieeiiriittieeeiteerteseeeereeeeeseereesesesssesssasssassesenssssensuesseesnssans $ 31,896,000 $ 17,604,000
(a) directly reduces gross revenue
(NOTE D) Inventory:
The components of inventory consist of the following:
April 30,
2009 2008
FINIShed SOO0MS......cvvieriiiriirieieicte ettt ettt eae et se e re s s saes e sensosesens $ 7,061,000 $ 5,898,000
WOTK 11 PIOCESS ...veevieeiieriereriiteeieeeireeereereesteeresaresaresseessresssenst e seessesssrsasesaresaseesseonasonsesses 772,000 81,000
RAW MALEIIALS ..c..eevieeieciieee ettt esreesteeste et e esaress e essees e sebesstessesssssnssnssesnsaensnennns 9,350,000 12,045,000
TOTAL ..ottt ettt sttt e e e a s sn s e e et etsasneneasesenen $ 17,183,000 $ 18,024,000

Work in process included raw materials and components staged for use in production as well as raw materials and components for our
ECR Pharmaceuticals division which are held at a contract manufacturer for manufacturing prior to completion.

In connection with our transition to a new computer system in March 2009, the Company began expensing corrugated boxes at the
time of purchase instead of including them in inventory. The amount of corrugated boxes in inventory at April 30, 2008 was $152,000.

(NOTE E) Property and Equipment:

The components of property and equipment consist of the following:

April 30,
2009 2008 Useful Lives

Land and building and improvements...............cceeevevreeerererrervensinrssenireeressessessessonens $ 13,867,000 $§ 13,478,000 27.5 Yrs.
Machinery and eQUIPINENL........cc..ccveiererieinreeereresresierieesae e s esessessersssessesessenssssessans 21,992,000 20,368,000 7 and 10 Yrs.
Transportation EQUIPIIENT ..........c.eeerererecrnreerenreisieseseesensrerereeseseesssessssesesessesesnesesens 37,000 37,000 7 Yrs.
Computer equipment and SYSIEIMS .......cceeveeverecreererriesiesesrenesieenresaeeesessesseseeseessens 5,018,000 2,528,000 3and 7 Yrs.
Furniture and fIXTULES........ocoviveivviiieeceieiet st saee e eetestesaessesstssestessaeseseseseeesessesseen 1,108,000 1,090,000 7 Yrs.

42,022,000 37,501,000
Accumulated depreciation and amOrtiZation..............eeveeveeverreirvesrerrereeseeoesseesnenens 22,812,000 20,453,000
Total property and eqUIPMENt—NEL ........c.ceeeerereveererererereeeeetreeeresesse e erereseesssessonens $ 19,210,000 $ 17,048,000

The Company incurred depreciation expense of $2,456,000, $2,190,000 and $1,988,000 for the years ended April 30, 2009, 2008, and
2007, respectively.

(NOTE F) Investment in Neuro-Hitech:

The valuation of our investment in Neuro-Hitech, Inc., a marketable security to be retained by the Company valued pursuant to SFAS
115, is classified as available for sale and measured at fair value with the adjustment to fair value and changes therein recorded in
accumulated other comprehensive income. At April 30, 2009, the Company owned 1,526,922 shares of Neuro-Hitech with a fair value
of $0.10 per share, with a total value of $153,000 which resulted in a decrease of unrealized gain of $128,000, net of deferred tax of
$67,000, being included in accumulated other comprehensive income (loss) as of such date. During the year ended April 30, 2009, the
Company invested an additional $100,000, bringing the total cost of investment to $250,000.
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At April 30, 2008, the Company owned 1,126,922 shares of Neuro-Hitech with a fair value of $0.22 per share, with a total value of
$248,000 which resulted in a decrease of unrealized gain of $4,809,000, net of deferred tax of $2,532,000, being included in
accumulated other comprehensive income (loss) as of such date.

(NOTE G) Other Assets:

Included in other assets is the Company’s investment in a limited liability company for the marketing, development and distribution of
nutritional supplements, Marco Hi-Tech JV LLC (“Marco Hi-Tech”). The investment in Marco Hi-Tech is recorded using the equity
method. During fiscal year ended April 30, 2009 income of $28,000 attributable to the investment in Marco Hi-Tech is included in
other income. At April 30, 2009 the carrying value of this investment was $387,000.

During fiscal year ended April 30, 2008 income of $58,000 attributable to the investment in Marco Hi-Tech is included in other
income. At April 30, 2008 the carrying value of this investment was $359,000.

(NOTE H) Intangible Assets:

Intangible assets are stated at cost and amortized using the straight line method over the expected useful lives of the product rights.
Amortization expense of the intangible assets for the year ended April 30, 2009, 2008 and 2007 was $1,177,000, $733,000 and
$847,000, respectively. Amortization is included in selling, general and administrative expenses for all periods presented. The
Company tests for impairment of intangible assets annually and when events or circumstances indicate that the carrying value of the
assets may not be recoverable.

Business acquisition:

On February 27, 2009 the Company entered into an asset purchase agreement with E. Claiborne Robins Company, Inc. d/b/a ECR
Pharmaceuticals, a Virginia corporation (“ECR”) to purchase substantially all of the assets and business of ECR for a purchase price
of $5,138,000. Based on the purchase agreement, $1,000,000 was paid at closing and $4,138,000 is payable in two promissory notes
due within eight months after closing. The Company may also have to pay up to an additional $4,000,000 based on sales and gross
margin of existing products over the next three years.

Intangible assets with an estimated fair value of $3,334,000 were also recognized in the acquisition of certain assets of ECR. These
assets, consisting of certain brand name products and intellectual property, have estimated useful lives of 10 years. The Company
incurred amortization expense of $56,000 for the year ended April 30, 2009.

On December 28, 2007, the Company acquired the assets of Midlothian Laboratories, LL.C for $5.9 million in an all-cash transaction,
including inventory. Under the terms of the acquisition Hi-Tech received rights to Midlothian’s current product line, consisting of
prescription nutritional supplements including pre-natal vitamins and several cough and cold formulations, and future ANDA and non-
ANDA products that were in development. $263,000 of goodwill relating to the Midlothian Laboratories, which is deductible for
income tax purposes, is included in the intangible asset balance. The Company incurred amortization expense of $474,000, $158,000
and $0 for the years ended April 30, 2009, 2008 and 2007, respectively.

Assets acquired in connection with the purchase of the assets of Midlothian Laboratories, LLC are:

Trademarks and fOTIMUIAS .......cceeeeverieerereiereteeer et oo e tese s sese e e s sss s sessasasssssssesesesenerssssseonasens $ 4,159,000
CoVENAant NOT 10 COMPELE .....cevvrerreerrrerurererorerarersaesstssssssanessesssessesstesseesssssssrssesssesssesssssssosssossasssesssns 174,000
GOOAWILL ...ttt e c et e ae st esaenserbe b ebasessasesensansensasbess e sarbasnsestsssartesarasnssessessensessensanen 263,000
INVEIIEOTY ..c.veteereerrerrerereeteteseeenteseeenesees et sasotosesasotsatonesbesbontsassbsobarasbasesressaresaestenssrestsnssrasnsnserensens 922,000
OHET ASSEES ..eiicvurieiieeriieieereeerreeeeestuseessssrserssssssaasssseaesassnesessanessessssesssesesaserseerassassensesesassssesssssens 367,000
FUrniture and FIXIUIES.......covievviireeeeieeenreseseeceeresseeeciseeeseseessessssasssaesessassssessssssssssarsssssssssssssssssaesses 77,000
TOtA] PUICRASE PIICE «..veeeeeeeeieererieteeteeeeteeeestesees e e eessesrestsssabsessessersessersessssessesssessensassssssnsessssses $ 5,962,000

Assets acquired in connection with the purchase of the assets and the business of ERC are:

Brand name and intellectual PrOPEILY ......c.cccerreererrirerceniereenirieistssssessinssrssesesasssssesssssssessesssne. $ 3,334,000
ACCOUNTS TECEIVADIE, L ....nvriieeiiieeeieeee et ceccrre s ecreererevee s sereaaesssssaeesssnsesssassassssneeassnseessesananssanens 1,263,000
IVEIOTY . eveiereeeteteterteee ettt e st s e sh bbb s st s e b e e s s R s em s s n s e b e s R s e sa s st s a s b sanoRbnans 1,035,000
Property and EqUIPIMIEHL .......c..cccoverieirertiiercneiirirerereesrest sttt sressers e sssas st sns st sas st beabes 104,000
OB @SS . ccuuviiictiieteecieieeeeeeeeertreerraeestres e ee st e e srae e sseresae e seasssaessaeesaaessssasasseassnerorsssnsnessnsesasneesans 73,000
5,809,000
ASSUMEA LHADIILIES. . veeiveeieerieeieeee et e sererereseesse e e e e e e s besstesasensesssesssassnossnonsnensasnnesnesosssonsesseen: (322,000)
NEt ASSEL ACGUITEA ..evreevenieicreenieirteteiesretiire bbb ss s er e sr et sresnens s b e bosesberberesb s besaaberbasen: $ 5,487,000



Acquired intangible assets consist of:

April 30, 2009 April 30, 2008
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization Amortization Period
Zostrix® intangible assets ............cceverruennn, $  5354,000 $ (1,794,000) $ 5,354,000 $ (1,296,000) 3-11.5 years
Midlothian intangible assets ...................... 4,596,000 (632,000) 4,596,000 (158,000) 3-10 years
ECR intangible assets ............ccceeereererernnnn. 3,334,000 (56,000) 10 years
Vosol® and Vosol® HC intangible assets.... 700,000 (87,000) 700,000 (18,000) 10 years
Other intangible assets.........ccveveeereenrennen, 1,254,000 (202,000) 604,000 (122,000) 10 years

$ 15238000 $ (2,771,000) $ 11,254,000 $ (1,594,000)

On July 12, 2005, the Company acquired an interest in Zostrix® brand products for $5,054,000 including $491,000 of closing costs.
$4,000,000 was paid at the closing and $400,000 was payable in four equal quarterly installments commencing October 1, 2005. Such
amount was paid by the fiscal year ended April 30, 2008. The Company incurred amortization expense of $468,000, $490,000 and
$474,000 for the years ended April 30, 2009, 2008 and 2007, respectively, in connection with the purchase of Zostrix® brand.

On February 19, 2007, the Company purchased the rights to a Capsaisin and Lidocaine combination product from Rodlen
Laboratories, Inc. The purchase price for the formula was $300,000, of which $150,000 was paid upon signing and $150,000 is
included in accrued expenses on April 30, 2007 and was paid on June 19, 2007. The agreement with Rodlen includes a royalty payable
to Rodlen based on future net sales. The Capsaisin and Lidocaine product is sold under the Zostrix® brand name. The Company
incurred amortization expense of $30,000 for the year ended April 30, 2009.

In May 2008, the Company purchased an ANDA for $200,000 from a development company. This amount is included in other
intangibles, and the intangible is being amortized over a ten year life.

In December 2008, the Company signed a supply and distribution agreement with a foreigh company to be the sole US distributer of
an ANDA that this company had filed with the FDA. Hi-Tech paid an upfront payment of $300,000 which will be amortized over the
life of the five year agreement once the product receives FDA approval. This amount is included in other intangibles.

In March 2009, the Company licensed the technology for a patented over the counter product for an upfront payment of $150,000 and
an additional payment of $150,000 to be paid on the earlier of 180 days from the agreement date or the commercial launch. The
license agreement is included in other intangibles and will be amortized over the life of the product’s patents beginning when the
product is launched.

Other intangible assets also include assets related to the Choice ® DM and Tanafed ® acquisitions.

Estimated Amortization Expense
For the year ending April 30,

20T0 ettt ettt b e te e as e st e st e ba s e eneereertente e eteereartenean $ 1,486,000
20T T ettt e e e bbb e bbb et e ebeereebeetsenbe s ebesaeertenren 1,467,000
2002ttt ettt e beereeae e Rt e s s e besaeereetsenbensantesaeereenran 1,416,000
2003 ettt b ettt te s et b e s eneere b e s eaters s e st eaate st ennennressenearen 1,416,000
2004ttt bt ete e bs et e ant e ente et et e en s et e st e ae it e et eenteaseneeantenesnean 1,416,000
THETEATTET ... e v ieeee ettt ettt e eb et et b e te e be e sbt et e et e besasseansean e reeeneeraenesanesanesene 5,003,000
TOLAL ..ttt ettt et er bt ete et et ssete et et eteen et enter ettt ebenesataie $ 12,204,000

(NOTE I) Accrued Expenses and Other Current Liabilities:

The following summarizes accrued expenses and other current liabilities:

April 30,
2009 2008
Accrued Dorzolamide with Timolol rOYalty ..........ccceererieeerieierenieieinieee e $ 2,331,000 $ 0
Accrued rebates and adVEItiSING.........ccvevvrrererieeeieeienieris ettt et eseereere e esseeesseaens 2,728,000 1,967,000
Accrued commissions and royalty payments ..........cccceeeererrererueerinnninieenieseesessesesesesnas 1,380,000 982,000
Accrued payroll and DOMUSES .........c.ccceueriinreieinirieiriciteetre et ve sttt ese s seaas 1,222,000 919,000
Accrued professional and legal fees........cocvvieiiiieniniiiiiiecee e 619,000 425,000
ORET ..ttt bbbttt e e bbb bbbt a st n s enasas 818,000 151,000

$ 9,098,000 $ 4,444,000
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(NOTE J) Customer Deposits and Contract Research Income:

Contract research income is recognized as work is completed and as billable costs are incurred. In certain cases, contract research
income is based on attainment of designated milestones. Advance payments may be received to fund certain development costs.

(NOTE K) Obligation under Capital Lease:

During year ended April, 30, 2009, the Company entered into capital lease agreements to finance part of its enterprise resource
management system. As of April 30, 2009, the Company was obligated to provide for aggregate monthly payments of approximately
$17,000 and terms expiring from June through August 2011.

The carrying value of assets under capital leases included in property and equipment are as follows:

April 30,
2009
Equipment and SOTEWAIE ........coerieieiiririniciie ettt ettt es e et e s e sas e se s saeene $ 506,000
Less accumulated amortization and depreciation ..........cooeerereerereeeneecresierereeressesesersesreessesnenenne (36,000)
S 470000
Depreciation expense for the year ended April 30, 2009 was $36,000
Future minimum lease payments under the terms of the capital lease agreements are as follows af April 30, 2009:
Year Ending April 30, .
2000 ettt ettt ettt e s et et s bt R et bR st sa R s bt e e et et $ 204,000
2011 ottt ettt e ettt st a e st a s et n et enen 204,000
2012 ettt et b bbb s h e bbb bbb bbb e e n et e bbb a e ne 37,000
Future minimum 1€aSE PAYINENLS ......c.ceceeverirueerereeerienieresiesteeeseeesaesestssssseseesessessenesessessesessesseseeseesenes 445,000
eSS IMEEIESE ..eevvvvreereurrieeirreeeiireeeeesereressreesssssesessssaeeessssesersssneseasssssenssssesassssesesssasseasssseesssnserasenesansens 35,000
Future principal PAYMENLS .........coovviriiiiiriiiiiiiiirnr e st s s sttt 410,000
eSS CULTENE POTEIOM ..oueeteneeneereiiecrreeet e eresae e eaee st eesesssae st et s b e esnesaesesesese b st satamte b esaeeseasresesusene 180,000
Long-term obligations under capital LEases .........c.eceererurrrecertrcreeiecneecsreseseeneereseriessesesessessereene $ 230,000

(NOTE L) Related Party Transactions:

Bernard Seltzer resigned as Chairman of the Board in September 2004 and served as Chairman of the Board Emeritus until his death
in May 2007. The Company had an employment agreement with the Chairman of the Board Emeritus which expired April 30, 2008.

Mr. Bernard Seltzer’s employment agreement required the Company to pay the estate or designated beneficiary through the April 30,
2008 term of the agreement. Compensation under the agreement for the years ended April 30, 2008 and 2007 was $285,000 for each

year. Under this employment agreement, a discretionary bonus may be authorized by the board of directors. No annual bonuses were
paid under the agreement for the years ended April 30, 2008 and 2007, respectively.

On March 28, 2007, Hi-Tech Pharmacal Co., Inc. (the “Company™) entered into an amended and restated executive employment
agreement with David S. Seltzer pursuant to which Mr. Seltzer is to serve as President and Chief Executive Officer, effective May 1,
2007 through April 30, 2010. Mr. Seltzer is to receive an annual base salary of $421,375 for the period May 1, 2007 through April 30,
2008 (“Base Salary”) and for each fiscal year thereafter during the term of the employment agreement, Mr. Seltzer will be paid a base
salary equal to the sum of (a) the Base Salary for the immediately preceding fiscal year and (b) an amount determined by multiplying
the Base Salary in effect for the immediately preceding fiscal year by five percent (5%). Mr. Seltzer may also receive a bonus during
each year of employment which shall be determined in accordance with an Executive Bonus Plan to be adopted by management and
approved by the Company’s compensation committee. Such Executive Bonus Plan may be based on the Company meeting certain
fiscal goals and also taking into account, among other things, progress towards strategic objectives not fully measured by pre-tax net
income. Mr. Seltzer shall be eligible to receive options to purchase a minimum amount of 50,000 shares of the Company’s common
stock. Compensation paid under the agreement for the years ended April 30, 2009, 2008, and 2007 was $442,000, $421,000 and
$401,000, respectively. Annual bonuses under the agreement were $0, $0, and $314,000 paid in the years ended April 30, 2009, 2008
and 2007, respectively.

The Company utilizes the services of Mr. Reuben Seltzer, an attorney, stockholder and a director, and brother of the President. He
provided legal and new business development services throughout the year. Commencing on January 1, 2009, Mr. Reuben Seltzer has
been employed by the Company in corporate development activities. For each of the fiscal years 2009, 2008 and 2007, he received
compensation, fees, auto allowance and health insurance benefits totaling $291,000, $254,000, and $205,000, respectively.

Mr. Reuben Seltzer was previously the CEO of Neuro-Hitech and also has an interest in the joint venture of Marco Hi-Tech as
described in Note G.
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In addition, in fiscal year 2009 the Company granted Mr. Reuben Seltzer an option to purchase 25,000 shares of the Company’s
common stock at an exercise price of $9.70, which vest at 25% per annum and are exercisable through 2019. During the year ended
April 30, 2009, the Company valued these options at $46,000, which is being charged to operations over a four year term.

The Company is jointly developing a generic product outside of its area of expertise with EMET Pharmaceuticals, LLC (“EMET”),
previously known as XCell Pharmaceuticals, and another company. Reuben Seltzer is a principal of EMET. During the fiscal years
2009, 2008 and 2007, the Company spent approximately $2,978,000, $1,591,000 and $409,000, respectively, on this project, which
was included in research and development expense.

Tashlik, Kreutzer, Goldwyn and Crandell P.C. received $297,000, $256,000, and $217,000 in legal fees in each of the years ended
April 30, 2009, 2008 and 2007, respectively, for services performed for the Company. Mr. Martin M. Goldwyn, a member of such
firm, is a director of the Company.

(NOTE M) Commitments, Contingencies and Other Matters:
[1] Government regulation:

The Company’s products and facilities are subject to regulation by a number of Federal and State governmental agencies. The Food
and Drug Administration (“FDDA”™), in particular, maintains oversight of the formulation, manufacture, distribution, packaging and
labeling of all of the Company’s products. The Drug Enforcement Administration (“DEA”) maintains oversight over the Company’s
products that are considered controlled substances.

In May 2009, the Company was contacted by the U. S. Department of Justice, representing the Drug Enforcement Administration
(“DEA”), concerning alleged regulatory violations of the Controlled Substances Act (“Act”). DEA has alleged that the Company
failed to maintain and/or file certain required records and reports and that one of the Company’s facilities failed to maintain the
appropriate DEA registration. The alleged recordkeeping and reporting violations could result in civil penalties. The Company is
continuing discussions with the U. S. Department of Justice and DEA to resolve this matter. The Company has independently taken
action to improve its DEA regulatory compliance program. The Company has no estimate at this time of its potential exposure and
cannot, at this time, predict the outcome of this matter.

[2] Legal Proceedings:

In DFB Pharmaceuticals, Inc. v. Hi-Tech Pharmacal Co. Inc., C.A. 07-CV-0734-H (W.D. Tex.), filed on September 10, 2007, plaintiff
has asserted claims for false advertising, unfair competition and common law misappropriation against defendant Hi-Tech, based on
Hi-Tech’s marketing and sale of Salicylic Acid 6% Cream and Salicylic Acid 6% Lotion. Plaintiff seeks both compensatory and
punitive damages and requests as injunction to preclude Hi-Tech from marketing its salicylic acid products in the manner objected to.
Plaintiff has filed a motion to substitute DFB Pharmaceuticals for the original plaintiff, Coria Laboratories, and the Court has granted
that motion. Hi-Tech, however, has filed objections to DFB’s standing to pursue these claims. Furthermore, to the extent DFB is found
to have standing, Hi-Tech seeks a limitation on available remedies. The Court has not yet ruled on Hi-Tech’s objection to DFB’s
standing and remedies. Hi-Tech otherwise denies all liability under any of DFB’s claims. The parties have completed fact and expert
discovery and the Court has set a July 20, 2009 trial date. Summary judgment motions have been submitted on liability issues but were
denied by the Court. Hi-Tech has no estimate at this time of its potential exposure in the event of a finding of liability in this matter.
The Company believes it has meritorious defenses to the allegations in the complaint. On July 16, 2009, the parties entered into an
agreement that stays all pending matters and motions in the lawsuit for a certain period of time (see NOTE S).

On June 5, 2009, Allergan, Inc. (“Allergan”) filed a complaint against the Company in the United States District Court for the Eastern
District of Texas, Civil Action No. 2:09-cv-182, in response to the Company’s Paragraph IV certifications in ANDA No. 91-086 (the
“ANDA”) alleging noninfringement or invalidity of the United States patents identified in the Orange Book on Allergan’s product,
Combigan®. In counts one and two of the complaint, Allergan alleges that the Company’s submission of the ANDA to the FDA under
Section 505(j) of the Food, Drug & Cosmetic Act (“FDCA”) to obtain approval to engage in the commercial manufacture, use or sale
of the Company’s generic Brimonidine Tartrate/Timolol Maleate Ophthalmic Solution 0.2%/0.5% product infringes U.S. Patents

No. 7,030,149 and 7,320,976. The Court granted the Company’s unopposed application to extend the time to file an answer to
August 3, 2009. The Company believes the complaint is without merit.

On September 28, 2007, Walmed Pharmaceuticals, Ltd., LLC filed a complaint against the Company, Case No. 1:07CV810, in the
United States District Court, District of Ohio, Western Division, alleging that the Company breached its brokerage agreement with
plaintiff. The Company filed an answer to the complaint denying all liability on December 7, 2007. Walmed filed a motion to amend
its complaint on February 17, 2009, after the Company filed its motion for summary judgment, seeking to add a new claim asserting
that the Company breached its brokerage agreements by understating its sales to Walgreens. The Court granted plaintiff’s motion to
amend on June 23, 2009 and rescheduled the trial date from July 20, 2009 to May 10, 2010. Walmed asserts that its damages under the
new claim total approximately $3 million. The Company denies that it misstated its sales to Walgreens and intends to vigorously
defend against Walmed’s amended complaint. Discovery with regard to the new claim has only recently commenced. It is therefore
not possible to predict the likelihood of success on the merits. The Company believes it has meritorious defenses to the allegations in
the amended complaint.
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On May 8, 2008, Pamlab, L.L.C. and Metabolite Laboratories, Inc (collectively “Pamlab”) filed a complaint against the Company in
the United States District Court for the District of Colorado, case 1:08-cv-00967-REB-BNB. During the year, the Company settled the
suit at no cost.

[3] Commitments and Contingencies:

The Company’s Midlothian division signed a lease for a 12,000 square foot facility in Montgomery, AL commencing on December 1,
2008 and terminating on November 30, 2013.

The Company’s ECR Pharmaceuticals subsidiary currently leases approximately 12,000 square feet in Richmond, VA. This lease ends
August 31, 2009 but is expected to be renewed at terms substantially similar to the current lease.

The Company entered into two software lease obligations to partially finance a new computer system.

In connection with the acquisition of the assets of Midlothian Laboratories, LLC, the Company has a contingent liability in amounts
up to $1,000,000 under certain events and milestones. The first payment of $500,000 was to be paid by March 15, 2009 if net sales of
Midlothian equaled or exceeded $10,000,000 for calendar 2009. Net sales for the period totaled approximately $9,800,000, which
included certain estimates of chargebacks, rebates, discounts and allowances. The Company does not believe that it is liable for this
payment. Therefore, the Company has not recorded the liability since the milestone was not met. The second contingent payment of
$500,000 is due if the Company is first to market with an ANDA that Midlothian had in development at the time of acquisition. To
date, this product has not been approved, so the milestone has not been met.

In the course of its business, the Company enters into agreements which require the Company to make royalty payments which are
generally based on net sales or gross profits of certain products.

In connection with the acquisition of the assets of ECR Pharmaceuticals, the Company has a contingent liability of up to $4,000,000 if
certain sales and gross margin levels are achieved by ECR over a three year period.

Payments due by April 30,
Contractual Obligations 2010 2011 2012 2013 2014
Montgomery, AL 188SC.......ccceerrererereverinireiirnnensneceesteseceenesesenenas $ 92,000 $ 92,000 $ 92,000 $§ 92,000 $ 54,000
Richmond, VA 1€8SE ........cccevueriiieeiecieeeieectceteeececee et 34,000
Software lease (principal and interest) ........ovevevevevereivvereieeseeeneen. 204,000 204,000 37,000
TOtAL..cviiiiititerceee ettt e $ 330,000 $ 296,000 $ 129,000 $ 92,000 $ 54,000

For the years ended April 30, 2009, 2008 and 2007, the rent expense amounted to approximately $93,000, $18,000 and $0,
respectively.

(NOTE N) Income Taxes:

[1] The provision (benefit) for income taxes is comprised of the following:

Year Ended April 30,
2009 2008 2007
Current:
FEAETAL........eeoeieiieeeteeeeee ettt et sete et e et e e st e s e e et esasessessnessssensensneasns $ 6,313,000 $ (2,225,000) $  (295,000)
Sl vttt ettt ettt et st s st s ene s bt e et e neaereeaneeareeresssesanen 93,000 0 (207,000)
Deferred:
FEAETAL ...ttt ettt at e e ee e aeeeeaeeeseassesaassneennes (368,000) 479,000 (1,474,000)
SELL ... e eeeeeetieeectee et et ettt et e ettt s e et e bt s bt sene st e eetae et eesteeeesnneanans (6,000) (24,000) (22,000)
TOLAL. ettt b e rr et et e e r e e eaeenaennen $ 6,032,000 $ (1,770,000) $ (1,998,000)
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[2] Expected tax expense based on the statutory rate is reconciled with actual tax expense as follows:

Year Ended April 30,

2009 2008 2007
SEATULOTY TALE ...cuevererrerreretenieeeeereseesseesesteesesessiss e e s s sttt st s s Rt st s b ede bbb ass s nsbersassebsasa s snesssasasasan 35.0% (34.00% (34.0)%
State income tax, net of federal income tax benefit.........cccevevrerviieninniiiecniiiie, 0.4% (0.5)% (6.6)%
Research and development tax Credit..........cccoceiviiniiiniiiiiiiiniiinieit et sbea s (1.1)% (2.9% (6.6)%
IRS Section 199 taX BENELit......cocvieriereiieeiiieeecreeerere et e sreseesse st s st s e e et sesesisabesaesssassnesns (1.9Y% — —
TaX EXEMPL IMLETEST c.vevvevreirerenieieierererentesint et stes sttt sttt b st r e n b e s e e s et st e s e s b bebassesens — (3.9)% (9.8)%
Share-based compensation expense from incentive stock options as a result of SFAS 123R............ 3.5% 10.3% 25.6%
Effect of a change in State tAX FALE.......ceeeureereererreercrtsiestese s st sre et e s e ess s e s b s s s erens — — 5.4%
Adjustment to reconcile book and tax basis 0f aSSELs.......cccovrvreiiiiiiiniii s — 2.9% 17.1%
NYS INVESTMENL tAX CTAIL ... .ecuieereeereriereeeneenereseeteeseeesreesessae e besaessbssbesbs s b e rsssaessasesasanan s besssessnes — — (5.6)%
OBBET vttt ettt et et eee st s b e s e bebe e s s s e e s be et b e e estsar et emesaben e estoseanereeseenenbea s bs s saba st sa b n e ner b bernan 2.2% 2.3% 0.2)%
EATECHVE tAX TALE ....vveeeevicreirerseereessestestersesseseneresnessesseestestensesbessaeess e st sesenaeotaesessesessesssensssensonnennons 38.1% 25.8)% (49.5)%

The Company included in the tax benefit for the year ended April 30, 2007, an adjustment to reconcile differences in the book
and tax basis relating to fixed assets and the IRS section 263 A adjustment.

For the years ended April 30, 2009, April 30, 2008, and April 30, 2007, the Company’s state effective tax rate was reduced due
to the utilization of state investment tax credits, the utilization of net operating losses carry forwards and change in New York
law. Future state income tax rates may be affected by the availability of state investment tax credits.

[3] Deferred tax assets and liabilities are composed of the following:

April 30,
2009 2008
Current deferred tax assets:
Allowances and write-offs not currently deductible for accounts receivable and
AOUDTUL ACCOUNES .....vvveevceeietee et itetet et be et seeesesns s sesesseresesesenesaseenssssanes $ 2,056,000 $§ 1,282,000
Expenses not currentty deductible and tax credits .........cooviieiniiiniiniiniicnn, 1,686,000 1,325,000
Valuation alJOWANCE .....ecveeeeniereieeieieteie sttt cree st sseseseses et eesaesanenesanes (244,000)
3,498,000 2,607,000
Non-current deferred tax liability:
Depreciation, amortization and unrealized gain on investments...........cocoeveeerennens $  (1,117,000) $ (630,000)

On May 1, 2007, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an Interpretation
of FASB Statement 109 (“FIN 48”), which clarifies the accounting for uncertainty in tax positions. This Interpretation provides that
the tax effects from an uncertain tax position can be recognized in our financial statements, only if the position is more likely than not
of being sustained on audit, based on the technical merits of the position. In connection with the adoption of FIN 48, the Company has
elected an accounting policy to classify interest and penalties related to unrecognized tax benefits as interest expense.

FIN 48 was issued to clarify the requirements of SFAS No. 109, Accounting for Income Taxes, relating to the recognition of income
tax benefits. FIN 48 provides a two-step approach to recognizing and measuring tax benefits when the benefits’ realization is
uncertain. The first step is to determine whether the benefit is to be recognized; the second step is to determine the amount to be
recognized:
. Income tax benefits should be recognized when, based on the technical merits of a tax position, the company believes that
if a dispute arose with the taxing authority and were taken to a court of last resort, it is more likely than not (i.e., a
probability of greater than 50 percent) that the tax position would be sustained as filed; and

. If a position is determined to be more likely than not of being sustained, the reporting company should recognize the
largest amount of tax benefit that is greater than 50 percent likely of being realized upon ultimate settlement with the
taxing authority.

The Company recorded a liability for uncertain tax positions related to research and development credits taken by the Company in the
net amount of $427,000 and $162,000 as of April 30, 2009 and 2008, respectively.
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The reconciliation of the beginning and ending amount of unrecognized tax benefit is as follows:

Balance at APril 30, 2008 ......c..coui oottt ettt et st s es et e e seeesesee et e et e araseeeseseesresereenes $ 162,000
Increase in tax positions fOI PriOL YEAIS.......ccveeririrircriririeiriesestee e et ese s s e eeneene 265,000
Balance at APril 30, 2000 ..........coeueirieiieeceiiee ettt et et ee e e e et rese s e rer e st etosens $ 427,000

The above balance of $427,000 of tax positions if realized would affect the annual effective tax rate.

The Company is currently under audit by the Internal Revenue Service for the tax years ended April 30, 2008, 2007, 2006, 2005 and
2004. The Company does not expect such audits to result in amounts that would cause a significant change to its effective tax rate. All
tax years prior to April 30, 2004 are closed to IRS audit.

At April 30, 2009 the Company has New York State investment tax credits in the amount of $244,000 expiring through April 30,
2023. The Company provided a full valuation allowance on its New York State credits because of the unlikely utilization of the credits
as the New York state allocation continues to decrease. The tax years ended April 30, 2008, 2007, and 2006 are open for New York
State.

(NOTE O) Significant Customers and Concentration of Credit Risk:

For the year ended April 30, 2009, three customers, McKesson, Cardinal Health and AmerisourceBergen, accounted for net sales of
approximately 16%, 14%, and 13%, respectively. These customers represented approximately 60% of the accounts receivable at
April 30, 2009. For the year ended April 30, 2008, these three customers accounted for net sales of approximately 15%, 10%, and
10%, respectively. These customers represented approximately 58% of the accounts receivable at April 30, 2008.

Cash in excess of Federal Deposit Insurance Company limitations is held in certain banks.

(NOTE P) Savings Plan:

The Company 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 employees. Employees may contribute between 1% and 15% of their salary up to the dollar
maximum allowed by the Internal Revenue Service. Company contributions are voluntary and are made at the discretion of the Board
of Directors. The Company contributed $284,000, $243,000 and $206,000, for fiscal years 2009, 2008, and 2007, respectively.

OTE uarterly Financial Results (unaudited):
Quarter
1 2 3 4 Year
Fiscal 2009
Net sales ...cocevveveveevenienieereee e $ 15,792,000 $ 25,124,000 $ 29,420,000 $ 38,315,000 $ 108,651,000
Gross Profit....c.ccceecvvereeeecenreceereereneenne, $ 5957,000 $ 11,993,000 $ 13,816,000 $ 19,914,000 $ 51,680,000
Net income (10SS) ..coevvecirerverereeneennane, $ 1,500,000 $ 1,124,000 $ 2,071,000 $ 5,122,000 $ 9,817,000
Earnings (loss) per share—Basic........... $ 013 $ 0.10 $ 019 $ 045 $ 0.87
Earnings (loss) per share—Diluted........ $ 0.13 $ 009 $ 018 $ 044 § 0.84
Fiscal 2008
Net Sales ...ovvvreieriireieeiireeereerereeene. $ 10,098,000 $ 15874,000 $ 15,075000 $ 20,970,000 $ 62,017,000
GrOSS Profit...ceeccreccieecieceerereceeeieerieeenne $ 2,065000 $ 5,702,000 $ 5,018,000 $ 8,727,000 $ 21,512,000
Net income (10SS) wvvveeeererrrvvverreresenn. $ (2,878,000) $  (953,000) $ (1,544,000) $ 277,000 $  (5,098,000)
Earnings (loss) per share—Basic........... $ 0.25) § (0.08) $ 0.14) $ 002 $ (0.45)
Earnings (loss) per share—Diluted........ $ 0.25) $ (0.08) $ 0.149) § 002 $ (0.45)
Fiscal 2007
NEt SALES «..oveereeereeieeee et $ 11,318,000 $ 16,261,000 $ 17,985000 $ 13,334,000 $ 58,898,000
Gross Profit.....ccccccccenccieiceecececciens $ 4,157,000 $ 7,178,000 $ 8,471,000 $ 3,388,000 $ 23,194,000
Net income (10S8) ...ccoovvrvcververeeererereerinnn. $ (959,000) $ 409,000 $ 726,000 § (2,212,000) $  (2,036,000)
Earnings (loss) per share—Basic........... $ (0.08) $ 003 §$ 006 $ 0.19) $ 0.17)
Earnings (loss) per share—Diluted........ $ (0.08) $ 003 $ 0.06 $ (0.19) § (0.17)

Earnings (loss) per common share amounts for fiscal quarters have been calculated independently and may not in the aggregate equal
the amount for the full year.
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(NOTE R) Pro Forma Financial Statements:

The results of Midlothian Laboratories LLC, acquired on December 28, 2007, and ECR, acquired on February 27, 2009, have been
included in the statements of operations since their respective date of acquisition. Unaudited pro forma results of operations for the
years ended April 30, 2009 and 2008 are included below. Such pro forma information assumes that the above acquisitions had
occurred as of May 1, 2007, and net sales is presented in accordance with our accounting policies. This summary is not necessarily
indicative of what our results of operations would have been had these businesses been acquired during such periods, nor does it
purport to represent results of operations for any future periods.

Year Ended Year Ended
April 30, 2009 April 30, 2008
(unaudited) (unaudited)
INEE SALES .. evveereeeeresseseereeeeeresstessessesssostessasserseasessassarsessassasesseessenesisentententonsessararssassenssesnsasesteesonessissss $ 120,206,000 $§ 78,605,000
NEE INCOME (L0SS) cvrverereereueuereireeriisiseriretissasts s ses e sss s assst st st eb e bbb s s bbb E s Esa s e bbb bt essssnsstotas $ 11,009,000 $ (3,761,000)
Earnings (105s) per Share—BasiC ...........cc.covrimierirniniii $ 094 § (0.33)
Earnings (10ss) per share—DIIuted ...........c.cooovmiieiniiniiiiiiiin e $ 092 § (0.33)

(NOTE S) Subsequent Events (Unaudited):

On July 3, 2009 the Company entered into an agreement whereby the Company has granted the marketing rights to certain nutritional
products previously marketed by Midlothian Laboratories, in exchange for a series of payments totaling $1,000,000 over the course of
one year. In addition, the Company will receive a royalty on the sales of these products, not to exceed $1,500,000 per year for three
years. These products contributed approximately $1,600,000 in sales for the Midlothian Laboratories division for the year ended

April 30, 2009.

On July 16, 2009, the Company entered into an agreement with DFB Pharmaceuticals Inc. (“DFB”) the plaintiff in a lawsuit against
the Company (See Note M [2]), whereby in exchange for the payment of $2,000,000 upon signing the term sheet of the settlement
(“agreement”), the Company has obtained the right to purchase five ANDAs and/or a manufacturing facility from DFB for
consideration agreed to in the agreement. This upfront payment is non refundable in the event neither acquisition is completed.

In addition, the agreement provides for a stay to all pending matters and motions in this lawsuit for a certain period as stipulated and in
the event neither purchase occurs the lawsuit will continue. If either acquisition is completed, DFB agrees to move to dismiss its
lawsuit.

Additionally, if the lawsuit is dismissed Hi-Tech will enter into another agreement whereby they will have the right to continue to
manufacture and market the product subject to the lawsuit in exchange for a 6% royalty on future sales.

.48-



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON SCHEDULE II

To the Board of Directors and Stockholders
Hi-Tech Pharmacal Co., Inc.

We have audited in accordance with the standards of the Public Company Accounting Oversight Board (United States) the
consolidated financial statements of Hi-Tech Pharmacal Co., Inc. as of April 30, 2009 and 2008 and for each of the three years in the
period ended April 30, 2009. Our audits also included the financial statement Schedule II - Valuation and Qualifying Accounts. This
schedule is the responsibility of the Company’s management. Our responsibility is to express an opinion based on our audits.

In our opinion, the financial statement schedule referred to above, when considered in relation to the base financial statements taken as
a whole, presents fairly in all material respects the information set forth therein.

Eisner LLP

New York, New York
July 16, 2009
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SCHEDULE II

HI-TECH PHARMACAL CO., INC.
VALUATION AND QUALIFYING ACCOUNTS

Balance at Charges in
Beginning of costs and Balance at

Description Period expenses Deductions End of Period
Allowance for doubtful accounts

Year ended April 30, 2009 .........cocoieeriieiiierceeeeeee $ 200,000 $ 132,000(a) $ 32,000(b) $ 300,000

Year ended April 30,2008 ........c.coooveieieieieeeeceeeeine $ 350,000 $ 6,000(a) $ 156,000(b) $ 200,000

Year ended April 30, 2007 .....cooviveeeicieieeeeeceeeereeeene $ 350,000 $ 69,000(a) $ 69,000(b) $ 350,000
Accumulated depreciation

Year ended April 30, 2009 ......c.cooeireieireeeeeceeeeeeeens $ 20,453,000 $ 2,456,000 $ 97,000(c) $ 22,812,000

Year ended April 30,2008 ........cooeviviieieiieeeeeeeen $ 18,405,000 $ 2,190,000 $ 142,000(c) $ 20,453,000

Year ended April 30, 2007 .....c.oevieeeeeieeeeeeeeee $ 16,417,000 $ 1,988,000 $ 18,405,000

(a) Change in reserve required
(b) Direct write-off of receivable

(c) Disposition of equipment or retirements

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE.

NONE
ITEM 9A. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures that are designed to ensure that information required to be disclosed in the
Company’s filings with the SEC is recorded, processed, summarized and reported within the time period specified in the SEC’s rules
and forms, and that such information is accumulated and communicated to management, including the Company’s Chief Executive
Officer (“CEO”) and Chief Financial Officer (“CFO”), as appropriate, to allow timely decisions regarding required disclosure based
on the definition of “disclosure controls and procedures” as defined in Rule 13a-15(¢) and Rule 15d-15(c) promulgated under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”). In designing and evaluating disclosure controls and procedures,
the Company has recognized that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving the desired control objectives, and management is required to apply judgment in evaluating its
controls and procedures.

The evaluation was performed under the supervision and with the participation of Company management, including its CEO and CFO
to assess the effectiveness of the design and operation of its disclosure controls and procedures (as defined under the Exchange Act).
Based on that evaluation, the Company’s management, including its CEO and CFO, concluded that the Company’s disclosure controls
and procedures were not effective as of April 30, 2009 due to the material weakness described below.

°

Management Report on Internal Control Over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over financial reporting as
defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. The Company’s internal control over financial reporting is
designed, under the supervision of the Company’s CEO and CFO, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. GAAP. The Company’s internal
control over financial reporting includes those policies and procedures that: (a) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of its assets; (b) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with GAAP, and that the Company
receipts and expenditures are being made only in accordance with authorizations of management and directors of the Company; and
(c) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of its assets
that could have a material effect on the financial statements. All internal control systems, no matter how well designed, have inherent
limitations. Therefore, even those systems determined to be effective can provide only reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with GAAP.

The Company assessed the effectiveness of its internal controls over financial reporting as of April 30, 2009. The Company based the
evaluation on the framework in “Internal Control — Integrated Framework” issued by the Committee of Sponsoring Organizations of

the Treadway Commission (COSO) and has concluded that the Company’s internal control over financial reporting was not effective

as of April 30, 2009.
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During fiscal 2008, we selected an enterprise resource management system (the “ERP System”) from SAP to replace our existing
manufacturing and financial information systems. The implementation is part of an initiative to upgrade the information systems and
financial controls for the Company. During 2009 we were in the process of implementing this system, including training our personnel
in the use of the system and documenting and testing the control environment in preparation for compliance with Section 404 of the
Sarbanes-Oxley Act of 2002. Our planned “go-live” date for the new system was February 1, 2009. However, we encountered delays
in the implementation and as a result partially implemented the ERP System on March 2, 2009.

We have made a substantial investment to ensure that the ERP System will provide effective internal control over financial reporting,
and we have evaluated our controls that are not intended to change with the implementation of the ERP System. Because of
implementation issues encountered, the system was not fully implemented at the “go-live” date and as a result certain internal controls
surrounding the modification, processing, retrieving and monitoring of financial data were not fully operational as of year end.
Additionally, certain financial reporting capabilities were not operational at year end which resulted in some controls around the
underlying financial data not being fully operational or performed on a timely basis. We believe these factors result in a material
weakness in our internal control over financial reporting and result in an assessment of our control environment as ineffective as of the
end of the period covered by this report.

Eisner LLP, the Company’s auditor, has audited the Company’s consolidated financial statements included in this report on Form 10-
K and, as part of their audit, has issued their report, set forth at page 29 of this report on Form 10-K on our internal control over
financial reporting, as of April 30, 2009.

Our audit committee is comprised of three non-employee members of the board of directors, all of whom are independent from our
Company. The committee charter, which was attached to the Company’s proxy statement dated October 11, 2007, outlines the
members’ roles and responsibilities and is consistent with the recently enacted corporate reform laws and regulations. It is the audit
committee’s responsibility to appoint an independent registered public accounting firm subject to shareholder ratification, approve
both audit and non-audit services performed by the independent registered public accounting firm, and review the reports submitted by
the firm. The audit committee meets several times during the year with management, and the independent public accounting firm to
discuss audit activities, internal controls, and financial reporting matters, including reviews of our externally published financial
results. The independent registered public accounting firm has full and free access to the committee.

Changes in Internal Control over Financial Reporting
The Company partially implemented a new ERP system in March 2009 which offers multiple new financial controls including a
perpetual inventory system, electronic purchase order approvals and system reviews of chargeback data from customers.

Except for the ERP implementation discussed above, there were no changes in the Company’s internal control over financial reporting
during the quarter ended April 30, 2009 that have materially affected or are reasonably likely to materially affect its internal control
over financial reporting, as defined in Rule 13a-15(f) under the Exchange Act.

Remediation of Material Weakness

The Company continues to take the necessary steps to monitor and maintain appropriate internal controls during the remaining phase
of the implementation. These steps include the continued deployment of resources to mitigate internal control risks and performing
additional verifications and testing to ensure ongoing data integrity.

The Company will continue to expand the financial reporting capabilities of the system and implement full functionality of the
inventory costing and customer chargeback modules which will offer significant control improvements once implemented. Once fully
implemented, in addition to the information technology control improvements, the Company will consider and apply the appropriate
manual controls and procedures for the period-end financial close process to ensure timely completion.

ITEM9B. OTHER INFORMATION
NONE
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PART II1

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

The Board of Directors consists of seven members. All Directors are elected at each Annual Meeting of Shareholders and hold office
until the next Annual Meeting of Shareholders when their respective successors are duly elected and qualified.

Set forth below is the name and age of each Director, his position with the Company and his principal occupation during the past five
years and the year in which each Director was first elected as a Director of the Company.

Name of Director

Principal Occupation and other Directorships Age

Elected to
the Board

David S. Seltzer

Reuben Seltzer

Martin M. Goldwyn

Yashar Hirshaut, M.D.

Jack Van Hulst

David S. Seltzer has been Chairman of the Board since September 2004 and Chief 49
Executive Officer and President of the Company since May 1, 1998 and a Director,

Secretary and Treasurer since February 1992. From July 1992 to May 1, 1998 Mr. Seltzer

was Executive Vice President - Administration and since July 1992, Vice President —
Administration and Chief Operating Officer of the Company since March 1992. Mr.

Seltzer received a B.A. in Economics from Queens College in 1984. David S. Seltzer is the
brother of Reuben Seltzer.

Reuben Seltzer has been a Director of the Company since April 1992. Mr. Seltzer is 53
currently serving as an employee of to the Company in corporate development activities
since January 1, 2009. Mr. Seltzer is Vice Chairman and Director of Neuro-HiTech
Pharmaceuticals, Inc., a drug development company engaged in the development and
commercialization of Huperzine A and its analogues since February 2006, Mr. Seltzer had
been president of R.M. Realty Services Inc., a real estate investment and consulting
company from May 1988 to September 1992. From May 1983 to May 1988 Mr. Seltzer
was a vice president and attorney with Merrill Lynch Hubbard Inc., a real estate
investment subsidiary of Merrill Lynch and Company. Mr. Seltzer received a B.A. in
Economics from Queens College in 1978, a Juris Doctor from the Benjamin N. Cardozo
School of Law in 1981 and a L.L.M. from the New York University School of Law in
1987. Reuben Seltzer is the brother of David Seltzer.

Martin M. Goldwyn was elected a Director of the Company in May 1992. Mr. Goldwynis 57
a member in the law firm of Tashlik, Kreutzer, Goldwyn & Crandell P.C. Mr. Goldwyn
received a B.A. in finance from New York University in 1974 and a Juris Doctor from

New York Law School in 1977.

Yashar Hirshaut has been a Director of the Company since September 1992. Dr. Hirshaut 71
is a practicing medical oncologist and is currently an Associate Clinical Professor of

Medicine at Cornell University Medical 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 medical degree from Albert Einstein

College of Medicine in 1963.

Jack Van Hulst, has been a senior executive with 39 years of domestic and global 70
experience in many sectors of the pharmaceutical industry. From 1999 to 2005 he was
Executive Vice President of MOV A Pharmaceutical Corporation, a contract manufacturer
in Puerto Rico with three manufacturing sites and approximately 1,700 employees. MOVA
merged with the publicly held Canadian contract manufacturer Patheon, which is the
largest worldwide pharmaceutical contract manufacturer. From 1997 to 1998, he was a
consultant responsible for special project implementation related to Women’s Healthcare
at Population Council. From 1993 to 1996 he was President and Chief Executive Officer of
Morton Grove Pharmaceuticals, Inc., a manufacturer and marketer of generic liquid
prescriptions and OTC pharmaceuticals prior to its sale to William Blair Capital Partners.
From 1991 to 1993 he was President and Chief Executive Officer of Pennex Products, Inc.,
a manufacturer and marketer of OTC drugs prior to its sale to Rexall-Sundown. He is a
Board Member of The International Center, New York, New York; Senesco Technologies,
Inc., New Brunswick, New Jersey (AMEX:NST); and Napopharma (LSE:NAPU). He
received a Law Degree from the University of Utrecht, The Netherlands.
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Anthony J. Puglisi

Bruce W. Simpson

Executive Officers

Anthony J. Puglisi was elected a Director of the Company on September 21, 2005. Mr. Puglisi 60 2004
was Vice President and Chief Financial Officer of Sbatro, Inc., an owner, operator and

franchisor of quick-service restaurants, from February 2004 to April 2009. Prior to joining

Sbarro, Mr. Puglisi was the Vice President and Chief Financial Officer of Langer, Inc., a

provider of products used to treat muscle-skeletal disorders, from April 2002 to February 2004.

Mr. Puglisi was Senior Vice President and Chief Financial Officer of Netrex Corporation from

September 2000 to October 2001 and Executive Vice President and Chief Financial Officer of

Olsten Corporation, a provider of staffing and home health care services from 1993 to March

2000. Mr. Puglisi has been a certified public accountant in New York for over twenty-five years.

He earned a B.B.A. in Accounting from Bernard Baruch College.

Bruce W. Simpson was elected Director of the Company on September 9, 2005. Mr. Simpson is 67 2004
President and CEO of B.W. Simpson & Associates, a consulting company that works with small
emerging pharmaceuticals companies in the areas of marketing, business development and
strategic planning. Mr. Simpson is a consultant to the Company. Prior to founding his own
healthcare-consulting firm in 1998, from July 1998 to August 1999, Mr. Simpson was President
of Genpharm, Inc., located in Ontario, Canada, a division of E. Merck. From 1992 to July 1998,
he served as President and CEO of Medeva Pharmaceuticals in Rochester, New York. He has
been affiliated with American Academy of Allergy and is a former Director of Draxis Health
Inc., Bradley Pharmaceuticals and Adams Laboratories. Mr. Simpson holds a B.S. in Marketing
from Fairleigh Dickinson University, an M.B.A. in Marketing from the University of Hartford,
and has done post-graduate work in healthcare marketing at UCLA. Prior to entering the
pharmaceutical field, Mr. Simpson served as a Captain in the United States Marine Corps.

The executive officers of the Company are set forth in the table below. All executive officers are elected at the annual meeting or
interim meetings of the Board of Directors. No arrangements or understanding exists between any executive officer and any other
person pursuant to which he was elected as an executive officer.

Name Age Position and Period Served

David S. Seltzer 49 Chairman of the Board since September 2004, Chief Executive Officer and President of the
Company since May 1, 1998 and a Director, Secretary and Treasurer since February 1992.
Mr. Seltzer served as Executive Vice President of Administration until February 1992.

William Peters 41 Vice President and Chief Financial Officer of the Company since May 2004.

Gary M. April 52 President of Health Care Products Division since May 1998 and Divisional Vice President of
Sales since January 1993.

Davis S. Caskey 61 Vice President, Pharmaceutical Operations ECR Pharmaceuticals since February 2009. Mr.
Caskey was Vice President of E. Claiborne Robins Company, Inc. d/b/a ECR Pharmaceutical,
from 1992 to February 27, 2009

Bryce M. Harvey 53  President, Midlothian Laboratories Division since December 2007. Mr. Harvey was President at
Midlothian Laboratories, LLC a division of ProEthic Laboratories, from August 2003 to
December 2007.

Significant Employees

Name Age Position and Period Served

Tanya Akimova, Ph.D. 55  Senior Director, Strategic Planning and Product Development since November 2008 and
Director of New Business Development since October 2000.

Edwin A. Berrios 56 Vice President of Sales and Marketing since November 2000.

Joanne Curri 68 Director of Regulatory Affairs since January 1992.

Polireddy Dondeti, Ph.D. 44  Vice President of Research and Development since July 2008 and

Senior Director of Research and Development since October 2003.
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Name Age Position and Period Served

Jesse Kirsh 50  Vice President of Quality since October 2006 and Senior Director of Quality Assurance since
March 1994

Christopher LoSardo 43 Vice President of Corporate Development since October 2005.

Eyal Mares 46  Vice President, Operations since October 2006.

Pudpong Poolsuk 65 Senior Director of Science since May 2000.

Margaret Santorufo 43 Vice President and Controller since May 2004.

James P. Tracy 65 Vice President of Information Technology since August 2004.

Audit Committee

We have a separately-designated standing Audit Committee established in accordance with Section 3(a)(58)(A) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”). The members of the Audit Committee are Anthony J. Puglisi,

Yashar Hirshaut M.D., and Jack Van Hulst, and each member is independent as such term is defined under the rules promulgated by
the NASDAQ listing standards.

Audit Committee Financial Expert
The Board of Directors of the Company has determined that Anthony Puglisi is an audit committee financial expert as defined by
Item 407(d)(5)(ii) of Regulation S-K of the Exchange Act and is independent within the listing standards set forth by the NASDAQ.

Nominating Committee

The Nominating Committee is responsible for identifying and evaluating nominees for director and for recommending to the Board a
slate of nominees for election at the Annual Meeting of Stockholders in accordance with the Nominating Committee’s charter. The
Nominating Committee is comprised of Jack Van Hulst, Anthony Puglisi and Bruce W. Simpson. They are non-management directors
who are “independent” as defined under the rules promulgated by the NASDAQ listing standards.

Code of Ethics

We have adopted a code of ethics for our principal executive officer, principal financial officer, principal accounting officer,
controller, persons performing similar functions, as well as directors and employees. We will provide a copy of our Code of Ethics
(“Code”) to any person, without charge, upon request to Hi-Tech Pharmacal Co., Inc., Attention: Investors Relations, 369 Bayview
Avenue, Amityville, NY 11701, (631) 789-8228. If we make any substantive amendments to the Code or grant any waiver, including
any implicit waiver, from a provision of the Code to our principal executive officer, principal financial officer, principal accounting
officer or controller or persons performing similar functions, we will disclose the nature of such amendment or waiver on our website
or in a report on Form 8-K in accordance with applicable rules and regulations.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires the Company’s Directors and Executive Officers and persons who own
more than ten percent of a registered class of the Company’s equity securities to file with the Securities and Exchange Commission
initial reports of ownership and reports of changes in ownership of Common Stock and other equity securities of the Company.
Officers, Directors and greater than ten percent shareholders are required by Securities and Exchange Commission regulation to
furnish the Company with copies of all Section 16(a) reports they file. The Company determined that certain employees of the
Company should be considered Named Executive Officers of the Company. Therefore, Mr. Gary M. April, Mr. Bryce M. Harvey and
Mr. Davis Caskey each filed a Form 3 which was a late filing. The Company believes that all other Section 16(a) filing requirements
were met during fiscal 2009. In making this statement, the Company has relied on the written representations of its incumbent
directors and officers and copies of the reports that they have filed with the Securities and Exchange Commission and NASDAQ.
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ITEM 11. EXECUTIVE COMPENSATION.

The following tables and paragraphs provide information concerning compensation paid for the last three fiscal years to our Chief
Executive Officer, Chief Financial Officer, and three other most highly compensated senior executive officers (each, a “Named
Executive Officer”) earning in excess of $100,000 in total compensation as defined in Regulation S-K, subpart 229.402(a)(3),
including compensation discussion and analysis, summary compensation table, grants of plan-based awards, outstanding equity
awards, employment agreements, potential payments upon termination or change in control, compensation of directors, compensation
committee report and compensation committee interlocks.

Compensation Discussion and Analysis

This Compensation Discussion and Analysis provides a narrative desctibing how compensation for our named executive officers is
established and should be read in conjunction with the compensation tables and related narrative descriptions set forth below.
Objectives and Philosophy of Our Executive Compensation Program

Our mission is to be a significant provider of quality products in the markets we serve. To support this and other strategic objectives as
approved by the Board of Directors and to provide adequate returns to shareholders, we must compete for, attract, develop, motivate,
and retain top quality executive talent at the corporate office and operating business units during periods of both favorable and
unfavorable business conditions.

Our executive compensation program is a critical management tool in achieving this goal. “Pay for performance” is the underlying
philosophy for our executive compensation program. Consistent with this philosophy, the program has been carefully conceived and is
independently administered by the Compensation Committee of the Board of Directors, which is comprised entirely of non-employee
directors.

The program is designed and administered to:
. reward individual and team achievements that contribute to the attainment of our business goals; and

. provide a balance of total compensation opportunities, including salary, bonus, and longer-term cash and equity
incentives, that are competitive with similarly situated companies and reflective of our performance.

In seeking to link executive pay to corporate performance, the Compensation Committee believes that the most appropriate measure of
corporate performance is the increase in long-term shareholder value, which involves improving such quantitative performance
measures as revenue, net income, cash flow, operating margins, earnings per share, and return on shareholders’ equity. The
Compensation Committee may also consider qualitative corporate and individual factors which it believes bear on increasing our long-
term value to our shareholders. These include:

. the development of competitive advantages
. successful filing of ANDAs
. successful approval of ANDAs

. success in developing business strategies and managing costs

. execution of divestitures, acquisitions, and strategic partnerships
. implementation of operating efficiencies

. the general performance of individual job responsibilities

The Compensation Committee reviews compensation practices of other pharmaceutical organizations of like size and structure in
order to assess our competitiveness. The Company subscribes to Equilar, Inc.’s on-line database of executive and director
compensation, which is drawn directly from SEC filings. In 2008, the Compensation Committee used this database to benchmark the
Company’s executive compensation. The following companies were used as the peer group: Akorn, Alexion Pharmaceuticals,
Atherogenics, Bentley Pharmaceuticals, Biomarin Pharmaceuticals, Collagenex Pharmaceuticals, Isis Pharmaceuticals, Lannett,
Noven Pharmaceuticals, Pain Therapeutics, PDI and Pozen. Benchmarked items include salary, bonus, equity compensation, deferred
compensation, other compensation and total compensation. This data is used to ensure that the Chief Executive Officer and Chief
Financial Officer of the Company are paid within the 25th to 75th percentile range. The Company believes that this is the appropriate
range to target salaries so that they can be competitive.

Components of our Executive Compensation Program
The primary elements of our executive compensation program are:

. base salary

. annual cash incentive bonus
. a long-term incentive represented by stock options
. insurance, 401(k) plan and other employee benefits
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The Company does not have a formal or informal policy or target for allocating compensation between long-term and short-term
compensation, between cash and non-cash compensation or among different forms of non-cash compensation. Instead, the
Compensation Committee, after reviewing information provided by management determines subjectively what it believes to be the
appropriate level and mix of the various compensation components.

Base Salary. Base salary is used to recognize the experience, skills, knowledge and responsibilities required of all our employees,
including our executives. In determining the amount of compensation to be paid to our executive officers, the Compensation
Committee adheres to compensation policies pursuant to which executive compensation is determined. Base salary determinants
include the prevailing rate of compensation for positions of like responsibility in the particular geographic area, the level of the
executive’s compensation in relation to our other executives with the same, more, or less responsibilities, and the tenure of the
individual.

Minimum base salaries are mandated by our employment agreements for Mr. David Seltzer, Mr. William Peters, Mr. Bryce Harvey,
Mr. Gary April and Mr. Davis Caskey.

Base salaries are reviewed annually or when employment contracts expire by our Compensation Committee, and are adjusted from
time to time to realign salaries with market levels after taking into account individual responsibilities, performance and experience.

Annual Cash Incentive Bonus. The Compensation Committee has the authority to award annual bonuses to individual senior
executives on a discretionary basis. The Committee believes that the bonus plan promotes the Company’s performance-based
compensation philosophy by providing executives with direct financial incentives in the form of annual cash bonuses for
achievements accomplished throughout the fiscal year.

The Compensation Committee considers various factors in determining, in its discretion, the bonuses to be awarded to its Named
Executive Officers. The Compensation Committee does not utilize a formal written compensation plan or specific formula for the
determination of bonuses to its CEO and CFO. Nor does it employ specific financial goals other than those listed below.

In the case of Mr. David Seltzer, the Compensation Committee determines Mr. Seltzer’s bonus based on:

. growing the Company’s revenues
. achieving pre-tax net income

. completing acquisitions

. forming strategic alliances

. submitting ANDASs to the FDA

. gaining FDA approval on ANDAs

. operating within the compliance parameters required by federal and state governmental regulatory agencies

. achieving operational efficiencies
The Compensation Committee, in its discretion, did not award a bonus to Mr. Selizer for service performed in the fiscal year ended
April 30, 2008, because returning to profitability was the Company’s most important goal and the Company incurred a net loss for the
year. This decision was made even though many of the goals listed above, such as completing acquisitions, submitting ANDAs and

gaining FDA approval of ANDAs were achieved in fiscal 2008. The Compensation Committee has not yet awarded Mr. Seltzer a
bonus for the fiscal year ended April 30, 2009.

In the case of Mr. William Peters, the Compensation Committee determined Mr. Peters’ bonus based on performance as well as his
accomplishments. Factors considered included:

. valuation analyses for potential acquisition candidates

. helping value, negotiate and integrate the Midlothian Laboratories acquisition

. accomplishments related to his responsibilities as head of human resources, specifically implementing an employee
review system

. financing activities including negotiating the existing line of credit

. establishing Hi-Tech as an Empire Zone to enable it to take advantage of government grants

. operating within the compliance parameters required by federal and state governmental regulatory agencies

. identifying cost savings and reducing overhead and SG&A costs of target areas

. administering the Company’s Stock Repurchase Plan
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In August 2008, the Compensation Committee approved the cash bonus amounts to be paid to William Peters for services performed
in fiscal year 2008. The bonus amount awarded to Mr. Peters for fiscal year 2008 was 18% of his 2008 base salary, or $45,000 and
was paid in fiscal year 2009. His bonus as a percentage of his salary was near the mid-point of the 25 " to 75" percentile range of 0%
to 32%. The bonus was paid even though the Company did not return to profitability on an annual basis, because several actions taken,
including establishing Hi-Tech as an Empire Zone and reducing overhead and SG&A costs, helped position the Company to return to
profitability. The Compensation Committee has not yet awarded Mr. Peters a bonus for the fiscal year ended April 30, 2009.

Bonus payments to Mr. April, Mr. Harvey and Mr. Caskey are based on formulas tied to the performance of their respective divisions.

Mr. April’s employment agreement provides for a payment of:

. a bonus equal to 2% of the increase in net sales of the HCP Division over the immediately preceding year’s net sales of
the HCP Division

. a profit bonus based on the net profits of the HCP Division. In the event the net profits of the HCP Division are greater
than the prior year’s net profits, then Mr. April receives a profit bonus (“Profit Bonus™) equal to 3% of the increase in net
profits of the HCP Division over the immediately preceding year’s net profits of the HCP Division

Mr. April did not earn a bonus based on this calculation for the 2008 fiscal year, but was granted a $5,000 discretionary bonus based
on the launch of several new products with significant market opportunities. This bonus was paid in fiscal year 2009. The
Compensation Committee has not yet awarded Mr. April a bonus for the fiscal year ended April 30, 2009.

Mr. Harvey’s employment agreement specifies that a bonus will be calculated based on the following:

the sum of (i) 1.5% of the first $2,000,000 of the Midlothian Division’s pre-tax net income; and (ii) 5% of the Midlothian Division’s
pre-tax net income in excess of $2,000,000. Mr. Harvey’s bonus calculation is based on a calendar year time period. For the calendar
year ended December 31, 2008, Mr. Harvey earned a bonus of $139,000, which was paid during the fiscal year ended April 30, 2009.

Mr. Caskey’s employment agreement specifies that a bonus will be calculated based on the following:

the sum of (i) 2.5% of the first $3,500,000 of ECR Pharmaceuticals Co., Inc.’s pre-tax net income; and (ii) 4% of ECR
Pharmaceuticals Co., Inc.’s pre-tax net income in excess of $3,500,000. Because Mr. Caskey was not employed until February 27,
2009, no bonus had been paid to him as of April 30, 2009.

Stock Options. The long-term component of our executive compensation program consists of stock options. We believe that equity
grants provide our executives with a strong link to our long-term performance create an ownership culture and help to align the
interest of our executives and our shareholders. Stock options are granted upon the recommendation of management and approval of
the Compensation Committee based upon their subjective evaluation of the appropriate amount for the level and amount of
responsibility of each executive officer. Factors entering into this process include company-level performance, the individual
executive’s performance, the amount of equity previously awarded to the executive and the vesting of such awards.

The Compensation Committee reviews all components of the executive’s compensation when determining annual equity awards to
ensure that an executive’s total compensation conforms to our overall philosophy and objectives.

The options generally permit the option holder to buy the number of shares of the underlying common stock (an option exercise) at a
price equal to the market price of the common stock at the time of grant. Thus, the options generally gain value only to the extent the
stock price exceeds the option exercise price during the term of the option. Generally, the options vest over a period of four years, with
25% vesting upon the first anniversary of the date of grant and 25% on each anniversary thereafter, and expire no later than ten years
after grant.

Equity awards are typically granted to our executives annually in conjunction with the review of their individual performance. We set
the exercise price of all stock options to equal the closing price of our common stock on the NASDAQ Stock Market on the day of the
grant.

Benefits and Other Compensation. We maintain broad-based benefits that are provided to all employees, including health and dental
insurance, and a 401(k) plan. Executive officers are eligible to participate in all of our employee benefit plans, at no cost. The
Company matches 50% on the first 6% of the contributions to the 401(k) plan for all employees up to the federal maximum.

M. David Seltzer, Mr. William Peters and Mr. Gary April received $9,400, $6,000 and $6,000, respectively, for automobile
reimbursements. These amounts were reported as taxable income.
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Severance and Change-in-Control Benefits. Pursuant to employment agreements we have entered into with certain of our executives
and our 1992 Stock Plan, our executives are entitled to specified benefits in the event of the termination of their employment under
specified circumstances, including termination following a change in control of our Company. We have provided more detailed
information about these benefits, along with estimates of their value under various circumstances, under the caption “Potential
Payments upon Termination of Employment or Change-in-Control” below.

We believe providing these benefits help us compete for executive talent. We believe that our severance and change-in-control
benefits are generally in line with severance packages offered to executives by other companies.

Tax Considerations

Section 162(m) of the Internal Revenue Code prohibits us from deducting any compensation in excess of $1 million paid to certain of
our executive officers, except to the extent that such compensation is paid pursuant to a shareholder approved plan upon the
attainment of specified performance objectives. The Compensation Committee believes that tax deductibility is an important factor,
but not the sole factor, to be considered in setting executive compensation policy. Accordingly, the Compensation Committee
periodically reviews the potential consequences of Section 162(m) and generally intends to take such reasonable steps as are required
to avoid the loss of a tax deduction due to Section 162(m). However, the Compensation Committee may, in its judgment, authorize
compensation payments that do not comply with the exemptions in Section 162(m) when it believes that such payments are
appropriate to attract and retain executive talent.

Summary Compensation Table

The following table summarizes the compensation of the Named Executive Officers for the fiscal year end April 30, 2009. The Named
Executive Officers are the Company’s Chief Executive Officer, Chief Financial Officer, President of the Health Care Products
Division, President of the Midlothian Division, and ECR Pharmaceuticals Co., Inc.’s Vice President of Pharmaceutical Operations.

Options Oﬁ:ler
Salary Bonus Awards Compensation Total

Name and Principal Position Year (%)) [6)] #HQ) $3) (&)
David S. SeltZer .....occvvivrieieeieieeeeeeeeeeeeeeee e 2009 442000 0 139,000 22,000 603,000
President, Chief Executive Officer ........cccovveevveevenennn. 2008 421,000 0 256,000 27,000 704,000
Secretary, and TIEASULET .........covevevereeeereeeeeeeeeeereeennanen 2007 401,000 314,000 269,000 26,000 1,010,000
William J. Peters ......ccovvrvviiiiiiicerereeeeeeeeeer e e 2009 251,000 45,000 69,000 19,000 384,000
Vice President and Chief Financial Officer................... 2008 237,000 35,000 128,000 19,000 419,000

2007 218,000 75,000 326,000 18,000 637,000
Gary M. ADII] ..o 2009 218,000 5,000 21,000 10,000 254,000
President of Health Care Products Division.................. 2008 215,000 22,000 26,000 11,000 274,000

2007 210,000 0 27,000 12,000 249,000
Bryce M. Harvey......oovevieeieeeeeceecceeee e s 2009 237,000 139,000 14,000 7,000 397,000
President of Midlothian Laboratories Division............. 2008 73,000 0 24,000 1,000 98,000
Davis S. Caskey (4) c.covrvireeeeeeieieeieeeeeee e eeeseens 2009 27,000 0 12,000 1,000 40,000

ECR Pharmaceuticals Co., Inc.,
Vice President of Pharmaceutical Operations

(1) Represents base salary through April 30, 2009.
(2)  Represents the fair value of options granted on the grant date in accordance with SFAS 123(R).

(3)  Represents the matching contributions to the Hi-Tech Pharmacal Co., Inc. Employee Savings Plan and /or the dollar value of the
premium paid by the Company for term life insurance for the benefit of the Named Executive Officer and automobile
reimbursement that were reported as taxable income.

(4) Mr. Caskey has been employed at Hi-Tech Pharmacal Co., Inc. since the assets of ECR Pharmaceuticals were acquired on
February 27, 2009.
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Grants of Plan-Based Awards

All Other Option Grant Date
Awards: Number Exercise or Fair Value
of Securities Base Price of of Stock

Underlying Option Awards and Options

Name Grant Date Options (#)(1) ($/Sh)(2) Awards (3)
David S. SEIZET ....cccvereiereerenircitintne e e 11/13/08 50,000 5.83 139,000
President, Chief Executive Officer .....coccovevivevinneiiininiiieiineennnan 1/29/08 50,000 10.68 256,000
Secretary, and TTEASUIET .........ccvreenirieieiereestereetereieseeseeeenenconies 2/2/07 50,000 10.68 269,000
WilHAM J. PELETS ..vveeereerereeieieiineteininccine e s e sie s s 11/13/08 25,000 5.83 69,000
Vice President and Chief Financial Officer ..........cccevviiiiiiiiniennnnns 1/29/08 25,000 10.68 128,000
2/2/07 25,000 10.68 134,500
8/9/06 25,000 15.09 191,500
Gary ML APTL .ottt 11/13/08 7,500 5.83 21,000
President of Health Care Products DiviSion.......cccecceecvurnvecrvineninnnnes 1/29/08 5,000 10.68 26,000
2/2/07 5,000 10.68 27,000
Bryce M. Harvey ...ttt 11/13/08 5,000 5.83 14,000
President of Midlothian Laboratories DiviSion.........c.cccceerercrcennane 12/28/07 5,000 9.93 24,000
Davis S. CasKeY ...ccvvveveecrrrereiriiiniiciiiniiereeses et 2/27/09 5,000 5.17 13,000

ECR Pharmaceuticals Co., Inc.
Vice President of Pharmaceutical Operations

(1) The amounts set forth in this column reflect the number of stock options granted under our 1992 Stock Option Plan as amended.
The options vest at the rate of 25% per year starting on the first anniversary of the grant and expire in 10 years from the date of
grant.

(2) The exercise price equals the closing price of our common stock on the date of grant.

(3) The dollar values of stock options disclosed in this column are equal to the aggregate grant date fair value computed in
accordance with SFAS 123R, except no assumptions for forfeitures were included.
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Outstanding Equity Awards at Fiscal Year-End

Option Awards
Number of Number of
Securities Securities
Underlying Underlying
Unexercised Unexercised
Options (#) Options (#) Option Exercise Option
Name Exercisable Unexercisable Price ($) Expiration Date
David S. Seltzer
President, Chief Executive Officer,
Secretary, and TIEASULET ...........ovvereeevereeeeeeeeeeerrereeereeresns 112,500 —  $ 1.78 6/1/10
112,500 — 3 3.84 11/15/11
112,500 — 3 11.56 1/14/13
75,000 —  $ 14.99 12/4/13
75,000 — 3 12.05 2/1/15
37,500 12,500 $ 23.98 3/8/16
25,000 25,000 $ 10.68 2/2/17
12,500 37,500 $ 10.68 1/29/18
— 50,000 $ 5.83 11/13/19
William J. Peters
Vice President and
Chief Financial OffiCer ..........oovvvveeeeeeeereereveeeeeereseereerenins 15,000 — 3 19.95 9/9/13
31,500 — 3 10.13 8/2/14
28,125 9,375 § 18.87 8/1/15
12,500 12,500 $ 15.09 8/9/16
12,500 12,500 $ 10.68 2/2/17
6,250 18,750 § 10.68 1/29/18
— 25,000 $ 5.83 11/13/18
Gary M. April
President of Health Care Products Division........................ 4218 — 3 1.78 6/1/10
33,750 — 3 3.84 11/15/11
16,875 — 3 8.31 12/6/12
22,500 — 3 14.99 12/4/13
11,250 —  § 10.92 9/22/14
18,750 — 3 12.05 2/1/15
3,750 1,250 § 23.98 3/8/16
2,500 2,500 §$ 10.68 2/2/17
1,250 3,750 §$ 10.68 1/29/18
— 7,500 $ 5.83 11/13/18
Bryce M. Harvey
President of Midlothian Laboratories Division.................. 1,250 3,750 § 9.93 12/28/17
—_ 5,000 §$ 5.83 11/13/18
Davis S. Caskey
ECR Pharmaceuticals Co., Inc., Vice President of
Pharmaceutical
OPEIALIONS......vcvrrereeiereceteeee ettt e e e e esesssens — 5,000 § 5.17 2/27/19
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Options Exercises and Stock Vested

Option Awards Stock Awards

Number of Shares Number of Shares
Acquired on Value Realized on Acquired on Value Realized
Name Exercise (#) Exercise ($) Vesting (#) on Vesting (3)

David S. Seltzer
President, Chief Executive Officer,
Secretary, and TrEASUIET ........ccoeevviivvrieiiiieicnieeniereeane, 112,500 519,000 0 0

William J. Peters
Vice President and
Chief Financial OffiCer........ccovimiivviriieerrerecrreeenivveseeenenns 0 0 0 0

Gary M. April
President of Health Care Products Division...................... 0 0 0 0

Bryce M. Harvey
President of Midlothian Laboratories Division................. 0 0 0 0

Davis S. Caskey
ECR Pharmaceuticals Co., Inc.
Vice President of Pharmaceutical Operations................... 0 0 0 0

The Company does not maintain a pension plan, or nonqualified deferred contribution or other nonqualified deferred compensation
plans.

Employment Agreements
We have employment agreements with each of our Named Executive Officers.

David S. Seltzer — Chairman of the Board, President, Chief Executive Officer, Secretary and Treasurer

David S. Seltzer serves as Chairman of the Board since Bernard Seltzer retired the position in September, 2004. David S. Seltzer was
elected to serve as President and Chief Executive Officer effective May 1, 1998. On May 1, 2007, the Company entered into an
amended and restated executive employment agreement with David S. Seltzer pursuant to which Mr. Seltzer is to serve as President
and Chief Executive Officer, effective May 1, 2007 through April 30, 2010. Mr. Seltzer received an annual base salary of $421,375
for the period May 1, 2007 through April 30, 2008 (“Base Salary”) and for each fiscal year thereafter during the term of the
employment agreement, Mr. Seltzer will be paid a base salary equal to the sum of (a) the Base Salary for the immediately preceding
fiscal year and (b) an amount determined by multiplying the Base Salary in effect for the immediately preceding fiscal year by five
(5%) percent. Mr. Seltzer may also receive a bonus during each year of employment which shall be approved by the Company’s
Compensation Committee. Such bonus may be based on the Company meeting certain fiscal goals and also taking into account,
among other things, progress towards strategic objectives not fully measured by pre-tax net income. During the term of the agreement
M. Seltzer will be eligible to receive annually options to purchase a minimum amount of 50,000 shares of the Company’s common
stock. The amended and restated employment agreement contains standard confidentiality provisions and indemnification provisions.

William Peters — Vice President and Chief Financial Officer

On June 23, 2009, the Company and Mr. Peters, the Company’s Chief Financial Officer, entered into Amendment No. 2 to Mr. Peters’
employment agreement. The amendment, effective as of June 23, 2009, extends the term of Mr. Peters’ employment until July 31,
2011. The term is automatically renewed for successive one (1) year terms unless terminated (i) by the Company upon six (6) months
advance written notice to Mr. Peters, (ii) by Mr. Peters upon sixty (60) days advance written notice to the Company, or (iii) unless
terminated in accordance with the provisions of Section 5 of the agreement. The amendment provides that Mr. Peters will receive as
compensation for his services an annual salary equal to $280,000 for the period August 1, 2009 through July 31, 2010 and $300,000
for the period August 1, 2010 through July 31, 2011.

The agreement provides for annual bonuses to be determined in accordance with performance goals set by the Compensation
Committee of the Board of Directors and the President of the Company. In the event of a termination upon total disability, the
Company will pay to Mr. Peters the salary which would otherwise be payable to him during the continuance of such disability.
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Bryce M. Harvey — President of Midlothian Division

Effective April 1, 2009 the Company and Mr. Bryce Harvey, the President of the Company’s Midlothian Division, entered into
Amendment No. 1 (the “Harvey Amendment”) to Mr. Harvey’s employment agreement dated as of December 27, 2007 (the “Harvey
Agreement”). The term of the Harvey Agreement is until March 31, 2011 unless earlier terminated by Mr. Harvey upon 30 days
advance written notice to the Company, or unless earlier terminated pursuant to the provisions of the Harvey Agreement. Mr. Harvey
is to receive as compensation for his services an annual salary equal to (i) $257,500 for the period April 1, 2009 through March 31,
2010 and (ii) $267,500 for the period April 1, 2010 through March 31, 2011; provided. he remains employed with the Company.

Mr. Harvey will receive a bonus for each calendar year during the term; provided, he remains an employee of the Company, equal to
the sum of 1.5% of the first $2 million of the Midlothian Division’s pre-tax net income for the applicable year plus 5% of the
Midlothian Division’s pre-tax net income in excess of $2 million for such year. In the event Mr. Harvey ceases to be employed by the
Company, he will receive a bonus pro-rated for the number of days he is actually employed during the calendar year for which the
bonus was applicable; provided he was not terminated by the Company for cause. Mr. Harvey may receive stock options, at the sole
discretion of the Company’s management, such discretion to be exercised by recommendation of the Company’s Chief Executive
Officer to the Compensation Committee. The Chief Executive Officer shall recommend that Mr. Harvey receive options to purchase
ten thousand (10,000) shares of the Company’s common stock, when the Company makes its annual grant of stock options; however,
the Compensation Committee shall make the final determination.

The Harvey Agreement provides that Mr. Harvey’s employment shall terminate in the event of Mr. Harvey’s death or total disability,
or a termination for cause, as defined in the Harvey Agreement, or termination by the Company upon two weeks prior notice to

Mr. Harvey by the Company. Mr. Harvey is not entitled to receive severance in the event his employment is terminated for cause, total
disability or death. The Harvey Agreement contains standard confidentiality provisions and indemnification provisions.

Gary M. April — President of Health Care Products Division

The Company and Mr. Gary April, the President of the Company’s Health Care Products Division (“HCP Division™), entered into an
employment agreement effective as of January 1, 2009 (the “April Agreement™). The term of the April Agreement is until

December 31, 2011 unless earlier terminated or extended as provided in the April Agreement. Mr. April is to receive as compensation
for his services an annual salary equal to (i) $225,000 for the period January 1, 2009 through December 31, 2010 and (ii) $235,000 for
the period January 1, 2010 through December 31, 2011. Mr. April will receive a bonus during each calendar year of his employment
equal to two (2%) percent of the increase in Net Sales, as defined in the April Agreement, of the HCP Division over the immediately
preceding year’s Net Sales of the HCP Division. For purposes of the April Agreement, Mr. April agreed that Domestic Sales for the
Company’s fiscal year ended 2008 were deemed to be $10,846,000. In addition, Mr. April may also receive a profit bonus based on
Net Profits of the HCP Division. In the event the Net Profits, as defined in the April Agreement, of the HCP Division are greater than
the prior year’s Net Profits, Mr. April will be entitled to receive a profit bonus equal to three (3%) percent of the increase in net profits
of the HCP Division. The parties agreed that there was no Net Profit of the HCP Division for fiscal 2008. Mr. April may receive stock
options, at the sole discretion of the Company’s management, such discretion to be exercised by recommendation of the Company’s
Chief Executive Officer or Chief Financial Officer to the Compensation Committee. The Chief Executive Officer shall recommend
that Mr. April receive options to purchase seven thousand five hundred (7,500) shares of the Company’s common stock; however, the
Compensation Committee shall make the final determination.

The April Agreement provides that Mr. April’s employment will terminate in the event of Mr. April’s death, total disability, Mr. April
wrongfully leaves his employment, Mr. April voluntarily terminates his employment, or a termination for Cause, as defined in the
April Agreement. In the event of Mr. April’s termination due to death or total disability, if Mr. April was entitled to receive a bonus or
profit bonus, he, his designee or his estate will paid a pro-rata amount of the bonus and profit bonus for the year in which death or total
disability occurred based on the number of months Mr. April was employed in such year. The April Agreement contains standard
confidentiality provisions and indemnification provisions.

Davis S. Caskey — Vice President Pharmaceutical Operations

On February 27, 2009 the Company and Mr. Davis S. Caskey entered into an employment agreement (the “Caskey Agreement”).

Mr. Caskey serves as Vice President, Pharmaceutical Operations of the Company’s subsidiary, ECR Pharmaceuticals Co., Inc.
(“Subsidiary”). The term of the Caskey Agreement is until February 28, 2011 unless earlier terminated pursuant to the provisions of
the Caskey Agreement. Mr. Caskey is to receive as compensation for his services an annual salary equal to $165,000. On the first
anniversary of February 27, 2009, Mr. Caskey’s salary will be increased by five (5%) percent. Mr. Caskey will receive a bonus for the
first year during the term, provided he remains an employee of the Company, equal to the sum of (i) 2.5% of the first $3.5 million of
the Subsidiary’s pre-tax net income in excess of $3.5 million for such year; and for the second year of the Term, Mr. Caskey will
receive a bonus equal to the sum of (i) 2.5% of the first $3.5 million of Subsidiary’s pre-tax net income for the second year; and

(ii) 4% of the Subsidiary’s pre-tax net income in excess of $3.5 million for the second year. Mr. Caskey will receive stock options to
purchase five thousand (5,000) shares of the Company’s common stock, subject to and in accordance with the terms and provisions of
the Company’s Amended and Restated Stock Option Plan. Mr. Caskey may receive additional stock options at the sole discretion of
the Company’s management, such discretion to be exercised by recommendation of the Company’s Chief Executive Officer to the
Compensation Committee; however, the Compensation Committee shall make the final determination, in its discretion, as to the
number of stock options to be granted to Mr. Caskey.
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The Caskey Agreement provides that Mr. Caskey’s employment shall terminate in the event of Mr. Caskey’s death or total disability,
or a termination for Cause, as defined in the Caskey Agreement, or termination by the Company upon two weeks prior notice to
Mr. Caskey by the Company. The Caskey Agreement contains standard confidentiality provisions and indemnification provisions.

Involuntary Termination. Certain of our employment contracts with our Named Executive Officers provide for severance pay and
other payout amounts in the event that employment is terminated other than for cause or voluntary termination.

Mr. David Seltzer’s employment agreement provides that in the event of a termination of employment by the Company without cause,
the Company will pay to Mr. Seltzer his base salary up to the end of the month in which such termination occurs. The employment
agreement further provides that in the event of Mr. Seltzer’s death or total disability, he will be paid his base salary for the remaining
term of the agreement; provided, however, that in the case of a total disability, the base salary paid to Mr. Seltzer shall be reduced by
any proceeds paid to Mr. Seltzer, his designee or estate, from a disability insurance policy owned by the Company. In addition, if

Mr. Seltzer is terminated by the Company without cause or in the event of Mr. Seltzer’s death or total disability, he will also be paid
an amount equal to the product of (i) the bonus for the year in which such termination, death or total disability occurred and (ii) a
fraction, the numerator of which is the number of months during such year which Mr. Seltzer was employed by the Company through
and including the month of his death, total disability or termination of employment, and the denominator of which is twelve.

If Mr. William Peters is terminated, or if he terminates his employment for Good Reason, as defined in his employment agreement,
then the Company will pay to him the sum of (i) his salary for the greater of six (6) months or the balance of the term of his agreement
and (ii) the pro rata portion of his annual bonus for the prior year. The severance shall be payable weekly. In addition, the Company
will continue to keep in effect all health, insurance and welfare benefits for a period of the lesser of six months from the date of
termination or until Mr. Peters obtains similar benefits from a new employer. Mr. Peters will not be entitled to severance if the
Company gives six months advance written notice that a decision not to renew his agreement has been made by the Company.

If Mr. Harvey is terminated by the Company upon two weeks prior notice to Mr. Harvey, he will be entitled to receive severance
payments equal to eighty (80%) percent of his salary for a period beginning on the date the Company Termination occurs, as defined
in the Harvey Agreement, and ending on the earlier of the (i) the two year anniversary date of the Harvey Agreement and (ii) the one
year anniversary date of his termination. In addition, Mr. Harvey will be entitled to receive a bonus for the year in which he is
terminated by the Company as if he had not been terminated.

Mr. April may voluntarily terminate his employment only upon the giving of six (6) months’ prior written notice thereof to the
Company (“Permissible Voluntary Termination™). In addition to his salary, in the event he is entitled to a bonus or a profit bonus, he
will be paid, within thirty (30) days after the Company’s Chief Executive Officer or Chief Financial Officer has determined the net
profits of the Company’s HCP Division, a pro-rata payment of the bonus and profit bonus for such year in which the Permissible
Voluntary Termination occurs based on the number of months during the year which he was employed by the Company through and
including the month of his Permissible Voluntary Termination. The date of the Permissible Voluntary Termination shall be not less
than six (6) months after his notice to the Company.

Change in Control. Our employment agreement with Mr. David Seltzer provides in the event of a “Change in Control” of the
Company Mr. Seltzer will receive severance pay equal to (i) three (3) times his current base salary for the calendar year in which such
termination occurs plus (ii) the bonus declared payable to him for the preceding calendar year, the continuation of health care benefits
for 24 months, the continuance of his automobile lease then in effect, but not more than 3 years, and provides appropriate
outplacement services not to exceed $15,000. The payment of the severance and bonus shall be made as soon as practicable after
termination of employment, but in no event more than thirty days after termination. In the event any payment or distribution to

Mr. Seltzer is subject to an excise tax, Mr. Seltzer will be entitled to receive an additional payment (“Gross-Up Payment™) from the
Company in an amount such that after payment by Mr. Seltzer of all taxes, including any excise tax imposed on the Gross-Up
Payment, Mr. Selizer retains an amount of the Gross-Up Payment equal to the excise tax imposed on the payments.

Mr. Seltzer’s employment agreement provides that “Change in Control” shall be deemed to occur upon the earliest to occur after the
date of the agreement of any of the following events:

(i) Acquisition of Stock by Third Party. Any Person (as defined in the employment agreement) is or becomes the Beneficial Owner (as
defined in the employment agreement), directly or indirectly, of securities of the Company representing twenty-five percent (25%) or
more of the combined voting power of the Company’s then outstanding securities and such Person has initiated in the past or
thereafter initiates actions or demonstrates an intent to influence or control the business, affairs or management of the Company or to
cause the Company to enter into a transaction or a series of transactions with such Person or a third party without the prior consent or
request of the Board of Directors;

(i1) Change in Board of Directors. During any period of 12 months, individuals who at the beginning of such period constitute the
Board, and any new director whose election by the Board or nomination for election by the Company’s shareholders was approved by
a vote of at least a majority of the directors then still in office who either were directors at the beginning of the period or whose
election or nomination for election was previously so approved, cease for any reason to constitute at least a majority of the Board;
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(iii) Corporate Transactions. The effective date of a merger or consolidation of the Company with any other entity, other than a merger
or consolidation which would result in the voting securities of the Company outstanding immediately prior to such merger or
consolidation continuing to represent (either by remaining outstanding or by being converted into voting securities of the surviving
entity) more than 51% of the combined voting power of the voting securities of the surviving entity outstanding immediately after
such merger or consolidation and with the power to elect at least a majority of the board of directors or other governing body of such
surviving entity;

(iv) Liquidation. The approval by the shareholders of the Company of a complete liquidation of the Company or an agreement for the
sale or disposition by the Company of all or substantially all of the Company’s assets;

(v) Other Events. There occurs any other event of a nature that would be required to be reported in response to Item 6(¢) of Schedule
14A of Regulation 14A (or a response to any similar item on any similar schedule or form) promulgated under the Exchange Act,
whether or not the Company is then subject to such reporting requirement.

Our employment agreement with Mr. William Peters provides that in the event of a “Change in Control” the Company will pay or
cause its successor to pay to Mr. Peters, in cash, in a lump sum an amount equal to 2 times his base salary which equals the sum of
(1) his annual salary on the day preceding the Change in Control, plus (ii) the annual bonus for the year immediately preceding the
Change in Control. This amount will be made in a lump sum payment within 15 days after the Change in Control. All insurance and
welfare payments will also continue for the lesser of one year or the eligibility of similar benefits from a new employer.

A “Change of Control” shall be deemed to occur upon the earliest to occur after the date of the agreement of any of the following
events:

(1) Acquisition of Stock by Third Party. Any Person (as defined in the employment agreement) is or becomes the Beneficial Owner (as
defined in the employment agreement), directly or indirectly, of securities of the Company representing forty (40%) percent or more
of the combined voting power of the Company’s then outstanding securities;

(ii) Change in Board of Directors. The date when continuing Directors (as defined in the employment agreement) cease to be a
majority of the Directors then in office, it being understood that it shall not be deemed a Change in Control as long as the majority of
the Directors were nominated by the Continuing Directors;

(iii) Corporate Transactions. The effective date of a merger or consolidation of the Company with any other entity, and with the power
to elect at least a majority of the board of directors or other governing body of such surviving entity; and

(iv) Liquidation. The approval by the shareholders of the Company of a complete liquidation of the Company or an agreecment for the
sale or disposition by the Company of all or substantially all of the Company’s assets.

In the event during Mr. April’s employment, all or substantially all of the assets or stock of the Company or of the HCP Division of
the Company are sold to a third party unrelated to any of the current principal shareholders of the Company or its affiliates, Mr. April
will be entitled to receive a Sale Bonus, payable, at the Company’s discretion, in cash, stock options of the Company or other equity
based compensation. In the event of the sale of the Company, the Sale Bonus will be equal to two (2%) percent of an amount equal to
1.5 times the Sales, as defined in the April Agreement, of the HCP Division for the fiscal year immediately preceding the sale of the
Company. In the event of a sale of the HCP Division: (a) if the Net Sale Price, as defined in the April Agreement, is up to 1.5 times
the Sales, the Sale Bonus will be equal to two (2%) percent of the actual net proceeds; (b) if the Net Sale Price of the HCP Division is
more than 1.5 times the Sales, but not more than two (2) times the Sales of the HCP Division, the Sale Bonus will be equal to three
(3%) percent of the actual net proceeds; or (c) if the Net Sale Price of the HCP Division is in excess of two (2) times the Sales of the
HCP Division, then the Sale Bonus shall be equal to four (4%) percent of the actual net proceeds. The Sale Bonus will be payable on a
one time basis and only in the event Mr. April is employed by the Company at the time of the consummation of the sale.

Potential Payments Upon Termination of Employment or Change in Control

The following information and table set forth the amount of payments to each of our Named Executive Officers in the event of a
termination of employment as a result of involuntary termination and termination following a change in control.

Assumptions and General Principles. The following assumptions and general principles apply with respect to the following table
and any termination of employment of a Named Executive Officer:

. The amounts shown in the table assume that each Named Executive Officer was terminated on April 30, 2009.
Accordingly, the table reflects amounts earned as of April 30, 2009 and includes estimates of amounts that would be paid
to the Named Executive Officer upon the occurrence of a termination or change in control. The actual amounts to be paid
to a Named Executive Officer can only be determined at the time of the termination or change in control.

-64-



. Because we have assumed an April 30, 2009 termination date, each of the Named Executive Officers would have been
entitled to receive 100% of the annual bonus payment made for fiscal year 2008 that was paid in fiscal 2009. If
termination would occur in Fiscal 2008, the bonus amount would be the bonus amount that the Board determines to pay
out for the year ended April 30, 2009.

. A Named Executive Officer may exercise any stock options that are exercisable prior to the date of termination and any
payments related to these stock options are not included in the table because they are not severance payments.

David William Gary Bryce Davis

Seltzer Peters April (1) Harvey (2) Caskey (2)
Involuntary Termination
Prorated annual bonus cOMPENSALion .........cceevererercreevereecerererenne $ 0 $ 45000 $ 03 0 S 0
Cash severance payment........ccveevvreceiereeieneinienenrennnsrsenesennas 1,328,000 127,000 113,000 206,000 0
Continued health care benefits and other..........cocvevevceeecernneenne — 20,000 0 0 0
Total $ 1,328,000 $ 192,000 $ 113,000 $ 206,000 $ 0
Change in Control with Termination
Prorated annual bonus cOMPensation ............c.cocevveceririresinnnnens $ 0 $ 90,000 $ 03 0 $ 0
Cash SeVerance Payment...........ccoeuvveviireiierineesnereseseessesasenss 1,326,000 509,000 0 0 0
Continued health care benefits and other........ccoceveevceciinenninn 55,000 20,000 0 0 0
TOERL......ooeireeeeeitietiete e tte bt e e e rbeeraessn e s e e steessessessnesaneenestaans $ 1,381,000 $ 619,000 $ 0 $ 0 s 0
(1) Mr. April’s Change in Control provision is based on a percentage of transaction value and cannot be estimated.
(2) Mr. Harvey and Mr. Caskey do not have provisions in their employment agreements for a payment on Change in Control.
As described more fully below, this chart summarizes the annual cash compensation for the Company’s non-employee directors
during fiscal year 2009.

Director Compensation
Fees Earned Stock Option All Other
or Paid in Awards Awards Compensation Total

Name Cash ($) () &) (£ (%)
Martin M. GOIAWYI c...ccvvririeiirerirei st es s 8,000 -0- 31,000 39,000
Yashar Hirshaut, MLD. ....c.ooovoiiriieeeiecceeecsceecnctencecsin s 8,000 -0- 31,000 39,000
Jack van HUISE (2) c.ccceivrrerieieeeneeceeereeeneiecsesteesesseeeetesesaessesanensonean 4,000 -0- 34,000 38,000
ADthONY PUGLST «..cvcvveienieeereeicccccnit ettt et eaeneas 8,000 -0- 34,000 42,000

Fees Earned Stock Option All Other

or Paid in Awards Awards Compensation

Name Cash (3) (&) Q) &3] Total ($)
Reuben SEIZEr (3) ccevevvririeririecrcerieneereeeeee et 8,000 -0- 77,000 291,000 376,000
BIUCE SIMPSOMi...c..cececereereereerreeriesiseintsisieseseese e senes 8,000 -0- 34,000 42,000

(1) Represents the dollar values of stock options disclosed in this column are equal to the aggregate grant date fair value computed
in accordance with SFAS 123(R), except no assumptions for forfeitures were included. A discussion of the assumptions used in
calculating the grant date fair value is set forth in Note 12 of the Notes to Consolidated Financial Statements.

(2) Mr. Jack van Hulst was elected as a director on November 13, 2008.

(3) Option awards were granted to Mr. Reuben Seltzer under the Company’s Amended and Restated Option Plan.

All Other Compensation includes his fee as a full time consultant, his car allowance and medical benefits.

Stock Option Plans
The Amended and Restated Stock Option Plan (the “Plan”)

The Company’s Amended and Restated Stock Option Plan provides for a total of 4,857,000 shares of Common Stock authorized to be
granted under such Plan. During Fiscal 2009, the Company granted options to purchase 335,000 shares of Common Stock at a
weighted average exercise price of $6.12 per share. During Fiscal 2009, 17,000 options were cancelled or expired, and 239,000 shares
are available for future grant under such Plan. The Company’s Plan provides for the grant of options to its key employees and
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directors in order to give such employees a greater personal interest in the success of the Company and an added incentive to continue
and advance in their employment. The Company’s Plan provides for a fifteen year expiration period for non-statutory options and ten
years for incentive stock options granted thereunder and allows for the exercise of options by delivery by the optionee of previously
owned Common Stock of the Company having a fair market value equal to the option price, or by a combination of cash and Common
Stock.

The Plan is administered by the Compensation Committee of the Board of Directors. The Commiittee has broad discretion in
determining the recipients of options and numerous other terms and conditions of the options.

The exercise price for shares purchased upon the exercise of non-statutory options granted under the Plan is determined by the
Compensation Committee as of the date of the grant.

The exercise price of an incentive stock option must be at least equal to the fair market value of the Common Stock on the date such
option is granted (110% of the fair market value for shareholders who, at the time the option is granted, own more than 10% of the
total combined classes of stock of the Company or any subsidiary). No employees may be granted incentive stock options in any year
for shares having a fair market value, determined as of the date of grant, in excess of $100,000.

- No incentive option may have a term of more than ten years (in the case of incentive stock options, five years for shareholders holding
10% or more of the Common Stock of the Company). Options generally may be exercised only if the option holder remains
continuously associated with the Company or a subsidiary from the date of grant to the date of exercise. However, options may be
exercised upon termination of employment or upon the death or disability of any employee within certain specified periods.

Directors Plan

The Company’s 1994 Directors Stock Option Plan (“Directors Plan”) provides for a total of 600,000 shares of Common Stock
authorized to be granted under the Directors Plan.

The Directors Plan provides for the automatic annual grant of options to non-employee directors and is administered by the Board of
Directors. Each non-employee director will be automatically granted 11,250 shares of Common Stock on the date of each annual
meeting of the Company’s shareholders. A non-employee director who chairs the audit or other committees of the Board of Directors
will be automatically granted annually an option to purchase an additional 1,125 shares of Common Stock.

To remain eligible, a non-employee director must continue to be a member of the Board of Directors. Each option granted is
exercisable in increments 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 market value of the Common Stock on the date of grant. Options under the Directors Plan have a
term of 10 years and may be exercised for limited periods after a person ceases to serve as a director.

Compensation Commiittee Report

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis with management. Based on
this review and discussion, the Compensation Committee recommended to the Board of Directors that it be included in this Annual
Report on Form 10-K.

The Compensation Committee
Bruce W. Simpson
Yashar Hirshaut, M.D.
Jack Van Hulst

Dated: July 14, 2009

The information contained in the report above shall not be deemed to be “filed” with the Securities and Exchange Commission, nor
shall such information be incorporated by reference into any future filing under the Securities Act of 1933, as amended, or the
Securities Exchange Act of 1934, as amended, except to the extent specifically incorporated by reference therein.

Compensation Committee Interlocks and Insider Participation

The Compensation Committee of our board of directors is currently composed of Bruce Simpson (chair), Yashar M. Hirshaut, M.D.,
and Jack van Hulst. None of the members of the Compensation Committee has ever been an officer or employee of ours. None of our
named executive officers serves or has served as a member of the Board of Directors or compensation committee of any other
company that had one or more executive officers serving as a member of our Board of Directors or Compensation Committee.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICTIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS.

The following table identifies as of July 14, 2009 each person known to the Company to be the beneficial owner of more than five
percent of the Company’s Common Stock, each director of the Company, and all directors and executive officers of the Company as a
group, and sets forth the number of shares of the outstanding Common Stock beneficially owned by each such person and such group
and the percentage of the shares of the outstanding Common Stock owned by each such person and such group. Except as noted
below, the named person has sole voting power and sole investment power over the securities.

Amount and
Nature of Percent of
Beneficial Common
Name and Address of Beneficial Owner Ownership (1) Stock
DAVIA S. SEHZET.......v.cvvevvveencsissnssssessssessssessssssssssssssssessssesssssessssessssersssses st esses st e essseessssesssssssssesssossnsmessanns 2,290,638 19.2%
¢/0 Hi-Tech Pharmacal Co., INC. ..ouviciiiiiiiiiceiiectecrtessecsseeeseeseeessseesnessssessssnesseesesnessanesssssessessssesssnesseesenes
369 BayVIEW AVENUE .....c.cevvuiiiiiiiiiiirecnicciienin st sar s
Amityville, New York 11701 "

REUDEI SEIZET ......eoeeeeeerveareaeiee s ssesseasssesssessssessssssssssssessssssasss e s s ssessassbass st s sae s s s sassssses s sssessssnsans 1,168,430% 10.1%
¢/0 Hi-Tech Pharmacal Co., TIIC. .....cccviiireeeiieeeeeeeeeestreseessseseseessreesneessessssesessesssessssessssessssssssesssnesssssssnnsonnes

369 BAYVIEW AVEIUE .......ooeeieecniiteienceetesesesesesescseesessersesassesmsssaenssissssessnssssssssssssssesssssssnerssenesssssasasses

Amityville, NeW YOIk 11701 .....cioeueviririiiinienncciniiimie i esesassssasssasasresessessassensons

WALHAIM PELETS .......eoooveeeeseneneseeseeessseseseesssssssssessssesssesessssessssess s ss st s s s s s s s ses s ss s s sssnsssnas 121,500% 1.1%
c/0 Hi-Tech Pharmacal €., LIIC. .oovviviiiriiiiiirierieeireeerecrteeeineeeneceseeeestessseaesssesssessssassssesssseessassssassssesnsasssssennns

369 BAYVIEW AVEIIUE ......eouerueueeneeieeeneeeerceeniiississessestestestensassassasssssssssssssssnsssnsrnsmnsasssssssssssssssesseres

Amityville, NeW YOIK 11701 oottt esssasssnessssessssssssessssssssasens

Yashar HIrShAUt, MLD. .......cooourverreveeesseeesesssseesssaesssssessssssssssssssssssssssessssssssssssssssssssssssessssssssssssssssssssssssssnes 108,656 1.0%
¢/0 Hi-Tech Pharmacal Co., INC. ..ovviveveeeieeciiecieecteecte e eseesceeessrnessenesreesseesnssssnessnassnsassseassnsasnsasensensnaenne

369 BAYVIEW AVEIUE ...cocviiiiiertieeivrenrenrentensentestessesessesessesnessiesssssssisssssessasseisesssssessessessessessessssnsssessensn

Amityville, New YOIk 11701 ..c.omeereeecetetectttenn e seeseeseesessessessesssesenssssssss s asssssns

METHR M. GOLAWYIL oo s eeess s caesesassessssessssmsessssss s s s s sssssesssssssssassssasssssssaassanssassenan 71,120© *
c/o Tashlik, Kreutzer, Goldwyn & Crandell P.C.........ccocvririiiiiiiiirrineteececececeeenenre e

40 CutterMIll ROAA ....ccveieiiiieeeiieeceeeceeccte e e e teceste e e e s rnesraessnesssse s bt e s brte s neeanseeaseaesseaesaeeseneesaneesneen

Great Neck, NeW YOrK L1021 ..o erieeeeieeeieeestteesrvteeseraeeesssaeesesssaesessnnaesssnsassssnneassssecesssnsesenaes

ANTRONY J. PUGLST ....oveoveoiverees oo sesessesssees s ssseesssessssessssssesssssssssssesssssssesssssssas et sssessssssssnssasessessaacens 32,1567 *
c/0 Hi-Tech Pharmacal Co., IIC. ..ouvvveeeiieiieeeeeeeeeeeceeee et ee e seneesssebaesaeeasssbeessesssessasssansaessasssessesssesseenses

369 BAYVIEW AVEIUE ....vevrererreieeceeieecteneeeiiesnssstessestesstsssesstssstsssessasssnsssessnssrnesssssnssssssssssssessassssssonss

Amityville, NEW YOIK L1701 ..cccoiiiiiiiiininecirtetetetetetcrcreretsee s enessss st ssss s sass s bsbesasasnsenes

BIUCE W. SIMPSOIL ....vceienieieinerieseementeenteeere e et se st se e eseseesanesaet et absshssb s es b e b st s s b e s sassae s b s b b s b s b et s as et eneene 30,656 *
¢/0 Hi-Tech Pharmacal Co., INC. ....coeee ettt eeeececttereres e e cestvtrereseeseeesesassssssnesssssssenessesnnsennasesaessssens

369 BaAYVIEW AVEIIUE ......eoviuiiniiniieeiercrenenrereneseaesseessassetses s ss s s s s aesaesssstesbesasshesbesnennas

Amityville, NEW YOrk 11701 .ccccoiiiiriieiieteietetetnncrecrecireseesesscesesneeseesesaesassstsansssssssssssnssnssons

JACK VAN HUISE c..eeiiiiiiis ettt ettt s et e e ene e e et s e et et et et abesbesbasbassassessessassesseseessassansessessessesnenenen 0® *
c/0 Hi-Tech Pharmacal €Co., INC. ..ooueiieeeirieeeeeeeeeceeeeeete et este s eeestaesevesssreessaassaesssaessaees s aesssesssnessraessnnenss

369 BAYVIEW AVEIIUE ......cevieveererreeriensessenscesesetestestetestessesstestestestsstestsssestsstsssosessssessesscssmssssnsasssnssnssnes

Amityville, NEW YOTK 11701 ..o.voiiiceccciectecrinnnenesenesesese et esn s ne e st sresraens

GATY ML ADPTL..oooovvereeeeeeseesssseesseeeeseees e s sse s bas bbb s b bs s 114,843 1.0%
c/0 Hi-Tech Pharmacal €o., INC. ..ccuvieviiveeeeeeniiecieecetrecereecreeeeneeetsesssesesssssnsesansssbesesssesssesersesssasssenssnssesnsanns

369 BAYVIEW AVEIIUE ...ccciviiirierrieieeeiteenreeesteesnesenetesuneentesentassseesssessasmesssesassesssnessanss st ssssesnssssassassssons

AMIEYVILIE, NY 1170 ittt ms e e bbb s bbb

DAVIS S. CASKEY ...eveeecrieiniiriniicieteiteenteeere et stcetsae b eressesess e et esasaesassnsaess s s b e e ene st saenssseteassssbatssstssbasessans oV *
c/0 Hi-Tech Pharmacal Co., INC. ..ccueeeiueieieeeieecrecececeteeceresseessseesebeessbesesesessasasssasassassssasssassssasssseesesssssessens

369 BAYVIEW AVEIIUE .....ecuteeeiieiieiieieiieueterentestesetesesesessestsssssestssentssesmssssssnesssesssssssssnsntsnssesassnsasnsensans

Amityville, NeW YOIK 11701 .ottt nessessessessessessesssssssssnens

BIyce M. Harvey .....cccocevvieereneneciieniiieiesessessessessessessessssssssssssssessessessssisnesns teeresteereneneneeeeeeeneraes 3,250%9 *
¢/0 Hi-Tech Pharmacal Co., I1C. c..ocuiiiuiiriicieireereereeee e ere et ereeee s e ens e ta e b e staassassaesssasasssansasssanssassassesseans

369 BAYVIEW AVEIIUE .....cveuriienciecieiceieiieiiicienreetsbestesessestese st sse st ssessssestssassesssssssssssnsssstsntonsassssanssennes

AMIEYVILIE, NYY 11701 e ssssnssasssssasssinssesssssssasssssssssssssessssssssssrens

All Directors and Executive Officers as a group (11 persons)......ceceeerererervenenrerereririeseereseresessesessesereenns 4,126,874 32.4%



Amount and

Nature of Percent of
Beneficial Common
Name and Address of Beneficial Owner Ownership (1) Stock
Dimensional FUund AdVISOTS INC. ......oovieiioiieieeiceecieeeese e steesseeaeesssesseessesssessesssesesessmesoseenneesnens 814,915 7.2%
1299 Ocean AVENUE 11% FLOOT .......co.ecieuieieieereeteeeeeeierre e ereeeeeeesse e sreensessesssssesssessessasesenessessessnns
Santa Monica, CA 90401 ........coceeuiiieieirireneerenreetee e cstsrreseeesseeessestesessssssessessensensonsessessesasenes
Columbia Management AQViSOTS, INC........ccoveeeeereriieiecrieisiesteicie et srenesesse st e s et eseesasens 651,700 5.7%
100 Federal Street 21th FIOOT ......cvicieieericeeeeereeeteeie ettt srrestessersseessessesssessesseesesaseneseseseesenes
BoSton, MA 02110-1898 ...ttt cetvr s e e et eae e st e st s sassssasesesstessenesnnnasanenas
ROYCE & ASSOCIAES LLC......ccoecireeiiriirinisieieieirneresesenesesasresesesststessesesessssssassesasessssassesesssssesensesssesesenns 583,300 5.1%
TAS5 FAfth AVEIIUC........ccveciieieeieiecteeeee e eteeseere e e eeteesecaseseseaessestrestensesbesassbeessonsensensesnesseessansans
New YOrk, NY 101510099 ...ttt enessee e e sssessesseeseessessensessessssnessssnsones
The Estate of BErNard SEILZET ..........covveriiirrererieieeertee et et esressee e estessesresesesssessesssssesesessssssesessseneens 590,14702 5.1%
¢/0 Hi-Tech Pharmacal Co., INC.......coueureieueieieceereiieeeeeteeeev et sesess s s st essaesesnseonenes
369 BAYVIEW AVENUE ...c.coveuerreirereerieentetetetesnesesesessesesssessssessssssessesasessssesessasessssesesensesssssesessnsons
Amityville, NEW YOIk 11701 ...cccucuieiiiiriieieieeeseeieieieirietsiseereasnssssssssissessssssssssssesesessssssssassesens
*

(M
2)
3)

C)
©)
©®
™)
®
®
(10)
(11)
(12)
(13)
(14
(15)

Amount represents less than 1% of Common Stock including shares issuable to such beneficial owner under options which are
presently exercisable or will become exercisable within 60 days.

Unless otherwise indicated, each person has sole voting and investment power with respect to the shares shown as beneficially
owned by such person.

Amount includes options to purchase 562,500 shares of Common Stock exercisable within 60 days of July 14, 2009 and 366,018
shares of Common Stock owned by Mr. Seltzer’s wife and children and trusts for the benefit of his children.

Amount includes options to purchase 187,375 shares of Common Stock exercisable within 60 days of July 14, 2009 and 348,675
shares of Common Stock owned by Mr. Seltzer’s wife and children.

Amount includes options to purchase 121,500 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount represents options to purchase 82,406 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount includes options to purchase 71,120 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount includes options to purchase 32,156 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount includes options to purchase 30,656 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount represents options to purchase 0 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount includes options to purchase 114,843 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount includes options to purchase 0 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount includes 131,250 shares of Common Stock exercisable within 60 days of July 14, 2009.

Source: 13F Form filings March 31, 2009

Amount includes options to purchase 1,203,806 shares of Common Stock exercisable within 60 days of July 14, 2009.
Amount includes options to purchase 1,250 shares of Common Stock exercisable within 60 days of July 14, 2009.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE.

The Company utilizes the services of Mr. Reuben Seltzer, an attorney, stockholder and a director, and brother of the President. He
provided legal and new business development services as a consultant and employee. For such services, Mr. Reuben Seltzer received
$291,000.

The Company and Reuben Seltzer have a 17.7% and 17.7% interest, respectively, in Marco Hi-Tech JV LLC, a New York limited
liability company (“Marco Hi-Tech™), which markets raw materials for nutraceutical products. Additionally, the Company has an
investment in an available for sale security, Neuro-Hitech, Inc. of which Reuben Seltzer is a shareholder. The Company has a 9%
interest in Neuro-Hitech, Inc.
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The Company is jointly developing a generic product outside of its area of expertise with EMET Pharmaceuticals (“EMET”),
previously known as XCell Pharmaceuticals, and another company. Reuben Seltzer is a principal of EMET. During the fiscal year, the
Company spent approximately $2,978,000 on this project, which was included in research and development expense.

The Company has adopted a policy for approval of transactions between the Company and its directors, director nominees, executive
officers, greater than 5% beneficial owners and their respective immediate family members. The policy is not in writing and the
Committee has not adopted any pre-approvals under the policy. The related parties transactions described above are subject to, and
have been approved and ratified, under this policy.

The policy provides that the Audit Committee reviews all related party transactions subject to the policy and determines whether or
not to approve or ratify those transactions. In doing so, the Audit Committee takes into account, among other factors it deems
appropriate, whether the transaction is on terms that are no less favorable to the Company than terms generally available to an
unaffiliated third party under the same or similar circumstances and the extent of the related party’s interest in the transaction. A
summary of any new transactions is provided to the Board for its review in connection with each regularly scheduled Committee
meeting.

The Company believes that material affiliated transactions between the Company and its directors, officers, principal stockholders or
any affiliates thereof have been, and will be in the future, on terms no less favorable than could be obtained from unaffiliated third
parties.

Tashlik, Kreutzer, Goldwyn & Crandell P.C. received $297,000 in legal fees for services performed for the Company during the
Company’s fiscal year ended April 30, 2009. Mr. Martin M. Goldwyn, a member of such firm, is a director of the Company.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.
Audit Fees

Eisner LLP has served as the auditors for the Company for the fiscal year ended April 30, 2009. Eisner LLP has billed or is expected
to bill us $398,000 and $370,000, in the aggregate, for professional services for the audit of our annual financial statements and audit
of the Company’s internal controls in compliance with the Sarbanes-Oxley Act of 2002 for fiscal 2009 and 2008, respectively, and for
the review of our interim financial statements which are included in our quarterly reports on Form 10-Q for fiscal 2009.

Audit Related Fees

Eisner LLP has billed or is expected to bill us $50,000 and $55,000 for other audit-related fees for fiscal 2009 and 2008, respectively.
Other audit-related fees related primarily to services rendered in connection with our filing of registration statements with the SEC and
due diligence in connection with potential acquisitions and accounting consultations.

Tax Fees

Eisner LLP has billed or is expected to bill us $54,000 and $56,000 for fiscal 2009 and 2008, respectively, for tax services including
tax compliance.

All Other Fees
The Company did not engage Eisner LLP for professional services other than those services captioned “Audit Fees”, “Audit Related
Fees” and “Tax Fees” in fiscal 2009.

All non-audit services were reviewed with the Audit Committee, which concluded that the provision of such services by Eisner LLP
was compatible with the maintenance of that firm’s independence in the conduct of its auditing function.

Policy on Audit Pre-Approval of Audit and Permissible Non-Audit Services of Independent Auditor

Consistent with SEC policies regarding auditor independence, the Audit Committee has responsibility for appointing, setting
compensation and overseeing the work of the independent auditor. In recognition of this responsibility, the Audit Committee has
established a policy to pre-approve all audit and permissible non-audit services provided by the independent auditor.

Prior to engagement of the independent auditor for the next year’s audit, management will submit a list of services and related fees
expected to be rendered during that year within each of four categories of services to the Audit Committee for approval.

1. Audit services include audit and review work performed on the financial statements, as well as work that generally only the
independent auditor can reasonably be expected to provide, including comfort letters, statutory audits, and discussions surrounding the
proper application of financial accounting and/or reporting standards.
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2. Audit-Related services are for assurance and related services that are traditionally performed by the independent auditor,
including due diligence related to mergers and acquisitions, employee benefit plan audits, and special procedures required to meet
certain regulatory requirements.

3. Tax services include all services, except those services specifically related to the audit of the financial statements, performed
by the independent auditor’s tax personnel, including tax analysis; assisting with coordination of execution of tax related activities,
primarily in the area of corporate development; supporting other tax related regulatory requirements; and tax compliance and
reporting.

4. Other Fees are those associated with services not captured in the other categories. The Company generally does not request
such services from the independent auditor.

Prior to engagement, the Audit Committee pre-approves independent auditor services within each category. The fees are budgeted and
the Audit Committee requires the independent auditor and management to report actual fees versus the budget periodically throughout
the year by category of service. During the year, circumstances may arise when it may become necessary to engage the independent
auditor for additional services not contemplated in the original pre-approval categories. In those instances, the Audit Committee
requires specific pre-approval before engaging the independent auditor.

The Audit Committee may delegate pre-approval authority to one or more of its members. The member to whom such authority is
delegated must report, for informational purposes only, any pre-approval decisions to the Audit Committee at its next scheduled
meeting.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.
(a) (1) Financial Statements filed as part of this Report are listed in Item 8 of this Report.

(2) No other financial schedules have been included because they are not applicable, not required or because required
information is included in the consolidated financial statements or notes thereto.

(a) Exhibit Page Number
Number  Description of Document Foot-Notes
3.1 Certificate of Amendment to the Certificate of Incorporation )
3.2 Restated Certificate of Incorporation and By-Laws 2)
3.3 By-laws . 3
4.3 Copy of Hi-Tech Pharmacal Co., Inc. Stock Option Plan (G
44 Copy of Hi-Tech Pharmacal Co., Inc. Stock Option ’Agreement 5)
4.5 Copy of 1994 Directors Stock Option Plan 6)
10.1 Amended and Restated Executive Employment Agreement with David S. Seltzer N
10.2 Employment Agreement of William Peters ®)
10.3 Amendment No.1 to Employment Agreement of William Peters )
104 Amendment No. 2 to Employment Agreement of William Peters (10)
10.5 Employment Agreement of Bryce M. Harvey (11)
10.6 Amendment No. 1 to Employment Agreement of Bryce M. Harvey (12)
10.7 Employment Agreement of Gary M. April (13)
10.8 Employment Agreement of Davis S. Caskey (14)
*10.9 Supply Agreement for Dorzolamide Hydrochloride with Ragactives S.L.U. effective as of July 18, 2008.
Confidential Treatment has been requested for portions of this agreement. (15)
14.1 Code of Ethics (16)

*21.1 Subsidiaries of the Registrant
*23.1 Consent of Eisner LLP
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(a) Exhibit Page Number
Number Description of Document Foot-Notes

*31.1  Certification pursuant to Rule 13a-14 or 15d-14 of the Securities Exchange Act of 1934, as adopted

pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

*31.2  Certification pursuant to Rule 13a-14 or 15d-14 of the Securities Exchange Act of 1934, as adopted

pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

*32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350,

as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

M
@
3)

4

5)
©)
)
®)
©)
(10)
(1)
(12)
(13)
(14)

(15)
(16)

Filed herewith

Filed as Exhibit 3.1 to Hi-Tech Pharmacal Co., Inc. Annual Report on Form 10-K for the fiscal year ended April 30, 2003, and
incorporated herein by reference.

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

Filed as Exhibit 3.11 to Hi-Tech Pharmacal Co., Inc.’s Current Report on Form 8-K dated September 18, 2007, filed
September 21, 2007, and incorporated herein by reference.

Filed as Exhibit 10.1 to Hi-Tech Pharmacal Co., Inc. Registration Statement on Form S-1 (No. 33-47860) and incorporated
herein by reference.

Filed as Exhibit 10.2 to Hi-Tech Pharmacal Co., Inc. Registration Statement on Form S-1 (No. 33-47860) and incorporated
herein by reference.

Filed as Exhibit 10.1 to Hi-Tech Pharmacal Co., Inc. Quarterly Report on Form 10-Q for the quarterly period ended October 31,
1994 and incorporated herein by reference.

Filed as Exhibit 99.1 to Hi-Tech Pharmacal Co., Inc. Current Report on Form 8-K dated March 28, 2007, filed March 29, 2007,
and incorporated herein by reference.

Filed as Exhibit 10.1 to Hi-Tech Pharmacal Co., Inc. Quarterly Report on Form 10-Q for quarterly period ended July 31, 2005,
filed on September 9, 2005 and incorporated herein by reference.

Filed as Exhibit 99.1 to Hi-Tech Pharmacal Co., Inc. Current Report on Form 8-K dated October 30, 2007, filed on October 5,
2007, and incorporated herein by reference.

Filed as Exhibit 10.5 to Hi-Tech Pharmacal Co., Inc. Current Report on Form 8-K, dated June 23, 2009, filed on June 25, 2009,
and incorporated herein by reference.

Filed as Exhibit 10.6 to Hi-Tech Pharmacal Co., Inc. Current Report on Form 8-K, dated June 23, 2009, filed on June 25, 2009,
and incorporated herein by reference.

Filed as Exhibit 10.7 to Hi-Tech Pharmacal Co., Inc. Current Report on Form 8-K dated June 23, 2009, filed on June 25, 2009,
and incorporated herein by reference.

Filed as Exhibit 10.8 to Hi-Tech Pharmacal Co., Inc. Current Report on Form 8-K dated June 23, 2009, filed on June 25, 2009,
and incorporated herein by reference.

Filed as Exhibit 10.10 to Hi-Tech Pharmacal Co., Inc. Current Report on Form 8-K dated February 27, 2009, filed on May 13,
2009, and incorporated herein by reference.

Filed as Exhibit 10.9 to Hi-Tech Pharmacal Co., Inc. Annual Report on Form 10-K for fiscal year ended April 30, 2009

Filed as Exhibit 14.1 to Hi-Tech Pharmacal Co., Inc. Annual Report on Form 10-K for fiscal year ended April 30, 2008 and
incorporated herein by reference.
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SIGNATURES

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

Dated: July 17, 2009 HI-TECH PHARMACAL CO., INC.

By: /s/ David S. Seltzer

David S. Seltzer, Chief Executive Officer, President, Secretary &
Treasurer

By: /s/ William Peters

William Peters, Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following persons on
behalf of the Registrant and in the capacities and on the dates indicated.

/s/ David S. Seltzer July 17, 2009

David S. Seltzer, Chairman of the Board, Chief Executive Officer, President,
Treasurer, Secretary

/s/ Reuben Seltzer July 17, 2009

Reuben Seltzer, Director

/s/ Martin M. Goldwyn July 17,2009
Martin M. Goldwyn, Director

/s/ Yashar Hirshaut, M.D. July 17, 2009
Yashar Hirshaut, M.D., Director

/s/ Jack van Hulst July 17, 2009
Jack van Hulst, Director

/s/ Anthony J. Puglisi July 17, 2009
Anthony J. Puglisi, Director

/s/ Bruce W. Simpson July 17, 2009

Bruce W. Simpson, Director

72



EXHIBIT 21.1
SUBSIDIARIES OF THE COMPANY

‘Where
Name Incorporated

ECR PharmaceutiCals CO., INC. ..c.cooviciiiiiireeeiecereeeetesereresessessseeraesssevenessssssssssasssasssssssasssessessssassessssessesnsesnsesssessnessasssesses Delaware



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the Registration Statements of Hi-Tech Pharmacal Co., Inc. (the “Company”) on Form
S-8 (File No. 333-155407), on Form S-8 (File No. 333-139796) and Form S-8 (File No. 333-126872) of our report, dated July 16,
2009, with respect to our audits of the consolidated financial statements of the Company as of April 30, 2009 and 2008 and for each of
the years in the three-year period ended April 30, 2009, which express an unqualified opinion, and our report dated July 16, 2009 on
our audit of the Company’s internal control over financial reporting as of April 30, 2009, which expresses an adverse opinion on
internal control over financial reporting because of the existence of a material weakness as of April 30, 2009, included in this Annual
Report on Form 10-K.

Eisner LLP

New York, New York
July 16, 2009



EXHIBIT 31.1

CERTIFICATION PURSUANT TO RULE 13A-14 OR 15D-14 OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, David S. Seltzer, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Hi-Tech Pharmacal Co., Inc.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared,

b.  designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c.  evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d.  disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of the annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing
the equivalent functions):

a.  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b.  any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Dated: July 17, 2009

By: /s/ David S. Seltzer

David S. Seltzer
Chief Executive Officer



EXHIBIT 31.2
HI-TECH PHARMACAL CO., INC.

CERTIFICATION PURSUANT TO RULE 13A-14 OR 15D-14 OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, WILLIAM PETERS, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Hi-Tech Pharmacal Co., Inc.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared,

b.  designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c.  evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d.  disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of the annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing
the equivalent functions):

a.  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b.  any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Dated: July 17, 2009

By: /s/ William Peters

William Peters
Chief Financial Officer



EXHIBIT 32.1
HI-TECH PHARMACAL CO., INC.

CERTIFICATION PURSUANT TO 18 U. S. C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF
THE
SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned officers
of Hi-Tech Pharmacal Co., Inc. (the “Company™), hereby certify to such officers’ knowledge, that the Company’s Annual Report on
Form 10-K for the year ended April 30, 2009 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as
applicable, of the Securities Exchange Act of 1934 and that the information contained in the Report fairly presents, in all material
respects, the financial condition and results of operations of the Company.

Dated: July 17, 2009

/s/ David Seltzer
David Seltzer,
Chief Executive Officer

/s/ William Peters
William Peters,
Chief Financial Officer

This certification is being furnished solely pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.
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