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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this Report under the captitam 7, "Management's Discussion and Analysisimdncial Condition and Results of
Operations," Iltem 1, "Business", Iltem 3, "Legald@®dings" and elsewhere in this Report constitigievard-looking statements" within the
meaning of the Private Securities Litigation Refokat of 1995 (the "Reform Act"). Such forward-lookj statements involve known and
unknown risks, uncertainties and other factors tviniay cause the actual results, performance oegefents of Halsey Drug Co., Inc.
("Halsey" or the "Company"), or industry resultsbie materially different from any future resufieyformance, or achievements expressed or
implied by such forward-looking statements. Sudldes include, among others, the following: changageneral economic and business
conditions; loss of market share through competitiotroduction of competing products by other camigs; the timing of regulatory
approval and the introduction of new products ey @mmpany; changes in industry capacity; pressugices from competition or from
purchasers of the Company's products; regulatcsmgés in the generic pharmaceutical manufactunidgstry; regulatory obstacles to the
introduction of new products that are importanth® Company's growth; availability of qualified pennel; the loss of any significant
customers; and other factors both referenced ahceferenced in this Report. When used in this Reflee words "estimate," "project,”

"anticipate,” "expect," "intend," "believe," andrslar expressions are intended to identify forwhroking statements.
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PART |
ITEM 1. BUSINESS.
GENERAL

The Company, a New York corporation establishet9ig5, and its subsidiaries, are engaged in the faetuue, sale and distribution of
generic drugs. A generic drug is the chemical &edapeutic equivalent of a brand-name drug for Wwhiatent protection has expired. A
generic drug may only be manufactured and soldtémpts (and any additional government-granted ekaty periods) relating to the brand-
name equivalent of the generic drug have expiregereric drug is usually marketed under its gergr@mical name or under a brand name
developed by the generic manufacturer. The Compahy its generic drug products under its Halséglland under private-label
arrangements with drugstore chains and drug whielessaVhile subject to the same governmental stalsdar safety and efficacy as its
brand-name equivalent, a generic drug is usualty &oa price substantially below that of its braraine equivalent.

The Company manufactures its products at faciliiedew York and Indiana. During the last severdng, the Company has sought to
diversify its businesses through strategic acquaisstand alliances and through the developmentufaature and sale of bulk chemical
products used by others as raw materials in theufaature of finished drug forms.

RECENT EVENTS
Regulatory Compliance

During the past several years, the Company's bssimags been adversely affected by the discovergrafus manufacturing and record
keeping problems identified with certain productsnufactured at its Brooklyn, New York plant. In Gle¢r 1991, the U.S. Food and Drug
Administration (the "FDA") placed the Company oe DA's Application Integrity Policy list and itestrictions (collectively, the "AIP").
Under the AIP, the FDA suspended all of the pacentpany's applications for new drug approvals uidicig Abbreviate New Drug
Applications ("ANDAs") and Supplements to ANDAs. fing the period that followed, the U.S. Departmaindustice ("DOJ") conducted an
investigation into the manufacturing and recordpkeg practices at the Company's Brooklyn plantaA®nsequence, on June 21, 1993, the
Company entered into a plea agreement (the "Pleaehgent”) with the DOJ to resolve the DOJ's ingeditbn. Under the terms of the Plea
Agreement, the Company agreed to plead guiltyv® ¢ounts of adulteration of a single drug prodinipped in interstate commerce and
related record keeping violations. The Plea Agregraiso required the Company to pay a fine of $2,800 over five years in quarterly
installments of $125,000 commencing in Septemb8B18s of February 28, 1998, the Company was iaulebf the payment terms of the
Plea Agreement and had made payments aggregati@gdE®. On March 27, 1998, the Company and the §ighkd a Letter Agreement
serving to amend the Plea Agreement relating taeiras of the Company's satisfaction of the firmeased under the Plea Agreement. The
Letter Agreement provides, among other things, tth@iCompany will satisfy the remaining $2,150,00the fine through the payment of
$25,000 on a monthly basis commencing June 1, 888, interest on the outstanding balance. Semm"teManagement's Discussion and
Analysis of Financial Condition and Results of Cqiiems--Liquidity and Capital Resources" for a mdegailed description of the Letter
Amendment to the Plea Agreement between the DOJhenGompany.

On June 29, 1993, the Company entered into a codseree (the "Consent Decree") with the U.S. Awtgrfor the Eastern District of New
York on behalf of the FDA that resulted from the&A®investigation into the Brooklyn plant's complia with the FDA's Current Good
Manufacturing Practices ("CGMP") regulations. Untler terms of the Consent Decree, the Company njaged from shipping any solid
dosage drug products (i.e., excluding liquid droigrfulations) manufactured at the Brooklyn planilihe Company established, to the
satisfaction of the FDA, that the methods usedin the facilities and controls used for, manufaety processing, packing, labeling and
holding any drug, were established, operated, dndrastered in conformity with the Federal Foodufrand Cosmetic Act and all CGMP
Regulations. As part of satisfying these requiretsiehe Company was required to validate the matwuifimg processes for each solid dosage
drug product prior to manufacturing and shipping dinug product.

On October 23, 1996, the Company withdrew fout®fNDASs, including its ANDA (the "Capsules ANDAfor
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acetaminophen/oxycodone capsules (the "Capsubesi)halted sales of the affected products. Nes sdved from the withdrawn Capsule
ANDA were approximately $3 million and $8 millioorfthe years ended December 31, 1996 and Decerhib&885, respectively, and
accounted for approximately 24% and 40% of the Camgls total net sales during such twelve monthogleriThe Company instituted the
withdrawal of the Capsule ANDA at the suggestiothef FDA and in anticipation of its release frora &kiP. At the FDA's suggestion, the
Company retained outside consultants to perforidialassessments of its drug applications. Théeeah October 1996, the FDA
recommended that several applications, includiegGhpsule ANDA, be withdrawn. As a basis for itsisien, the FDA cited questionable
and incomplete data submitted in connection withapplications. The FDA indicated that the withdabef the four ANDAS was necessary
for the release of the Company from the AIP. ThéFOrther required submission by the Company ofoar€ctive Action Plan, which was
prepared and submitted by the Company and accégtdt FDA.

On December 19, 1996, the FDA released the Comfranythe AIP. As a consequence, for the first tsimece October 1991, the Company
was permitted to submit ANDAs to the FDA for revieBince its release from the AIP in December 189®ugh the fiscal year ended
December 31, 1999, the Company submitted 9 ANDAsdaiew by the FDA, including a new ANDA with resgi to the Capsules. During
the period from the Company's release from thetal®arch 31, 2000, the Company received the foll@yANDA approvals, all of which
relate to ANDA filings made with the FDA subsequemthe Company's release from the AlP:

PRODUCT NAME

(DRUG CLASS) STRENG TH TRADE NAME STATUS

Hydrocodone Bitartate and.............. 5mg/500m g Vicodin(R)(1)  FDA approval of ANDA re ceived
Acetaminophen Tablets September 26, 1997.
(narcotic analgesic)

Hydrocodone Bitartate and.............. 7.5mg/75 Omg VicodinES(R)(1) FDA approval of ANDA re ceived
Acetaminophen Tablets September 26, 1997
(narcotic analgesic)

Hydrocodone Bitartate and.............. 7.5mg/65 Omg Lorcet FDA approval of ANDA re ceived
Acetaminophen Tablets, CllI Plus(R)(2) November 26, 1997.
(narcotic analgesic)

Hydrocodone Bitartrate and............. 10mg/650 mg Lorcet(R)(2) FDA approval of ANDA re ceived
Acetaminophen Tablets, CllI November 26, 1997.
(narcotic analgesic)

Oxycodone HCl and...................... 5mg/50mg Tylox(R)(3) FDA approval of ANDA re ceived
Acetaminophen Capsules, ClI January 22, 1998.
(narcotic analgesic)

Oxycodone HCI/Oxycodone................ 4.5mg/32 5mm  Percodan(R)(4) FDA approval of ANDA re ceived
Terephthalate Tablets, ClI July 24, 1998

(narcotic analgesic)



Prednisolone Syrup, USP................ 15mg/15m Prelone(R)(5)  FDA approval of ANDA

(systemic costicosteroid) received May 28, 1999
Hydrocodone Bitartrate and............. 5 mg/1.5 mg/5ml  Hydocan(R)(6) FDA approval of ANDA
Homatropine Methylbromide Syrup received July 21, 1999
(antitussive)

(1) Registered trademark of Knoll Pharmaceutical Co

(2) Registered trademark of Forest Laboratories, In

(3) Registered trademark of McNeil Consumer Progl@@mpany
(4) Registered Trademark of DuPont Merck

(5) Registered Trademark of Muro Pharmaceuticalts, |

(6) Registered Trademark of Endo Pharmaceuticads, |

During the fiscal year ended December 31, 1999Cimmpany submitted 1 ANDA for review by the FDA.eT@ompany anticipates the
submission during fiscal 2000 of 9 ANDA supplememtsmendments. These supplements and amendmiatéstoethe transfer of existing
ANDAs from the Company's Brooklyn facility to itso8gers facility as well as the transfer of certaMDAS obtained from Barr
Laboratories. Although the Company has been suftdésgeceiving the ANDA approvals described abagugce its release from the AIP in
December 1996, there can be no assurance thaf @synewly submitted ANDASs, or supplements or as@ents thereto or those
contemplated to be submitted, will be approvedhigyRDA. The Company will not be permitted to markey new product unless and until
the FDA approves the ANDA relating to such prodéetilure to obtain FDA approval for the Companyesging ANDAS, or a significant
delay in obtaining such approval, would adverséflgca the Company's business operations and fiahoondition.

Strategic Alliance with Watson Pharmaceuticals

On March 29, 2000, the Company completed variaadegiic alliance transactions with Watson Pharmiézas, Inc. ("Watson"). The
transactions with Watson provided for Watson's pase of a certain pending ANDA from the Company Vi@atson's rights to negotiate for
Halsey to manufacture and supply certain identifigdre products to be developed by Halsey, fordtfals marketing and sale of the
Company's core products and for Watson's exterfiars17,500,000 term loan to the Company.

The product acquisition portion of the transactiaith Watson provided for Halsey's sale of a pegdMNDA and related rights (the
"Product") to Watson for aggregate consideratiofik,500,000 (the "Product Acquisition Agreememy.part of the execution of the
Product Acquisition Agreement, the Company and \WWaexecuted ten year supply agreements coveringdiive pharmaceutical ingredient
("API") and finished dosage form of the Productquamt to which Halsey, at Watson's discretion, miéinufacture and supply Watson's
requirements for the Product API and, where th@®bAPI is sourced from the Company, finish dosagms of the Product. The purchase
price for the Product is payable in three approxélyeequal installments as certain milestones ehéeaed.

The Company and Watson also executed a rightsifriggotiation agreement providing Watson withrst fight to negotiate the terms under
which the Company would manufacture and supplyagespecified APIs and finished dosage productsetdeveloped by the Company. The
right of first negotiation agreement provides thpbn Watson's exercise of
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its right to negotiate for the supply of a partarubroduct, the parties will negotiate the spec#itns of the manufacturing and supply
arrangement, including price, minimum purchase irequents, if any, territory and term. In the evéfdtson does not exercise its right of 1
negotiation upon receipt of written notice from tbempany as to its receipt of applicable governieapiproval relating to a covered prod
or in the event the parties are unable to reachesgent on the material terms of a supply arrangemaating to such product within sixty
(60) days of Watson's exercise of its right to riege for such product, the Company may negotiatie third parties for the supply, market
and sale of the applicable product. The right it fnegotiation agreement has a term of ten ysalgect to extension in the absence of wr
notice from either party for two additional pericafsfive years each. The right of first negotiateagreement applies only to API and finished
dosage products identified in the agreement and doeotherwise prohibit the Company from develgpils or finished dosage products
for itself or third parties.

The Company and Watson also completed a manufagtarid supply agreement providing for Watson's etarg and sale of the Company's
existing core products portfolio (the "Core Produstipply Agreement"). The Core Products Supply Agrent obligates Watson to purchase
a minimum amount of approximately $18,363,000 (fd@mimum Purchase Agreement") in core products fithe Company, in equal
quarterly installments over a period of 18 monthge (Minimum Purchase Period"). At the expiratidriree Minimum Purchase Period if
Watson does not continue to satisfy the MinimumcRase Amount, the Company may market and selldreroducts on its own or throt

a third party. Pending the Company's developmetitraceipt of regulatory approval for its APls amidsghed dosage products currently under
development, including, without limitation, the Bt sold to Watson, and the marketing and sagaofe, of which there can be no
assurance, substantially all the Company's revenilelse derived from the Core Products Supply Agnent with Watson.

The final component of the Company's strategiaadle with Watson provided for Watson's extensioa $17,500,000 term loan to the
Company. The loan will be funded in installmentsmiphe Company's request for advances and thesiwavio Watson of a supporting use
proceeds relating to each such advance. The laatiged by a first lien on all of the Company&sets senior to the lien securing all other
Company indebtedness, carries a floating ratetefést equal to prime plus two percent and matomeglarch 31, 2003. The net proceeds
from the term loan will, in large part, be usedipgrade and equip the APl manufacturing facilitydoiuba, Inc., the Company's wholly-
owned subsidiary, to upgrade and equip the Comp&@ungers, New York leased facility, to satisfy mpimately $3,300,000 in bridge
financing provided by Galen Partners and for wagkiapital to fund continued operations. See "ltem

7. Management's Discussion and Analysis of Findi@oadition and Results of Operations" for a moe¢aded discussion of the $17,500,000
term loan from Watson.

Private Offering

On May 26, 1999, the Company consummated a proféeeing of securities for an aggregate purchassemf up to $22.8 million (the
"Oracle offering"). The securities issued in the€ke Offering consisted of five percent convertigdmior secured debentures (the "1999
Debentures") and common stock purchase warrargs'{#09 Warrants"). The 1999 Debentures and 1998ais were issued by the
Company pursuant to a certain Debenture and WaPnanthase Agreement dated May 26, 1999 (the "ORaalehase Agreement”) by and
among the Company, Oracle Strategic Partners,(I(Pacle™) and such other investors in the Compaharch 10, 1998 offering electing to
participate in the Oracle Offering (inclusive ofa@le, collectively, the "Oracle Investor Group").

The 1999 Debentures were issued at par and witiheadue and payable as to principle on March 183 28pproximately $12.8 million in
principle amount of the 1999 Debentures were issuelllay 26, 1999. Interest on the principle amafrthe 1999 Debentures, at the rate of
5% per annum, is payable on a quarterly basis.

The maximum principal amount of the 1999 Debentaresconvertible into shares of the Company's comstack at a conversion price of
$1.404 per share, for an aggregate of up to apmately 16,283,694 shares of the Company's comnoak.sthe 1999 Warrants are
exercisable for an aggregate of approximately 4818Bshares of the Company's common stock. Of sactants, 2,309,351 warrants are
exercisable at $1.404 per share and the remain8@PB51 warrants are exercisable at $2.279 peeshhe 1999 Debentures and 1999
Warrants are convertible and exercisable, respagtifor an aggregate of approximately 20,902,386 as of the Company's common stock.
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Of the $22.8 million to be invested pursuant to@racle Purchase Agreement, $5,000,000 was fung@tdécle on May 26, 1999, the clos
date of the Oracle Purchase Agreement, and aneuali$5,000,000 was funded on July 27, 1999. Onc&0, 2000, the Company and
Oracle executed a Release Agreement releasingeraah its obligation to make the remaining investiinof $5,000,000 pursuant to the
Oracle Purchase Agreement. After giving effectim Release Agreement with Oracle, the 1999 Debesmand 1999 Warrants are convert
and exercisable, respectively, for an aggregasmpfoximately 16,331,043 shares of the Companytsmoan stock.

In addition to the $10,000,000 investment made yc@ pursuant to the Oracle Purchase Agreemepiogimately $7,037,000 of the 1999
Debentures issues pursuant to the Oracle Purchgrgement were issued in exchange for the surresfdelike amount of principle and
accrued interest outstanding under the Company'\gectible promissory notes issued pursuant to varhridge loan transactions with Galen
Partners, Ill, L.P., Galen Partners InternatioHglL.P., Galen Employee Fund, L.P. (collectivelgalen Partners") and certain other
investors, in the aggregate amount of $10,104,1tihgl the period from August, 1998 through andudahg May, 1999 (the "Galen Bridge
Loans"). The remaining balance of the Galen Bridgans in the principal amount of $3,495,001 plusaed and unpaid interest were
satisfied with a portion of the proceeds of Oracéeicond $5,000,000 installment on made July 299 p@rsuant to the Oracle Purchase
Agreement.

Acquisition of Product ANDASs

On April 16, 1999, the Company completed an actjoisagreement with Barr Laboratories, Inc. ("Baptoviding for the Company's
purchase of the rights to 50 pharmaceutical prad(ibe "Barr Products"). Under the terms of theu@ition agreement with Barr, the
Company acquired all of Barr's rights in the BanwdRicts, including all related governmental appteymcluding ANDAS) and related
technical data and information. In considerationtfie acquisition of the Barr Products, the Compiaayed to Barr a common stock purchase
warrant exercisable for 500,000 shares of the Cogipa&ommon stock having an exercise price of $5Qq&r share (the fair market value of
the Common Stock on the date of issuance) and aviarm of five years. The acquisition agreemadtit ®arr also allows Barr to purchase
any of the Barr Products manufactured by the Comfama period of five years.

The Barr Products acquired by the Company wereiquely marketed by Barr, prior to its decision tategically refocus its generic product
portfolio several years ago. While the Barr Prodwtiver a broad range of therapeutic applicatiodsaae the subject of approved ANDAs,
the Company will be required to obtain approvahirthe U.S. Food and Drug Administration ("FDA")germit manufacture and sale of any
of the Barr Products, including site specific apaloThe Company initially has identified 8 of theoducts for which it will devote substant
effort in seeking approval from the FDA for manutae and sale. The Company estimates that certdirese Barr Product will be available
for sale in the fourth quarter of 2000, althoughassurance can be given that any of the Barr Pteavilt receive FDA approval or that if
approved, that the Company will be successful innttanufacture and sale of the such productsthti€ompany's intention to continue to
evaluate the remaining Barr Products on an ongo#sis to assess their prospects for commerciaizatnd likelihood of obtaining regulatc
approval.

Cessation and Relocation of Brooklyn, New York Opeations

On March 22, 2000 the Company executed a Leaseifiation and Settlement Agreement with the landlwfrthe Company's Brooklyn, Ne
York manufacturing facility (the "Settlement Agreemt"). The Settlement Agreement provides for tiiydarmination of the lease covering
the Brooklyn facility and provides the Company wiitle time necessary to transfer operations to thragany's Congers, New York facility
and cease all manufacturing, research and develupaned warehouse operations currently conduct@&ltaoklyn. The Settlement Agreement
provides for the termination of the Brooklyn fatsillease on August 31, 2000, subject to the Compaight to extend the term to March 31,
2001. The original lease provided for a term exgiDecember 31, 2005 with a rental payment obbgatif $6,715,000 during the period
from September 1, 2000 through December 31, 2005.

The Settlement Agreement provided for the Compawaysnent of a termination fee of $1,150,000, theaade payment of rent through
August 31, 2000 and the deposit of a restoraticrogsof $200,000 to be used for facility repaireeTCompany also deposited $390,600 in
escrow with its counsel. This escrow amount reprissthe rental payments for the period Septemb20@0 through March 31, 2001 and will
be returned to the Company in the event it vadhies



Brooklyn facility on or prior to August 31, 2000h& Company recorded a total charge against earofraygproximately $3,220,000 resulting
from the elimination of its Brooklyn, New York ogions. See "ltem 7. Management's Discussion aralyAis of Financial Condition and
Results of Operations" for a more detailed disarssf this charge against earnings.

Lease of Congers, New York Facility

Effective March 22, 1999, the Company leased, Bsteaant, a pharmaceutical manufacturing faciigated in Congers, New York (the
"Congers Facility") from Par Pharmaceuticals, [fiPar") pursuant to an Agreement to Lease (the $€8a The Congers Facility contains
office, warehouse and manufacturing space andpsapnately 35,000 square feet. The Lease proviolea term of three years, with a two
year renewal option and provides for annual fixexat of $500,000 per year during the primary terrthefLease and $600,000 per year du
the option period. The Lease also covers certaimufia@turing and related equipment previously useBdr in its operations at the Congers
Facility (the "Leased Equipment”). In connectiorthwthe execution of the Lease, the Company aneé®tared into a certain Option
Agreement pursuant to which the Company may puectizes Congers Facility and the Lease Equipmentyatime during the lease term for
$5 million.

As part of the execution of the Lease, the Comparty/Par entered into a certain Manufacturing amplyuAgreement (the "M&S
Agreement") having a minimum term of twenty sevemnths. The M&S Agreement provides for the Compaogtgract manufacture of
certain designated products manufactured by Plheafongers Facility prior to the effective datdled Lease. The M&S Agreement also
provides that Par will purchase a minimum of $1,080 in product during the initial 18 months of thgreement. The M&S Agreement
further provides that the Company will not manufiaet supply, develop or distribute the designatediypcts to be supplied by the Company
to Par under the M&S Agreement to or for any ottenson for a period of three years.

PRODUCTS AND PRODUCT DEVELOPMENT
Generic Drug Products

The Company historically has manufactured and adicbad range of prescription and over-the-couigg products. The Company's
pharmaceutical product list currently includestaltof approximately 31 products, consisting ofd@kage forms and strengths of prescription
drugs and 10 dosage forms and strengths of overetheter drugs. Each dosage form and strengttpafticular drug is considered in the
industry to be a separate drug product. The Compalnyg products are sold in various forms, inalgdiquid and powder preparations,
compressed tablets and two-piece, hard-shelledizps

Most of the generic drug products manufacturechiey@Gompany can be classified within one of theofeihg categories:
1. Antibiotics,

2. Narcotic analgesics,

3. Anti-infective and anti-tubercular drugs,

4. Antihistamines and antihistaminic decongestants,

5. Antitussives, or

6. Steroids

During fiscal 1999, sales of antibiotics and naicahalgesics accounted for approximately 67% t@fl toet sales during such year. The
Company anticipates that sales of antibiotics aardatic analgesics will continue to represent aificant portion of the Company's revenue.
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The Company's development strategy for new drudymis has been to focus on the development ofadbrange of generic form drugs,
each of which

(i) has developed a solid market acceptance witida base of customers, (ii) can be sold on a f@aloifé basis notwithstanding intense
competition from other drug manufacturers, andl i§iino longer under patent protection. The Comgaasyalso diversified its current product
line to include some less widely prescribed drugavhich limited competition might be expectechil& the Company will continue the
development of its finished goods pharmaceuticalri®ss, including the rehabilitation of the prodablDAs acquired from Barr, the
Company's will dedicate increasing resources teipansion and enhancement of its operations devotthe development and manufacture
of APIs for use in the Company's finished dosagelpcts as well as for sale to third party pharmacaluicompanies, including Watson, in
form and API and finished dosage products.

Development activities for each new generic drugdpct begin several years in advance of the patgritation date of the brand-name drug
equivalent. This is because the profitability ofeav generic drug usually depends on the abilitthefCompany to obtain FDA approval to
market that drug product upon or immediately atterpatent expiration date of the equivalent braahe drug. Being among the first to
market a new generic drug product is vital to theitability of the product. As other off-patentudy manufacturers receive FDA approvals on
competing generic products, prices and revenuésaiydecline. Accordingly, the Company's abilityattain profitable operations will, in
large part, depend on its ability to develop arttbituce new products, the timing of receipt of FBgproval of such products and the number
and timing of FDA approvals for competing products.

Active Pharmaceutical Ingredients

In the last few years, the Company has increasesffibrts to develop and manufacture APIs, alsanknas bulk chemical products. The
development and sale of APIs generally is not sutligethe same level of regulation as is the dgaralent and sale of drug products.
Accordingly, APIs may be brought to market substdiytsooner than drug products. As described utiieicaption "Recent Events -
Strategic Alliance with Watson Pharmaceuticals"vayahe Company is a party to agreements with Wiawarmaceuticals providing for
Watson's right to negotiate for a supply of sefdets currently in development and to be developethe Company. In addition to its alliar
with Watson, it is the Company's intention to depefPIs for its own manufacture and sale (both Rl And finished dosage form) and in
partnership with other pharmaceutical manufacturrsignificant portion of the net proceeds frome tVatson loan transaction described
above will be devoted to the upgrade of its Culredjana manufacturing facility operated by its Hawsubsidiary, including HVAC,
equipment and operational upgrades. During fise@P] all of the Company's revenues were deliveraah the sale of finished dosage
products. It is the Company's expectation thabimnection with a strategic alliance with Watson atiter API development efforts, in
addition to assisting in the expansion of the Camyfsaline of finished products, the Company wilhgeate revenues from the sale of APIs
starting in the latter part of 2000 and such reeesegment will likely increase thereafter as a @atiage of total revenue.

RESEARCH AND DEVELOPMENT

The Company currently conducts research and dewedopactivities at each of its Brooklyn and Indidaeilities. Once the cessation and
relocation of the Company's Brooklyn, New York aa@ns are completed, the Company's research aradogenent activities previously
conducted in Brooklyn will be transferred to itsrgers, New York facility. The Company's researcti davelopment activities consist
primarily of new generic drug product developméifdrés and manufacturing process improvementsdthalopment for sale of new
chemical products and the development of APIs. Newg product development activities are primarilgdted at conducting research stut
to develop generic drug formulations, reviewing #sting such formulations for therapeutic equimaésto brand name products and
additional testing in areas such as bioavailabibigequivalence and shelf-life. For fiscal yea®94, 1998 and 1997, total research and
development expenditures were $1,075,000, $65130005979,000, respectively. During 2000, the Comiganresearch and development
efforts will cover finished dosage products and $\idla variety of therapeutic applications.

As of March 31, 2000, the Company maintained atfoike staff of 11 in its Research and Developmesp@tments.
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MARKETING AND CUSTOMERS

The application of the AIP to the Company's operstiuntil December 1996, combined with the Compaoghtinuing operating losses and
lack of adequate working capital during fiscal 18®id the first quarter of 1998 resulted in the Canys inability to maintain sufficient raw
materials and finish goods inventories to permat@ompany to actively solicit customer orders, ahen orders were received, to fill such
orders promptly. Following the completion in Mart®98 of the offering with Galen Partners (the "@aBffering"), new Management
adopted a marketing strategy focused on develagmagmaintaining sufficient raw materials and fingglods inventories so as to permit a
targeted sales effort by the Company to a corepoust group, with an emphasis on quality, promptipod delivery and excellent customer
service.

The strategic alliance with Watson entered intdvtamch 29, 2000 provides for the Company's core petslportfolio to be sold by Watson's
sales force under Watson's label. Accordingly,@Gbenpany intends to discontinue sales efforts adeghroducts. The two companies are
working together during the second quarter of 2(@0€ffect an orderly transition of existing salgseements and orders from Halsey to
Watson. The Company continues to perform limitedti@xt manufacturing of certain non-core produotsother pharmaceutical companies.

During 1999, the Company had net sales to two ousts aggregating approximately 25.3% of total sdlbe Company believes that the loss
of these customers would have a material advefeetefn the Company. During 1998 the Company hadales to two customers,
aggregating 19.1% of total sales. During 1997 Ghenpany had net sales to one customer in excel3%6fof total sales, aggregating 22.3%
of total sales.

The estimated dollar amount of the backlog of ader future delivery as of March 31, 2000 was agpnately $800,000 as compared with
approximately $500,000 as of March 15, 1999. Algitothese orders are subject to cancellation, manegieexpects to fill substantially all
orders by the second quarter of 2000. The incrizatt'2 Company's backlog as of March 31, 2000 coatpto that in 1999 is largely a
function of an increase in market penetration.

GOVERNMENT REGULATION
General

All pharmaceutical manufacturers, including the @amy, are subject to extensive regulation by tréeFa government, principally by the
FDA, and, to a lesser extent, by state and loce¢gonents. Additionally, the Company is subjectxtensive regulation by the U.S. Drug
Enforcement Agency ("DEA") as a manufacturer oftonlied substances. The Company cannot prediotttent to which it may be affected
by legislative and other regulatory developmentsceoning its products and the healthcare industnecrlly. The Federal Food, Drug, and
Cosmetic Act, the Generic Drug Enforcement Act @92, the Controlled Substance Act and other Fedéaitiites and regulations govern or
influence the testing, manufacture, safe labeborage, record keeping, approval, pricing, adsiagi, promotion, sale and distribution of
pharmaceutical products. Noncompliance with applEaequirements can result in fines, recall oz of products, criminal proceedings,
total or partial suspension of production, and seff the government to enter into supply consgractto approve new drug applications. The
FDA also has the authority to revoke approvalses lrug applications. The ANDA drug development apgroval process now averages
approximately eight months to two years. The aparpvocedures are generally costly and time consgmi

FDA approval is required before any "new drug," thlee prescription or over-thesunter, can be marketed. A "new drug" is one eoegally
recognized by qualified experts as safe and effedtr its intended use. Such general recognitiostrhe based on published adequate and
well controlled clinical investigations. No "newudy" may be introduced into commerce without FDArappl. A drug which is the "generic”
equivalent of a previously approved prescriptiomgdalso will require FDA approval. Furthermore, ledosage form of a specific generic
drug product requires separate approval by the RD&eneral, as discussed below, less costly amel tonsuming approval procedures may
be used for generic equivalents as compared tmtiowative products. Among the requirements foigdapproval is that the prospective
manufacturer's methods must conform to the CGMEBVIBs apply to the manufacture, receiving, holding shipping of all drugs, whether
or not approved by the FDA. CGMPs must be followedll times during which the drug is manufacturbd.ensure full compliance with
standards, some of which are set forth in reguiatithe Company must continue to expend time, maneyeffort in the areas of production
and quality control. Failure to so comply risksayed in approval of drugs, disqualification frompdility to sell to the government, and
possible FDA enforcement actions, such as an itjpmagainst shipment of the Company's productss#izure of noncomplying drug
products, and/or, in serious

11



cases, criminal prosecution. The Company's maruagt facilities are subject to periodic inspectlmnthe FDA.

In addition to the regulatory approval process,Gloenpany is subject to regulation under Federatesind local laws, including requirements
regarding occupational safety, laboratory practieesironmental protection and hazardous substemctol, and may be subject to other
present and future local, state, Federal and fonedgulations, including possible future regulasiarf the pharmaceutical industry.

Drug Approvals
There are currently three ways to obtain FDA apako¥ a new drug.

1. New Drug Applications ("NDA"). Unless one of theocedures discussed in paragraph 2 or 3 belewaigable, a prospective manufactu
must conduct and submit to the FDA complete clinstadies to prove a drug's safety and efficacyddition to the bioavailability and/or
bioequivalence studies discussed below, and msstsalbmit to the FDA information about manufactgnimactices, the chemical make-up of
the drug and labeling.

2. Abbreviated New Drug Applications ("ANDA"). Tharug Price Competition and Patent Term Restoraticinof 1984 (the "1984 Act")
established the ANDA procedure for obtaining FDAmyal for those drugs that are off-patent or whesglusivity has expired and that are
bioequivalent to brand-name drugs. An ANDA is sanilo an NDA, except that the FDA waives the regient of conducting complete
clinical studies of safety and efficacy, althougmay require expanded clinical bioavailability &rdioequivalence studies. "Bioavailabilil
means the rate of absorption and levels of conagaitr of a drug in the blood stream needed to medutherapeutic effect. "Bioequivalence"
means equivalence in bioavailability between twagdproducts. In general, an ANDA will be approvedyaipon a showing that the generic
drug covered by the ANDA is bioequivalent to the\pously approved version of the drug, i.e., thattate of absorption and the levels of
concentration of a generic drug in the body arestattially equivalent to those of a previously awed equivalent drug. The principle
advantage of this approval mechanism is that an AMpplicant is not required to conduct the samelprieal and clinical studies to
demonstrate that the product is safe and effeftivits intended use.

The 1984 Act, in addition to establishing the ANPfocedure, created new statutory protections fprad brand-name drugs. In general,
under the 1984 Act, approval of an ANDA for a génerug may not be made effective until all prodatl use patents listed with the FDA
for the equivalent brand name drug have expirditboe been determined to be invalid or unenforcedtbie only exceptions are situations in
which the ANDA applicant successfully challenges talidity or absence of infringement of the patmd either the patent holder does not
file suit or litigation extends more than 30 mondifier notice of the challenge was received bypdtent holder. Prior to enactment of the
1984 Act, the FDA gave no consideration to the miag&atus of a previously approved drug. Additibnainder the 1984 Act, if specific
criteria are met, the term of a product or usengatevering a drug may be extended up to five yeacompensate the patent holder for the
reduction of the effective market life of that pattdue to federal regulatory review. With respeatértain drugs not covered by patents, the
1984 Act sets specified time periods of two toytears during which approvals of ANDASs for geneniagk cannot become effective or, ur
certain circumstances, ANDAs cannot be filed if dogiivalent brand-name drug was approved afterdbee31, 1981.

3. "Paper" NDA. An alternative NDA procedure is yicked by the 1984 Act whereby the applicant may &l published literature and more
limited testing requirements. While that alternatsometimes provides advantages over the ANDA pieg it is not frequently used.

Generic Drug Enforcement Act

As a result of hearings and investigations concerilie activities of the generic drug industry #melFDA's generic drug approval process,
Congress enacted the Generic Drug Enforcement fA@9® (the "Generic Drug Act"). The Generic DrugtA&onfers significant new
authority upon the FDA to impose debarment and pinalties for individuals and companies who cotrgaitain illegal acts relating to the
generic drug approval process.

The Generic Drug Act requires the mandatory debatmiecompanies or individuals convicted of a feddéelony for conduct relating to the
development or approval of any ANDA, and givesHDEA discretion to debar corporations or
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individuals for similar conduct resulting in a fedbemisdemeanor or state felony conviction. The FD&y not accept or review during the
period of debarment (one to ten years in the chssaadatory, or up to five years in the case ofipssive, debarment of a corporation) any
ANDA submitted by or with the assistance of theatedd corporation or individual. The Generic Drugt Also provides for temporary denial
of approval of generic drug applications during itheestigation of crimes that could lead to debarmmn addition, in more limited
circumstances, the Generic Drug Act provides fapsmsion of the marketing of drugs under approwgtgc drug applications sponsored
affected companies. The Generic Drug Act also plewifor fines and confers authority on the FDA tthdraw, under certain circumstances,
approval of a previously granted ANDA if the FDAdis that the ANDA was obtained through false oleading statements. The Company
was not debarred as a result of the FDA investigatind settlement and the Consent Decree withBi#ferRakes no provision therefor.

Healthcare Reform

Several legislative proposals to address the risoggs of healthcare have been introduced in Cesgird several state legislatures. Many of
such proposals include various insurance marketmed, the requirement that businesses providethemltirance coverage for all their
employees, significant reductions in the growtliutfire Medicare and Medicaid expenditures, anagémt government cost controls that
would directly control insurance premiums and iadity affect the fees of hospitals, physicians atier healthcare providers. Such propo
could adversely affect the Company's businessrgng other things, reducing the demand, and tleegpaid, for pharmaceutical products
such as those produced and marketed by the Compdditionally, other developments, such as (i) ddeption of a nationalized health
insurance system or a single payor system, (iingha in needs-based medical assistance prograiii§), @reater prevalence of capitated
reimbursement of healthcare providers, could aglgfect the demand for the Company's products.

COMPETITION

The Company competes in varying degrees with nuasecompanies in the health care industry, includitigr manufacturers of generic
drugs (among which are divisions of several maf@rmaceutical companies) and manufacturers of bnante drugs. Many of the
Company's competitors have substantially greatantiial and other resources and are able to expenel money and effort than the
Company in areas such as marketing and productajeuent. Although a company with greater resouvadisiot necessarily receive FDA
approval for a particular generic drug before iiteBer competitors, relatively large research aedetbpment expenditures enable a company
to support many FDA applications simultaneouslgréfvy improving the likelihood of being among thrstfto obtain approval of at least
some generic drugs.

One of the principal competitive factors in the gen pharmaceutical market is the ability to intiod generic versions of brand-name drugs
promptly after a patent expires. The Company bebehat it was at a competitive disadvantage iistielease from the AIP program and the
FDA's resumption of review of ANDAs submitted byt@ompany's Brooklyn plant. See "Government ReguiaGeneric Drug

Enforcement Act" above. Other competitive factorghie generic pharmaceutical market are price,tyushd customer service (including
maintenance of sufficient inventories for timelyideries).

RAW MATERIALS

The raw materials essential to the Company's bssiage bulk pharmaceutical chemicals purchased fitomerous sources. Raw materials
generally available from several sources. The Fedizug application process requires specificatibraw material suppliers. If raw materials
from a supplier specified in a drug application &ty become unavailable on commercially acceptaibias, FDA supplemental approval ¢
new supplier would be required. During 1999 and8198e Company purchased approximately $1,107,86052,583,000, respectively, of
raw materials (constituting 15% and 29%, respeltj\a its aggregate purchases of raw materiatghfMallinckrodt. Although the Compai

is now able to submit supplements to the FDA ireotd allow the Company to purchase raw materiais falternate sources, there can be no
assurance that if the Company were unable to aoatio purchase raw materials from this supplieat the Company would be successful in
receiving FDA approval to such supplement or thatauld not face difficulties in obtaining raw megds on commercially acceptable terms.
Failure to receive FDA approval for, and to locate acceptable alternative source of raw matenialdd have a material adverse effect on
the Company.
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The DEA limits the quantity of the Company's invates of certain raw materials used in the produnctif controlled substances based on
historical sales data. In view of the Company'ently depressed sales volume, these DEA limitateangd increase the likelihood of raw
material shortages and of manufacturing delaykeretvent the Company experiences increased sdlgs&or is required to find new
suppliers of these raw materials.

SUBSIDIARIES

The Company's Indiana manufacturing operationgamneucted by Houba, Inc., an Indiana corporatiahwholly-owned subsidiary of the
Company. Halsey Pharmaceuticals, Inc., a Delawamgocation, is a wholly-owned subsidiary which isrently inactive. The Company also
has the following additional subsidiaries, eaclwbich is currently inactive and anticipated to liesdlved during the remainder of the 2000
fiscal year: Indiana Fine Chemicals CorporatiobDedaware corporation, H.R. Cenci Laboratories,,lacCalifornia corporation, Cenci
Powder Products, Inc., a Delaware corporation, Bluess Products, Inc., a New York corporation, @hd Medi-Gum Corporation, a
Delaware corporation.

EMPLOYEES

As of March 31, 2000, the Company had approximat@§ full-time employees. Approximately 39 emplay@ee administrative and
professional personnel and the balance are in ptmfuand shipping. Among the professional pershririeare engaged in research and
product development. Approximately 46 employeat@iCompany's Brooklyn facility are representedbigcal collective bargaining unit.
The collective bargaining agreement between the izamy and the union was extended on March 5, 1¥8éctive to July 2, 1997) and
expires June 30, 2000. As discussed above undeafitn "Recent Events - Cessation and Relocati@rooklyn, New York Operations",
the Company is in the process of ceasing opera#ibits leased facility in Brooklyn, New York. Ti@mpany estimates that it will complete
its relocation of the operations conducted in Bigioko its Congers, New York facility by August 31000. After giving effect to the
cessation of operations in Brooklyn, New York, @empany estimates that it will have approximatdly #mployees. Management believes
that its relations with its employees are satisfiact

ITEM 2. PROPERTIES.

Halsey leases, as sole tenant, a pharmaceuticalfatdnring facility of approximately 35,000 squdget located at 77 Brenner Drive,
Congers, New York. The Agreement of Lease, witluaaffiliated third party, contains a three yeantevith a two year renewal option and
provides for annual fixed rent of $500,000 per yaaning the primary term of the Lease and $600@80year during the renewal period. The
primary term of the Lease expires on March 21, 2002 Leased facility houses a portion of the Camyfsamanufacturing operations and
includes office and warehouse space. The Leasealgains an option pursuant to which the Compaay purchase the leased premises and
improvements (including certain production andtedaequipment) for a purchase price of $5 milliexercisable at any time during the Lease
term.

Halsey leases, as sole tenant, a total of appraglyna47,000 square feet in three buildings onfiRaSitreet and Dean Street in Brooklyn,
New York. Each of these leases is between Halsdyaaffiliated lessors. The approximate aggregaténmum rental commitments und
these operating leases are as follows: $1,023@0Mié year 1999 and $781,000 for the year 2008.1&&ses of the Brooklyn, New York
facility expire on August 31, 2000, subject to @@mpany's right to extend the lease term to Mafct2801. The Company is in the process
of ceasing and relocating its Brooklyn operatiangsd Congers, New York facility. See "ltem 1. Baesss - Recent Events - Cessation and
Relocation of Brooklyn, New York Operations."

Halsey leases approximately 4,700 square feetfieadpace located at 695 North Perryville Road|ddug No. 2, Rockford, lllinois. The
lease is between the Company and an unaffiliatesble The lease has a term of two years expiringuau31, 2000 and calls for annual
rental, including maintenance and common area esqerf approximately $50,000 per year. The Compsuweurrently in discussion with the
landlord to extend the term of the lease of thislifgt. This leased facility houses the Companylagipal executive offices, including its sal
administration and finance operations.

The Company's Houba, Inc. subsidiary owns approéin@5,000 square feet of building space on agprately 30 acres of land in Culver,
Indiana, which includes a 15,000 square foot mastufang facility. This manufacturing facility

14



houses separate plants for the production of certav materials, capsules and tablets. In 1996omunction with a settlement with two
former employees, the Company acquired real prgpienproved by a residential property, in Culveriana adjacent to the manufacturing
facility.

ITEM 3. LEGAL PROCEEDINGS.
GOVERNMENTAL PROCEEDINGS

Reference is also made to the discussion of thep@og’'s Plea Agreement and Letter Agreement wittDi@d contained in "Item 1. Business-
-Recent Events" and "ltem 7. Management's Discosmna Analysis of Financial Condition and Resuft®perations."

OTHER LEGAL PROCEEDINGS

Beginning in 1992, actions were commenced agaiesCompany and numerous other pharmaceutical manuéss in the Pennsylvania
Court of Common Pleas, Philadelphia Division, imeection with the alleged exposure to diethylsttba ("DES"). The defense of all of
such matters was assumed by the Company's insucanier, and a substantial number have been ddtyi¢he carrier. Currently, several
actions remain pending with the Company as a defenadnd the insurance carrier is defending eattbracSimilar actions were brought in
Ohio, and have been dismissed based on Ohio lagvCBmpany does not believe any of such actionshaile a material impact on the
Company's financial condition.

The Company has been named as a defendant in dit@aal action which has been referred to the Canys insurance carrier and has been
accepted for defense. The action, Alonzo v. HaBmyg Co., Inc. and K-Mart Corp., No. 64DOT-95111-2736 (Indiana Superior Court,
Porter County), was commenced on November 7, 1885revolves a claim for unspecified damages regatinthe alleged ingestion of
"Doxycycline 100." The Company does not believe tition will have a material impact on the Compafigancial condition.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
No matters were submitted to a vote of securitglérd during the fourth quarter of 19!
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PART Il
ITEM 5. MARKET PRICE FOR THE REGISTRANT'S COMMON EQ UITY AND RELATED SECURITY
HOLDER MATTERS.
MARKET AND MARKET PRICES OF COMMON STOCK

The Company's Common Stock is listed on the Amaritck Exchange (the "Exchange™) under the sythbIG." Set forth below for the
periods indicated are the high and low sales pifimethe Common Stock as reported on the Exchange.

PERIOD HIGH LOW
2000 Fiscal Year
First Quarter (through March 31, 2000) 23/8 1
1999 Fiscal Year
First Quarter 19/16 1
Second Quarter 33/16 1
Third Quarter 31/8 2
Fourth Quarter 23/4 3/4
1998 Fiscal Year
First Quarter 35/8 11/4
Second Quarter 31/8 23/8
Third Quarter 2 3/4 11/2
Fourth Quarter 17/8 1

The Company does not meet certain of the Exchang#gsia for continued listing. The Company waformed by the Exchange that it has
determined to delist the Company's Common Stoékdres not meet the Exchange's criteria for camtihlisting. Such criteria include
minimum levels of shareholders equity and the atsefi years of net losses from continuing operatidie Company has exercised its right
to appeal the Exchange's decision. There can lasswance that the Company's common stock willireliséed on the Exchange. If the
Common Stock should become delisted from the Exghatnading, if any, in the Common Stock would amne on the OTC Bulletin Board,
an NASD-sponsored inter-dealer quotation systenm what is commonly referred to as the "Pink S&'edh such event, a shareholder may
find it more difficult to dispose of, or to obta@itcurate quotations as to the market value of tmar@on Stock.

HOLDERS

There were 788 holders of record of the Compargrisncon stock on March 31, 2000. This number, howel@ss not reflect the ultimate
number of beneficial holders of the Company's comstock.

DIVIDEND POLICY

The payment of cash dividends from current earnisgsibject to the discretion of the Board of Dioes and is dependent upon many factors,
including the Company's earnings, its capital nesukits general financial condition. The termshaf Company's 5% convertible senior
secured debentures and the Term Loan AgreementMatison Pharmaceuticals prohibit the Company fraging cash dividends. The
Company does not intend to pay any cash dividemtise foreseeable future.

PRIVATE OFFERINGS

The Company secured bridge financing from Galathénaggregate amount of approximately $1,500,00@éd through two separate bridge
loan transactions in December, 1999 (collectiviilg, "Bridge Loans"). In consideration for the extien for the Bridge Loans, the Company
issued common stock purchase warrants to purclmeaggregate of 75,000
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shares of the Company's Common Stock having artieegprice equal to the fair market value of then@wn Stock at the date of issuance.

Each of the lenders in the Bridge Loans are act@édiivestors as defined in Rule 501(a) of Regutald promulgated under the Securities
Act of 1933, as amended (the "Act"). The warrasssieéd in connection with the Bridge Loans wereedswithout registration under the Act
in reliance upon Section 4(2) of the Act and RetjoteD promulgated thereunder.

ITEM 6. SELECTED FINANCIAL DATA.

The selected consolidated financial data presesrédtie following pages for the years ended Decer@bet 999, 1998, 1997, 1996 and 1995
are derived from the Company's audited Consolidaiedncial Statements. The Consolidated Financaksents as of December 31, 1999
and December 31, 1998, and for each of the yedheithree year period ended December 31, 199%haneport thereon, are included
elsewhere herein. The selected financial infornmadie of and for the years ended December 31, 19®6 and 1995 are derived from the
audited Consolidated Financial Statements of thmgamy not presented herein.

The information set forth below is qualified byeegnce to, and should be read in conjunction wlih Consolidated Financial Statements and
related notes thereto included elsewhere in thipoReand "ltem 7. Management's Discussion and Asiglyf Financial Condition and Results
of Operations."

YEARS ENDED DECEMBER 31,

1999 1998 1997 1996 1995
(IN THOUSANDS, EXCEPT PER SHARE DAT A)

OPERATING DATA:
Net sales $ 11,420 $ 8841 $ 9,088 $ 12,379 $ 20,225
Costs and expenses

Cost of sales 15,316 12,712 15,407 16,826 18,097
Research and development 1,075 651 979 1,854 818
Selling, general and

administrative 7,383 8,078 6,308 7,486 6,098
Plant shutdown costs 3,220 - - - -
Interest expense 2,851 1,285 1,144 1,708 1,307

Amortization of deferred debt
discount and private offering

cost 1,825 661
Other (income) expense (187 ) (1,822) 264 (1,000) (2,288)
Income (loss) before provision

for income taxes (20,063 ) (12,724) (15,014) (14,495) (3,807)
Provision (benefit) for

income taxes - - - -- 296
Net income (loss) $ (20,063 Yy $ (12,724) $ (15014) $ (14,495) $ (4,103)
Net income (loss)

per share $ (1.40 ) $ (.92) $ (112 $ (1.49) $ (.52)
Weighted average

common shares

outstanding 14,325,551 13,812,529 13,434,215 9,724,106 7,886,101
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DECEMBER 31,
1999 1998 1997 1996 1995

(IN THOUSANDS, EXCEPT PER SHARE DATA)

BALANCE SHEET DATA:
Working capital

(deficiency) $ (5,18 1)  $(6,665)  $(22,304)  $(12,201) $(7,393)
Total assets 12,49 5 16,413 7,667 11,082 18,862
Total liabilities 54,86 9 45,366 27,524 19,063 20,402

Retained earnings
(accumulated

deficit) (77,28 4) (57,221) (44,497) (29,484) (14,989)
Stockholders' equity
(deficit) (42,37 4) (28,953) (19,857) (7,081) (1,540)

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

Certain statements set forth under this captiorstitote “forward-looking statements” within the mesy of the Reform Act. See "Special
Note Regarding Forwa-Looking Statements " on page 1 of this Reporgfiditional factors relating to such Statements.

OVERVIEW

The Company reported a net loss of $20,063,00A @0$per share for the year ended December 31, 4986mpared with the net loss of
$12,724,000 or $ .92 per share for 1998. Includetié loss for 1999 is a one-time charge of $3(ADresulting from the Company's
decision to shutdown its Brooklyn operation. NeleSdor the year ended December 31, 1999 were gippately $11,420,000 as compare(
net sales of approximately $8,841,000 for 1998whthstanding these results, the Company had theviolg achievements in 1999:

- Obtained a state-of-the-art pharmaceutical figdily leasing a 35,000 square foot facility in Cersg NY.

- Acquired rights to over 50 products from Barr bedtories. Certain of these products will be sysitecally updated and introduced to the
market over the next three years.

- Received approval from the FDA of two ANDA's asubmitted one other for approval.
- Subsequent to year end, the Company completéoiusastrategic alliance transactions with WatsoarRiaceuticals, Inc.
RESULTS OF OPERATIONS
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The following chart reflects expenses, earningsprine, losses and profits expressed as a percenftage sales for the years 1999, 1998 and
1997.

PERCENTAGE CHANG E
YEAR-TO-YEAR
INCREASE (DECREA SE)
PERCENTAGE OF NET SALES YEARS ENDED
YEAR ENDED DECEMBER DECEMBER 31,
1999 1998 1997 1998 TO 1999 1997 TO 1998
Net sales 100% 100% 100% 29.2 2.7)
Cost of Goods 134.1 143.8 169.5 20.5
( 17.5)
Gross Profit (34.1) (43.8) (69.5) .6 ( 38.7)
Research & Development 9.4 7.4 10.8 65.1 ( 33.5)
Selling, general and
administrative expense 64.6 91.4 69.4 (8.6) 29.5
Plant shutdown costs 28.2 - - - -
(Loss) from operations (136.4) (142.5) (149.7) 23.6 (6.7)
Interest expense 25.0 14.5 12.6 121.9 70.1
Amortization of deferred debt
discount and private offering cost 16.0 7.5 -- 176.1
Other (income) expenses (1.6) (20.6) 2.9 (89.7) --
(Loss) before income taxes (175.7) (143.9) (165.2) 57.7 ( 14.6)
Net (loss) (175.7)% (143.9)%  (165.2)% 57.7% ( 14.6)%
NET SALES

Net sales for 1999 of $11,420,000 represents aprase of $2,579,000 as compared to net sales 8&. The increase is attributable to gre
market penetration as well as the introductiondafitonal products, primarily prednisolone, whiattaunted for approximately $815,000 of
new sales.

Net sales for 1998 of $8,841,000 represents a dseref $247,000 as compared to net sales for T9@7decrease is attributable in part 1
reduction in toll manufacturing revenue from Matlkmodt of approximately $878,000 from the prior gesdditionally, the Company was
unable to market successfully to the retail phagmmarketplace until the third quarter of 1998 besgaduring fiscal 1996 and 1997, the
Company had failed to pay required rebates to $ewicaid agencies. This caused those states tprdedicaid reimbursement to the retalil
pharmacies on their sales of the Company's prodGaimimensurate with the infusion of new capital av@hagement in March, 1998, the
Company began reestablishing itself in good stapdiith all states. In April 1998, the Company eatemto a new contract with the Health
Care Finance Authority ("HCFA") and paid outstaridiebates due to various states. The states cadplet reinstatement of the Company
on their medicaid reimbursement by July, 1998. Thenpany has been in good standing with HCFA andnitieidual states since July 1998
and expects this past non-compliance will havenmaeict on future results of operations or liquid&yso during much of 1998, the Company
experienced difficulty in obtaining certain raw m@als which reduced sales. These shortages weredied by December 31, 1998.

GROSS MARGINS

The Company's gross margin for 1999 improved tol(84 versus (43.8)% for 1998. The improvement 898 due primarily to the
leveraging effect of greater sales over certaiadimanufacturing expenses.

The Company's gross margin for 1998 of (43.8)%38.@% improvement over gross margin for 1997. Tthigrovement is due, in part, to t
elimination of non-core manufacturing operation€ailifornia, tighter inventory controls and a gerleeduction in manufacturing labor.
Additionally, the Company's revenues in 1998 frates to Mallinckrodt under a toll manufacturingegment decreased by approximately
$878,000. The gross margins on these products sudrgtantially less than on the Company's otherymtsd
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RESEARCH & DEVELOPMENT EXPENSES

For 1999, research and development expenses andaor$é, 075,000 as compared to $651,000 for 19B88.ificrease primarily reflects the
costs of additional regulatory personnel hired niy1999 to perform work in conjunction with new guct development and the transfer of
certain Barr ANDAs acquired during 1999.

For 1998, research and development expenses andaor$651,000 as compared to $979,000 for 1997 dEleecase primarily reflects the
costs of biostudies performed in 1997 that werednplicated in 1998.

The Company expects research and development eegptmsicrease significantly in 2000 consistenhvti plans to increase the number of
Barr ANDA's transferred as compared to 1999 ardkteelop additional active pharmaceutical ingrediextits Culver, Indiana facility.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative costs were&3,(B0 (64.6% of net sales) for 1999 compared {0A8000 (91.4% of net sales) for 1998.
This decrease is primarily due to the reduced legpénses in 1999 as compared to 1998.

Selling, general and administrative costs were ZB@O0 (91.4% of net sales) for 1998 compared 85000 (69.4% of net sales) for 1997.
This increase is primarily due to costs associatéld legal expenses and settlement costs of celitgation ($550,000), severance costs
associated with personnel reductions ($250,006)aliation of a new information system ($100,000) aosts associated with expanded
regulatory and compliance departments ($300,000).

PLANT SHUTDOWN COSTS

In the fourth quarter of 1999, the Company deciediscontinue its Brooklyn operations. The totaige against earnings of approximately
$3,220,000 resulting from eliminating the Brooklyperation includes the lease termination paymeftlgf50,000, a provision of $200,000
for plant repairs, the write-off of leasehold impements of $1,778,000, severance and other castsrfoinated employees of $730,000, less
deferred rent previously expensed of $638,000.

INTEREST EXPENSE

Interest expense for 1999 increased by 121.9%tbeg¢iof 1998 reflecting the issuance of an add#i&17,800,000 of convertible debentures
in 1999.

Interest expense for 1998 increased by 13% oveofiER97 reflecting the substantial new debt ia fitrm of $25,800,000 of convertible
debentures that was added in 1998.

AMORTIZATION OF DEFERRED DEBT DISCOUNT AND DEBT ISS UANCE COSTS

In 1999 and 1998 the Company issued warrants anolrigd costs associated with private placementsedde financings. The value of
warrants issued in 1999 and 1998, as determines®yf the Black-Scholes valuation model, was $5@® and $2,618,000, respectively.
Additionally, the Company incurred approximately0¥000 and $1,516,000 of debt issuance costs & 488 1998, respectively. These
amounts are being amortized over the life of theeulying debentures which expire in March, 2003cdrdingly, the Company amortized
$1,825,000 and $661,000 in 1999 and 1998, resmdgtiv

OTHER INCOME
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Included in other income for 1998 is $1,900,000ized from the sale of certain assets to Mallinckrd his transaction was entered into in
1997 but the conditions for realization of the giaom the sale were not met until 1998.

LIQUIDITY AND CAPITAL RESOURCES

At December 31, 1999, the Company had cash andezpstalents of $786,000 as compared to $1,85000&cember 31, 1998. The
Company had a working capital deficit at Decemidgri®99 of $(5,181,000).

On May 26, 1999, the Company consummated a proféeeng of securities for an aggregate purchassef up to $22.8 million (the
"Oracle Offering"). The securities issued in thea@e Offering consisted of 5% convertible seniamused debentures (the "1999 Debentur
and common stock purchase warrants (the "1999 \Wataeach of which are substantially similarlie tlebentures and warrants issued by
the Company in the Galen Offering completed in Mad998. Of the $22.8 million to be invested purgua the Oracle Offering, $5 million
was funded by Oracle Strategic Partners, L.P. @faon May 26, 1999, the closing date of the @ra&zffering, with an additional $10
million to be funded by Oracle in two (2) installnie of $5 million each. The first installment oéthdditional $10 million Oracle investment
was funded on July 27, 1999. Pursuant to an agnetereached between the Company and Oracle on McR000, the final $5 million
investment to be made by Oracle has been waived.

In addition to the $10 million investment made byafe, approximately $7,037,000 of the 1999 Delresstissued pursuant to the Oracle
Offering were issued in exchange for the surrenderlike amount of principal and accrued intemsstanding under the Company's
convertible promissory notes issues pursuant towatbridge loan transactions with Galen Partniér& IP., Galen Partners International 11,
L.P., Galen Employee Fund Ill, L.P. (collectivelgalen™) and certain other investors in the aggieeganount of $10,104,110 during the
period from August 1998 through and including Ma999 (the "1999 Galen Bridge Loans"). The remairiatance of the 1999 Galen Brid
Loans in the principal amount of $3,495,000 plusaed and unpaid interest was satisfied with aigof the proceeds of the second $5
million installment of Oracle's investment fundedduly 27, 1999. After giving effect to the satitfan of approximately $7 million of
indebtedness under the 1999 Galen Bridge Loansghrthe issuance of a like principal amount of 1B@®entures, the repayment of the
balance of the 1999 Galen Bridge Loans in the pal@amount of approximately $3.5 million plus aged and unpaid interest, and the wa
by the Company of the final $5 million installmeaatbe made by Oracle pursuant to the Oracle Offetiee Company received net cash
proceeds from the Oracle Offering of approximag&fy3 million.

The net proceeds from the issuance of the 1999 mdetes and 1999 Warrants pursuant to the Oracleri@ff, in addition to satisfying the
principal and accrued interest under the 1999 GRtaige Loans, were used to fund working capitat)uding the purchase of raw materials,
payroll expenses and other Company operating eggens

During the period from May 1997 through July 198i& Company borrowed approximately $3 million fréfylan Laboratories, Inc.
pursuant to five unsecured, demand promissory ndtesadvances made by Mylan Laboratories, Incewart of a proposed investment by
Mylan Laboratories, Inc. in the Company, includthg proposed purchase of the Company's Houba ladéuility as well as a partial tender
offer for the Company's common stock. The Compaw®duhe proceeds of these borrowings for workinmtak To date, $621,000 has been
paid by the Company to Mylan against such indel#sslin the form of product deliveries to Mylan. $uant to an agreement reached
between the parties, the Company is required tsfgdmterest on the outstanding indebtedness canauial basis while the indebtedness
remains outstanding and to satisfy the principabam of such indebtedness in the form of produtivelees to Mylan until such time as the
indebtedness is satisfied in full.

In addition to the 1999 Galen Bridge Loans, the @any secured bridge financing from Galen in thereggte amount of approximately
$3,300,000, funded through six separate bridge fiearsactions during the period from December 891through March 29, 2000
(collectively, the "2000 Galen Bridge Loans"). Tiréncipal amount of the 2000 Galen Bridge Loans atctued and unpaid interest were
satisfied in full with a portion of the proceedstlbé Watson Term Loan (as described below). Poioepayment, the 2000 Galen Bridge
Loans accrued interest at the rate of 18% per arandrwere secured by a first lien on all of the @any's assets. In consideration for the
extension of the 2000 Galen Bridge Loans, the Camjssued common stock purchase warrants to Galparchase an aggregate of 150
shares of the Company's common stock (represewntingants to purchase 50,000 shares of common &oaach $1,000,000 in
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principal amount of the 2000 Galen Bridge Loan$)e Warrants issued pursuant to the 2000 Galen 8tidgns have an exercise price equal
to the fair market value of the Company's commonlksbn the date of issuance and are substantiihtical to those issued by the Company
in the Oracle Offering. The 2000 Galen Bridge Loaese obtained by the Company in order to provigleessary working capital prior to the

completion of the Watson Term Loan as describeadvbel

On March 22, 2000, the Company executed a Leagaiiiation and Settlement Agreement with the landlefrthe Company's Brooklyn,
New York manufacturing facility (the "Settlement legment"). The Settlement Agreement acceleratetethenation of the lease coveri
the Company's Brooklyn facility and provides then@any with the time necessary to transfer operatiorihe Company's Congers, New
York facility and cease all manufacturing, reseaant development and warehouse operations curremtigucted in Brooklyn. The
Settlement Agreement provided for the terminatibthe Brooklyn lease on August 31, 2000, subje¢heoCompany's right to extend the
lease term to March 31, 2001. The original leaswiged for a term expiring December 31, 2005 witlkertal payment obligation of
$6,715,000 during the period from September 1, 28688ugh December 31, 2005. The Settlement Agreeprerided for the Company's
payment of a lease termination fee of $1,150,08® advance payment of rent through August 31, 28@0a restoration escrow deposit of
$200,000 for plant repairs. The Company also dépd$n escrow with its counsel $390,600 which repres rental payments for the period
September 1, 2000 through March 31, 2001. Suclvesamount will be returned to the Company in therg\it vacates the Brooklyn facility
on or prior to August 31, 2000. The Company funthedtermination fee payment, the advance rentahgay obligations and restoration
amount required pursuant to the Settlement Agreemigim the proceeds received from the Watson TeoarLdescribed below.

In addition to the lease termination and escrownpents described above, the Company estimated thdltincur severance and other costs
for terminated employees of approximately $730,80&:h are expected to be paid in the third quart&000. Also, the Company expects to
incur capital costs of approximately $500,000 aisged with the transfer of certain operations flBrooklyn to the Congers facility.

In addition to the other strategic alliance tramisas with Watson Pharmaceuticals, Inc. ("Watsashpleted on March 29, 2000 (see "ltem
1. Business - Recent Events - Strategic Allianaé Watson Pharmaceuticals"), the Company and Watseouted a Loan Agreement
providing for Watson's extension of a $17,500,38ntloan to the Company (the "Watson Term Loante Watson Term Loan will be
funded in installments upon the Company's requersadvances and the provision to Watson of a suipgonse of proceeds relating to each
such advance. As of March 31, 2000, $9 million hadn advanced by Watson to the Company under theowa@erm Loan. The Watson
Term Loan is secured by a first lien on all of @@mpany's assets, senior to the liens securirgtedk Company indebtedness, carries a
floating rate of interest equal to prime plus tvewgent and matures on March 31, 2003. At Marct28Q0, a portion of the net proceeds of
Watson Term Loan were used to satisfy in full td8@Galen Bridge Loans, to satisfy the Companyysnaat obligations under the
Settlement Agreement with the landlord of its Brigak New York facility and for working capital. Thremaining net proceeds of the Watson
Term Loan will, in large part, be used to upgrade aquip the APl manufacturing facility of Houbagl, the Company's wholly-owned
subsidiary, to upgrade and equip the Company's &snijlew York leased facility, to fund the relooatof the Company's research and
development and manufacturing operations from iitoBlyn, New York facility to its Congers, New Yof#&cility and for working capital to
fund continued operations.

The net proceeds from the Watson Term Loan hasiftedithe Company to satisfy its current liabiktiend accounts payable. In addition, the
net proceeds from the Watson Term Loan combinel i payments to be received by the Company fraatsv under each of the Product
Acquisition Agreement and the Core Products Supgireement will provide the Company with sufficiembrking capital to fund operations
for at least the next twelve months.
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CAPITAL EXPENDITURES

The Company's capital expenditures during 19998 ¥981 1997 were $849,000 $1,545,000, and $85,88p¢ctively. The decrease in caf
expenditures in 1999 as compared to prior yeaaftiiutable to the completion of certain equipmamd facility upgrades that had been
delayed in prior years due to the Company's caskarwation measures in those years. The Companyuuaeted for capital expenditures
approximately $2,500,000 in fiscal 2000. Such an®will be funded from the net proceeds of the Wiatferm Loan and the payments tc
received by the Company pursuant to each of thduRtAcquisition Agreement and Core Products Supgseement with Watson.

YEAR 2000 COMPLIANCE

In anticipation of the Year 2000, the Company ithstha new information system, including hardwand aoftware. To date, neither the
Company nor any of its customers or suppliers kpsrenced any material Year 2000 failures relatimtheir computer systems.

IMPACT OF INFLATION

The Company believes that inflation did not haweaderial impact on its operations for the pericglsarted. Significant increases in labor,
employee benefits and other expenses could haeterial adverse effect on the Company's performance

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The response to this item is submitted as a sepaeation of this Report commencing on page F-1.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
Not Applicable.
PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.

The information required by Item 10 will be incluebim the Company's Proxy Statement for the 2000uahiMeeting of Shareholders, which
will be filed within 120 days after the close okt@ompany's fiscal year ended December 31, 19@0isdrereby incorporated herein by
reference to such Proxy Statement.

ITEM 11. EXECUTIVE COMPENSATION.

The information required by Item 11 will be inclubim the Company's Proxy Statement for the 2000uahiMeeting of Shareholders, which
will be filed within 120 days after the close oét@ompany's fiscal year ended December 31, 19@kisarereby incorporated herein by
reference to such Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

The information required by Item 12 will be incluebim the Company's Proxy Statement for the 2000uahiMeeting of Shareholders, which
will be filed within 120 days after the close okt@ompany's fiscal year ended December 31, 19@Risdrereby incorporated herein by
reference to such Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

The information required by Item 13 will be inclubim the Company's Proxy Statement for the 2000uahiMeeting of Shareholders, which
will be filed within 120 days after the close okt@ompany's fiscal year ended December
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31, 1999, and is hereby incorporated herein byreaefee to such Proxy Statement.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K.

(a) Financial Statements--See Index to Financetiegtents.

(b) Reports on Form 8-K

No reports on Form-K were filed during the last quarter of the fisgahr covered by this Annual Report on Form 10-K.

(c) Exhibits

The following exhibits are included as a part aé thnnual Report on Form 10-K or incorporated heisy reference.

EXHIBIT
NUMBER
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EXHIBIT
NUMBER

10.5(I)

10.5(2)

10.5(3)

10.5(4)

10.5(5)

10.6

10.7

10.8

10.10(1)

10.10(2)

10.10(3)

10.11

10.12

Form of Warrants issued to The Ban
Bank (incorporated by reference to
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Halsey Drug Co., Inc. 1984 Stock O
the 1992 Form 10-K).
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Halsey Drug Co., Inc. Non-Employee

Leases, effective February 13, 198
Ackerman, Sue Ackerman, Lee Hinder
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Lease, effective as of April 15, 1
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10.12(1)

10.13
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* Filed herewith.
+ A portion of this exhibit has been omitted pursu@ an application for confidential treatmentsuant to Rule 24b-2 of the Securities
Exchange Act of 1934, as amended.

31



SIGNATURES
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signed on its behalf by the undersigned, theredatp authorized.

HALSEY DRUG CO,, INC.
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Alan J. Smith
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
HALSEY DRUG CO., INC.

We have audited the accompanying consolidated balsineets of Halsey Drug Co., Inc. and Subsidiasesf December 31, 1999 and 1998,
and the related consolidated statements of opestgtockholders' equity and cash flows for eadh@three years in the period ended
December 31, 1999. These financial statementdhareesponsibility of the Company's management.r@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with audigtagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢onsolidated financial position of Halsey
Drug Co., Inc. and Subsidiaries as of Decembed 829 and 1998, and the consolidated results of tiperations and their consolidated cash
flows for each of the three years in the periodeehDecember 31, 1999, in conformity with accounpnigciples generally accepted in the
United States.

GRANT THORNTON LLP

New York, New York
March 30, 2000
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Halsey Drug Co., Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

December 31,
(in thousands)

1999 1998
CURRENT ASSETS
Cash $ 786 $1,850
Accounts receivable - trade, net of allowances
for doubtful accounts of $425 and $280
in 1999 and 1998, respectively 2,716 1,439
Inventories 3,502 6,354
Prepaid expenses and other current assets 213 148
Total current assets 7,217 9,791
PROPERTY, PLANT AND EQUIPMENT, NET 3,013 4,787
DEFERRED PRIVATE OFFERING COSTS 1,623 1,700
OTHER ASSETS AND DEPOSITS 642 135

$12,495 $16,413

The accompanying notes are an integral part oktetements.
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Halsey Drug Co., Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEETS (CONTINUED)

December 31,
(in thousands)

CURRENT LIABILITIES
Notes payable
Accounts payable
Accrued expenses
Department of Justice Settlement

Total current liabilities

CONVERTIBLE SUBORDINATED DEBENTURES,
NET

OTHER LIABILITIES
DEPARTMENT OF JUSTICE SETTLEMENT

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY (DEFICIT)

Common stock - $.01 par value; authorized,
80,000,000 shares; issued 14,829,511 shares
and 14,443,212 shares in 1999 and 1998,
respectively

Additional paid-in capital

Accumulated deficit

Less treasury stock - at cost
(439,603 shares)

The accompanying notes are an integral part okteegements.
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12,398

41,096

1,375

148
35,751
(77,284)

$ 12,495

26,186

549

1,675




Halsey Drug Co., Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF OPERATIONS

Year ended December 31,
(in thousands, except per share data)

Net sales $
Cost of goods sold

Gross margin

Operating costs
Research and development
Selling, general and administrative expenses
Plant shutdown costs

Total operating costs

Loss from operations

Other income(expense)
Interest expense
Amortization of deferred debt discount and
private offering costs

Other
NET LOSS $
Basic and diluted loss per common share $

Weighted average number of outstanding shares

The accompanying notes are an integral part oktetements.

1999 1998 1997
11,420 $ 8,841 $ 9,088
15316 12,712 15,406
(3,896) (3,871) (6,318)
1,075 651 979
7,383 8,078 6,308
3,220
(11,678) (8,729) (7,287)
(15,574) (12,600) (13,605)
(2,851) (1,285) (1,017)
(1,825)  (661)  (127)
187 1,822  (264)
(4,489)  (124) (1,408)

(20,063) $(12,724) $(15,013)

(1.40) $ (.92) $ (1.12)

14,326

13,813 13,434




Halsey Drug Co., Inc. and Subsidiaries
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Years ended December 31, 1999, 1998 and 1997
(in thousands)

Common stock, Treas ury stock,
$.01 par value Additional a t cost
————————————————————— paid-in  Accumulated = -------- e
Shares Amount capital deficit Shares Amount Total
Balance at December 31, 1996 13,176 $ 131 $23,316  $(29,484) (475 ) $(1,044) $(7,081)
Issuance of common stock -
conversion of debentures 643 7 1,529 1,536
Issuance of shares as payment of
Interest 69 1 224 225
Sale of treasury stock 25 45 35 55 100
Exercise of warrants of convertible
debentures 22 72 72
Stock options exercised 95 1 303 304
Net loss for the year ended
December 31, 1997 (15,013) (15,013)

Balance at December 31, 1997
(carried forward) 14,030 140 25,489  (44,497) (440 ) (989) (19,857)
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Halsey Drug Co., Inc. and Subsidiaries
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY (CON TINUED)

Years ended December 31, 1999, 1998 and 1997
(in thousands)

Common stock, Treas ury stock,

$.01 par value Additional a t cost
————————————————————— paid-in  Accumulated = -------- e
Shares Amount capital deficit Shares Amount Total

Balance at December 31, 1997

(brought forward) 14,030 $ 140 $25,489  $(44,497) (440 ) $ (989) $(19,857)
Issuance of common stock -

conversion of notes payable 110 1 213 214
Issuance of shares as payment of

interest 263 3 592 595
Issuance of common stock -

settlement of trade payables 40 55 55

Deferred debt discount on warrants
issued with convertible
debentures 2,764 2,764

Net loss for the year ended
December 31, 1998 (12,724) (12,724)

Balance at December 31, 1998
(carried forward) 14,443 144 29,113 (57,221) (440 ) (989) (28,953)
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CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY (CON

Common
$.01 par

Balance at December 31, 1998
(brought forward) 14,443

Issuance of shares as payment of
interest 322

Deferred debt discount on warrants
and private issuance costs

Warrants issued for acquisition of

ANDA
Exercise of warrants 29
Issuance of common stock as payment
of legal fees 26
Issuance of common stock as payment
of payables

Net loss for the year ended
December 31, 1999

Halsey Drug Co., Inc. and Subsidiaries

Years ended December 31, 1999, 1998 and 1997

(in thousands)

stock, Treas

value Additional a

————————— paid-in  Accumulated = --------
Amount capital deficit Shares

$ 144 $29,113  $(57,221) (440

3 524

5,641
350
1 49

50
10 24

(20,063)

14,830 $ 148 $35,751  $(77,284) (440

The accompanying notes are an integral part ofstiaitement.
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Halsey Drug Co., Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities
Net loss

Adjustments to reconcile net loss to net cash u
in operating activities
Depreciation and amortization
Amortization of deferred debt discount and
offering costs
Provision for losses on accounts receivabl
Loss on disposal of assets
Stock issued for legal expense
Stock issued for trade payables
Debentures and stock issued for interest e
Changes in assets and liabilities
Accounts receivable
Inventories
Prepaid expenses and other current as
Other assets and deposits
Accounts payable
Deferred gain
Other liabilities
Accrued expenses

Total adjustments
Net cash used in operating activities

Cash flows from investing activities
Capital expenditures
Net proceeds from sale of assets
Collection of notes receivable

Net cash provided by(used in) investing ac

Cash flows from financing activities
Proceeds from issuance of notes payable
Reissuance of treasury stock
Payments to Department of Justice
Bank overdraft
Due to banks
Payments on notes payable, net
Proceeds from issuance of convertible subordina

Debentures
Proceeds from exercise of stock warrants
Deferred private offering costs

Net cash provided by financing activities
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

(in thousands)

sed

private

e

xpense

sets

tivities

ted

F-9

914

(1,422)
2,852
(65)
(157)
399

(549)
1,444

$ 786

Year ended December 31,

1998

$(12,72
1,113
661

(262)
170

(1,115)
(3,898)
126

(4,197)
(1,900)

1997

4)  $(15,01
1,60

12
11

1,30

(1,545) @8
96
1,00
(1,449) 91
6,495 3,88
7
(178)
(159) (12
(2,476)
25,800
37
1,518
27,964 4,20
1,824 I
26 11
$1850 $ 2

3)

(e o

7

[
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Halsey Drug Co., Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

Year ended December 31,
(in thousands)

Supplemental disclosures of noncash activities:
Year ended December 31, 1999
1. The Company issued 321,777 shares of commok atwpayment for $526,779 in accrued interest.

2. The Company issued 26,106 shares of common apkyment for $50,500 in legal fees and 9,84fesha common stock as payment
$24,000 in trade payables.

3. The Company issued approximately 3,608,604 wtgi@Note G) valued and recorded in the aggrega$s#34,000 of unamortized debt
discount and a reduction in the amount of the edlabligation.

4. The Company converted approximately $6,609,00mtes payable and approximately $428,000 of axtimterest on notes payable into
convertible subordinated debentures.

5. The Company converted approximately $939,008cofued interest due from convertible subordindtdgentures into additional
debentures.

6. The Company issued 1,022,284 warrants for fupties valued and recorded as $907,000 in defprieate issuance costs.

7. The Company issued 500,000 warrants to Barr tabies, Inc.(to purchase of the rights to 50 pfeoeutical products) valued and
recorded as $350,000 for the acquisition of cempaiduct rights.

Year ended December 31, 1998
1. The Company issued 262,836 shares of commok atopayment for $593,313 in accrued interest.

2. The Company reissued 20,000 shares of commoh atopayment for $25,000 in legal fees and 20sb@0es of common stock as payment
for $30,000 in trade payables.

3. The Company issued 110,658 shares of commok atpayment of outstanding notes payable in ansafr$214,000 and $1,782 in
accrued interest.

4. The Company issued approximately 5,500,086 wtsr@Note G) valued and recorded in the aggrega$2#63,434 of unamortized debt
discount and a reduction in the amount of the edlatbligation.

Year ended December 31, 1997
1. The Company issued 25,000 shares of common awplyment for $225,452 in accrued interest.

2. The Company issued 642,407 shares of commok gictatpack, Inc. as payment for an outstandirtg payable in the amount of
$1,536,000.

3. The Company reissued 25,000 shares of treatoly as payment for $30,000 in consulting feesthedeceipt of $70,000 in cash.

4. The Company recorded the satisfaction of $10of subordinated promissory notes, related &ckimterest of $200,000 and accounts
payable of $300,000 due to a supplier, in lieuhef$upplier paying $1,900,000 owed to the Compargdeacribed in Note K.

The accompanying notes are an integral part okteegements.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1999, 1998 and 1997
NOTE A - SUMMARY OF ACCOUNTING POLICIES

Halsey Drug Co., Inc. (the "Company" or "HalseyNew York corporation established in 1935, andutssidiaries are engaged in the
manufacture, sale and distribution of generic driifge Company sells its generic drug products uiidéfalsey label and under private-label
arrangements with drug store chains and drug whldesthroughout the United States.

A summary of the significant accounting policiesisistently applied in the preparation of the accanyjing consolidated financial stateme
follows.

1. Principles of Consolidation and Basis of Presstor

The consolidated financial statements include 100%e accounts of the Company and its wholly-owselsidiaries, Blue Cross Products
Co., Inc., Houba, Inc., Halsey Pharmaceuticals, Indiana Fine Chemicals Corporation, Cenci PovRteducts, Inc., H.R. Cenci
Laboratories, Inc., and The Me@ium Corporation. Except for Houba, Inc., all of ttker subsidiaries are inactive. All material ratmpany
accounts and transactions have been eliminated.

2. Inventories
Inventories are stated at the lower of cost or etaidost is determined using the first-in, first-ouethod.
3. Property, Plant and Equipment

Property, plant and equipment are stated at cestdecumulated depreciation and amortization. [@égtien and amortization are provided
in amounts sufficient to relate the cost of def@bla assets to operations over their estimatedcgdives, principally on a straight-line basis.
The estimated lives used in determining depreaciatiod amortization are:

Buildings 25y ears
Machinery and equipment 5-10y ears

Leasehold improvements were written off duringytear. (See Note J).
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE A (CONTINUED)
4. Deferred Debt Discount and Private IssuancesCost

Debt discount resulting from the issuance of stwakrants in connection with the issuance of sulmargid debt (Note G) is recorded as a
reduction of the related obligations and is amedinver the remaining life of the related obligatioDebt discount is determined by a
calculation which is based, in part, by the failuea ascribed to such warrants determined by aepieddent valuation or management's u:
the Black-Scholes valuation model. Deferred privss@ance costs resulting from the issuance ofamgstin connection with the extension of
bridge loan maturity dates are recorded as def@sedts and amortized as additional interest eepares the remaining life of the related
obligations.

5. Income Taxes

The Company accounts for income taxes utilizingisset liability method for financial accounting aegorting for income taxes. Under this
method, deferred tax assets and liabilities arerdehed based on differences between financialrtieygoand tax bases of assets and liabil
and are measured using the enacted tax rates\aadhat will be in effect when the differences aexpected to reverse.

6. Statements of Cash Flows

For purposes of the statements of cash flows, tiregany considers all highly liquid debt instrumemtschased with an original maturity of
three months or less to be cash equivalents. Thep@oy paid no substantial income taxes for thesyeaded December 31, 1999, 1998 and
1997. In addition, the Company paid interest ofrapimately $720,000, $1,946,000 and $1,113,00@eesvely, for the years ended
December 31, 1999, 1998 and 1997.

7. Use of Estimates in Consolidated Financial &tat#s

In preparing consolidated financial statementsoinfarmity with generally accepted accounting prihes, management makes estimates and
assumptions that affect the reported amounts etassd liabilities and disclosure of contingersieds and liabilities at the date of the
consolidated financial statements, as well asepented amounts of revenues and expenses duringpbeing period. Actual results could
differ from those estimates.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE A (CONTINUED)
8. Research and Development Costs

All research and development costs, including paytseelated to licensing agreements on productemutelelopment and research
consulting agreements are expensed when incurred.

9. Impairment of Long-Lived Assets

The Company reviews long-lived assets and certntifiable intangibles held and used for possilpairment whenever events or changes
in circumstances indicate that the carrying amafigin asset may not be recoverable. See Notetidompairment charge related to the
write-off of leasehold improvements of the Comparrooklyn New York Plant.

10. Stock-Based Compensation

The Company accounts for stock-based compensatider btatement of Financial Accounting Standards128 ("SFAS No. 123"),
"Accounting for Stock-Based Compensation,” and iomeis to apply APB Opinion No. 25, "Accounting ftock Issued to Employees," and
related interpretations in accounting for its pl@dste M).

Equity instruments issued to nonemployees in exghdor goods and/or services are accounted forrthddair value method of SFAS No.
123.

11. Earnings (Loss) Per Share

The computation of basic earnings (loss) per sbBcemmon stock is based upon the weighted averagder of common shares
outstanding during the period. Diluted earningsgt&re is presented, and is equal to basic earpargshare for all years presented as the
effect of other potentially dilutive securities wdube antidilutive (Note M).

12. Revenue Recognition

Revenue is recognized from sales when title to ycbdasses to customers.

13. Reclassifications

Certain reclassifications have been made to th& 488 1997 presentations to conform to the 1998emtation.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE B - LIQUIDITY MATTERS

At December 31, 1999, the Company had a workingalageficiency of approximately $5,181,000, hadaanumulated deficit of
approximately $77,284,000 and had incurred a lbspproximately $20,063,000 for the year then ended

During 1999 the Company used the net proceeds itof®99 private issuances of debentures and warflote G) to satisfy the principal
and accrued interest requirements of prior isswdxbdtures and in addition, used such proceedsitbvitorking capital, including the
purchase of raw materials, payroll expenses angl @@bmpany operating expenses.

On March 29, 2000, the Company completed variaagegic alliance transactions with Watson Pharmigeads, Inc. ("Watson"). The
transactions with Watson provided for (i) Watsqnischase, for $13,500,000, of a certain pending ANiDm the Company, (ii) Watson's
rights to negotiate for Halsey to manufacture aumbs/ certain identified future products to be deped by Halsey, (iii) Watson's marketing
and sale of the Company's core products and (it extension of a $17,500,000 term loan tcCibrmpany.

The net proceeds from the Watson Term Loan hasittechthe Company to satisfy its current liabiktiand accounts payable. In addition,
management believes the net proceeds from the Waison Loan combined with the payments to be rexkby the Company from Watson
under each of the Product Acquisition AgreementtaedCore Products Supply Agreement will provide @ompany with sufficient working
capital to fund operations for at least the nexdlte months.

NOTE C - FAIR VALUE OF FINANCIAL INSTRUMENTS
Long-term and Short-term Debt and senior convertiibordinated debentures

The fair value of the Company's long-term and stemrn debt and Senior Convertible Subordinated Delves cannot be made without
incurring excessive costs.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

December 31, 1999, 1998 and 1997

NOTE D - INVENTORIES
Inventories consist of the following:

December 31,

1 999 1998
(in thousands)
Finished goods $ 725 $2,675
Work-in-process 720 1,166
Raw materials 2 ,057 2,513
$3 ,502 $6,354

NOTE E - PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment are summarized &snfsi

December 31,

(in thousands)

Machinery and equipment $12,893  $12,278
Leasehold improvements 325 6,103
Building 747 747
Land 44 44

14,009 19,172
Less accumulated depreciation and amortization 10,996 14,385

$3,013 $4,787

Depreciation and amortization expense for the yeaded December 31, 1999, 1998 and 1997 was appaitedy $914,000, $1,113,000 and
$1,606,000, respectively.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

December 31, 1999, 1998 and 1997

NOTE F- ACCRUED EXPENSES

Accrued expenses are summarized as follows:

December 31,

(in thousands)

Payroll taxes payable $ 1,503 $1,714

Rent 1,454

Interest 764 619

Accrued payroll 736 92

Professional fees 362 539

Other 958 1,008
$ 5,777 $3,972

At December 31, 1999, payroll taxes payable inclpglgroximately $1,467,000 and $31,000 of delingpenroll taxes (including penalties
and interest) due to the Internal Revenue Servidetlze State of New York, respectively, all of whi@bility was incurred in 1997 and 1996.
The Company expects that the Federal liability bélpartially offset by income tax refund claimsiethwere filed and are pending before
IRS. Until such time as the IRS completes its neyitne Company has not recorded any expected tardelaims. The Company has
negotiated a payment plan with the State of Newk¥od the balance will be paid by the end of 2000.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE G - CONVERTIBLE SUBORDINATED DEBENTURES AND ST OCK WARRANTS

At December 31, 1999 and 1998 convertible subotdihdebentures outstanding and related debt discelated to the following issuances
are discussed below:

December 31,

1999 1998

Issuance of debentures (in thousands)
Debentures - August 1996 (a) $ 2,500 $ 2,500
Debentures - March 1998 (b) 20,800 20,800
Debentures - issued in lieu of interest for March 1 998 (b) 667
Debentures - June 1998 (c) 5,000 5,000
Debentures - issued in lieu of interest for June 19 98 (c) 158
Debentures - May 1999 (d) 12,862
Debentures - issued in lieu of interest for May 199 9 (d) 114
Debentures - July 1999 (e) 5,000

47,101 28,300

Less: Debt discount (6,005) (2,114)

$ 41,096 $ 26,186

(@) On August 6, 1996, the Company issued 250 ,watit810,000 per unit, in a private placementobécurities ("August Private
Placement"). Each unit consisted of: (i) a 10% eotible subordinated debenture due August 6, 20@he principal amount of $10,000,
interest payable quarterly, and convertible intarsk of the Company's common stock at a convepsioa of $3.25 per share, subject to
dilution, and (ii) 461 redeemable common stock pase warrants ("warrants"). Each warrant entithexdholder to purchase one share of
common stock for $3.25, subject to adjustment dytie five-year period commencing August 6, 1996.

(b) On March 10, 1998, the Company completed aapeivffering (the "Offering™) of securities to awvestor group ("Galen") consisting of
5% convertible senior secured debentures due MEBcR003, and common stock purchase warrants @witlyear life) exercisable for
2,244,667 shares of the Company's common stoak exercise price of $1.404 and 2,189,511 shares akercise price of $2.279. The
debentures are convertible into shares of the Cagipaommon stock at a conversion price of $1.40. net proceeds to the Company from
the Offering, after the deduction of related offigrexpenses of $1,518,000 for legal and investinanker fees, was approximately
$19,300,000. These related offering costs are bamimgrtized over the remaining five year life of teéated debentures.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE G (CONTINUED)

(c) In accordance with the terms of the Offeringrinlg June 1998, Galen invested an additional $5(D in the Company in exchange for
debentures and warrants having terms identicdldeet issued in the Offering (539,583 and 526,328n¢con stock purchase warrants with an
exercise price of $1.404, respectively).

(d) On May 26, 1999, the Company consummated afioffering of securities for an aggregate puretmie of up to $22,800,000 (the
"Oracle Offering"). The securities issued in the@e Offering consisted of 5% convertible seniamused debentures (the "1999 Debentur
and common stock purchase warrants (the "1999 Watjaeach of which are substantially similariie tebentures and warrants issued by
the Company in the Galen Offering completed in Mad998. Of the $22,800,000 to be invested pursieettite Oracle Offering, $5,000,000
was funded by Oracle Strategic Partners, L.P. @faon May 26, 1999, the closing date of the @r&zffering, with an additional
$10,000,000 to be funded by Oracle in two instafitaef $5,000,000 each. The first $5,000,000 ilatit of the additional $10,000,000
Oracle investment was funded on July 27, 1999.l0Rumtsto an agreement reached between the Compdrracle on March 20, 2000, the
final $5,000,000 investment has been waived.

The 1999 Debentures were issued at par and witiraeaddue and payable as to principle on March 183 28pproximately $12,800,000 in
principle amount of the 1999 Debentures were issuelllay 26, 1999. Interest on the principle of 1889 Debentures is accrued at the rate
of 5% per annum and is payable on a quarterly basis

The 1999 Debentures are convertible into sharéseo€ompany's common stock at a conversion pri@d @04 per share, for an aggregat
up to approximately 12,678,063 shares of the Colpaommon stock. The 1999 Warrants are exercisabkn aggregate of approximately
4,618,702 shares of the Company's common stocku€f warrants, 2,309,351 warrants are exercisalfie.404 per share and the remaining
2,309,351 warrants are exercisable at $2.279 ggeshe 1999 Debentures and 1999 Warrants areeddig and exercisable, respectively,
for an aggregate of approximately 17,296,765 shafrése Company's common stock.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE G (CONTINUED)

(e) Approximately $7,037,000 of the 1999 Debentissaed pursuant to the Oracle Offering were issn@kchange for the surrender of a
like amount of principal and accrued interest ariding under the Company's convertible promissotgsiissued pursuant to various bridge
loan transactions with Galen Partners Ill, L.P.|[e@&Partners International I, L.P., Galen Empleyaund IIl, L.P. (collectively, "Galen") at
certain other investors in the aggregate amouffl0f104,110 during the period from August 1998 tigfoand including May, 1999 (the
"1999 Galen Bridge Loans"). In exchange for Galed ather investors granting extensions to matwtities of the Company's convertible
promissory notes, the Company issued 1,022,284 aonstock purchase warrants at exercise pricesngrighm $1.18 to $2.32. These
warrants resulted in deferred private offering saghich are being amortized over the remainingds Jige of the related obligations. The
remaining balance of the 1999 Galen Bridge Loarthérprincipal amount of $3,495,000 plus accruediampaid interest was paid on July
1999.

(f) In connection with certain 1995 amendments lio@ of credit agreement then existing with a hahk Company issued stock warrants to
the bank, expiring July 17, 2000, to purchase shaf¢he Company's common stock at various exeprises per share, subject to certain
antidilution provisions. At December 31, 1999 thanber of common stock warrants, as adjusted, e@ib09 shares at exercise prices
ranging from $1.48 to $1.51 per share. In March8l#9e Company completely satisfied its bank inddbéess and terminated the line of
credit agreement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE G (CONTINUED)

Debt discount resulting from the issuance of stwakrants in connection with the issuance of sulmartéid debt is recorded as a reduction of
the related obligations at the warrants relativevialue and is amortized as additional interegtegrse over the remaining life of the related
obligations. At December 31, 1999 outstanding wagrgiving rise to debt discount for related debess are as follows:

Accumulated Unamortized

Warrants Amortization  debt discount

related to Original at at Remaining

debentures Exercise Number of debt December 31, December 31, life
above prices Warrants discount 1999 1999 (months)

(in thousands)

(a) $3.25 $ 115,250 $ 355 $ 237 $ 118 20
$1.404 and

(b) $2.279 4,434,178 2,263 793 1,470 39
$1.404 and

(c) $2.279 1,065,908 1,200 248 952 46
$1.404 and

(d) $2.279 3,608,604 4,034 569 3,465 39
$1.48 to

) $1.51 955,509 200 200 - -

$10,179,449 $8,052 $2,047 $6,005

At December 31, 1999 outstanding warrants givieg to deferred private offering costs are as fatow

Unamortized
Accumulated Private
Original Amortization issuance costs
deferred at at Remaining
Exercise Number of private December 31, December 31, life
Warrants prices Warrants i ssuance costs 1999 1999 (months)

(in thousands)

$1.18to
(e) $2.32 $1,022,284 $ 907 $181 $726 48
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE H -NOTES PAYABLE

At December 31, 1999 and 1998, notes payable dedsid the following:

Dece mber 31
1999 " 1008
“(inth ousands)
Unsecured promissory demand notes (a)  $ 2,529 $2,817
Bridge Loans (b) 1,509 8,033
$4,038 $10,850

(a) At December 31, 1999 unsecured promissory ddmates consisted of $2,379,000 due to Mylan ars® D0 due to a former employee.
During the period from May 1997 through July 198i& Company borrowed approximately $3 million fridfylan Laboratories, Inc.
("Mylan™) pursuant to five unsecured, demand pramig notes. The advances made by Mylan Laboratdrieswere part of a proposed
investment by Mylan in the Company, including thegmsed purchase of the Company's Indiana faciitwell as a partial tender offer for
the Company's common stock. To date, $620,000 éas paid by the Company to Mylan against such iedigtess in the form of product
deliveries to Mylan. Pursuant to an agreement edtietween the parties, the Company is requiredtisfy interest on the outstanding
indebtedness on an annual basis while the indebssdiemains outstanding and to satisfy the prihaip@unt of such indebtedness in the
form of product deliveries to Mylan until such tiras the indebtedness is satisfied in full.

(b) In addition to the 1999 Galen Bridge Loans d&sed in Note G, the Company secured bridge fingrfcom Galen order to provide
necessary working capital prior to the completibthe Watson Term Loan as described in Note Q. & eglge loans aggregated
approximately $3,300,000 and were funded througiseparate bridge loan transactions during thegddrom December 8, 1999 through
March 29, 2000 (collectively, the "2000 Galen Bedgoans"). At December 31, 1999 $1,509,000 relatnguch bridge loans was
outstanding. On March 31, 1999 the total princgrabunt of the 2000 Galen Bridge Loans and accraddiapaid interest were satisfied in
full with a portion of the proceeds of the Watsar. Prior to repayment, the 2000 Galen Bridge kasotrued interest at the rate of 18%
annum and were secured by a first lien on all ef@ompany’s assets. In consideration for the exierns the 2000 Galen Bridge Loans, the
Company issued common stock purchase warrantslen@apurchase an aggregate of 125,000 sharée dampany's common stock.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE H (CONTINUED)

The warrants issued pursuant to the 2000 GalergBiighans have an exercise price equal to the faiket value of the Company's common
stock on the date of issuance and are substantialhtical to those issued by the Company in thect@rOffering (Note G).

NOTE I- INCOME TAXES
The actual income tax expense varies from the éd&tutory rate applied to consolidated operatasmfollows:

Year ended December 31,

1999 1998 1997

AMOUNT % Amount % Amo unt %

(in thousands)

Federal statutory rate $(6,116)  (34%) $(4,326) (34.0)% $(5, 105) (34.0)%
Loss for which no tax benefit
was provided 5,997 33.8% 4,247 33.8 4, 924  32.8

Losses of subsidiaries with
no tax benefit

Amortization of warrants 24 2
Goodwill amortization 12 1
Department of Justice

settlement 31 A 42 A
Other 88 1 37 1 145 9
Actual tax expense $ -- -% $ - ~-% $ - --%

The Company has net operating loss carryforwardseggting approximately $58,796,146, expiring dyitine years 2011 through 2019. In
addition, certain of the Company's subsidiariedféeparate Federal income tax returns in priarsyaad have separate net operating loss
carryforwards aggregating approximately $4,062 &g8ring during the years 1999 through 2018.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

December 31, 1999, 1998 and 1997

NOTE | (CONTINUED)

The tax loss carryforwards of the Company andubsgliaries are subject to limitation by Sectior2 88 the Internal Revenue Code with
respect to the amount utilizable each year. Th#dition reduces the Company's ability to utiliz¢ aperating loss carryforwards included
above each year. The amount of the limitation fdeen quantified by the Company.

The components of the Company's deferred tax a@isgtiities), pursuant to SFAS No. 109, are surmized as follows:

December 31,

(in thousands)

Deferred tax assets

Net operating loss carryforwards $ 27,349 $21,831

Allowance for doubtful accounts 50 75

Research and development tax credit 212 212

Reserve for inventory 218 169

Reserve for chargebacks 21

Shutdown costs 1,352

Severance package 242

Litigation settlement 44 73

Rent 44 231

Reserve for Medicaid 93 71

Capital loss carryforwards 210

Reserve for contingencies 14

Charitable contribution carryforwards 1

Other 26 15
Gross deferred tax assets 29,876 22,677

Deferred tax liabilities

Depreciation (430) (332)

Installment sale gain

Other (42) (42)
(472) (374)

Net deferred tax assets before

valuation allowance 29,404 22,303
Valuation allowance (29,404) (22,303)
Net deferred tax assets $ - $ -
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE | (CONTINUED)

SFAS No. 109 requires a valuation allowance agalefdrred tax assets if, based on the weight dfabla evidence, it is more likely than r
that some or all of the deferred tax assets mapaoealized. The valuation allowance at Decemtied 399 primarily pertains to
uncertainties with respect to future utilizationnet operating loss carryforwards.

NOTE J - CESSATION AND RELOCATION OF BROOKLYN, NY P LANT OPERATIONS

The Company's formal decision to discontinue itsdkiyn operations was initiated in the fourth qeadf 1999 with notification to its union.
The total charge of approximately $3,220,000 ré@syitrom eliminating the Brooklyn operation inclugithe lease termination payment of
$1,150,000, a provision of $200,000 for plant repahe write-off of leasehold improvements of ¥B,000, severance and other costs for
terminated employees of $730,000, less deferredpreniously expensed of $638,000.

At December 31, 1999 the Company was obligatedyorent through December 31, 2005 pursuant to aarmellable lease obligation for its
facility in Brooklyn, New York. Under a terminatiaand settlement agreement consummated on Marc0BB, (the "Settlement
Agreement”), in exchange for a termination payn#i$il,150,000, the termination of the lease has lageelerated to August 31, 2000. The
total base rent payments that would have beennesjfiom September 1, 2000 to December 31, 200& agproximately $6,715,000. The
agreement does allow the Company to continue tel#ze facility beyond August 31, 2000, but recuiree Company to vacate the premises
no later than March 31, 2001. In addition, the IBetént agreement provides for the advance paynfernbthrough August 31, 2000 and a
restoration escrow deposit of $200,000 for plapane. The Company also deposited in escrow wstikaunsel $390,600 which represents
rental payments for the period September 1, 20@Quth March 31, 2001. Such escrow amount will herned to the Company in the evel
vacates the Brooklyn facility on or prior to Augdt, 2000. The Company funded the termination taament, the advance rental payment
obligations and restoration amount required purstathe Settlement Agreement with the proceedsived from the Watson Term Loan
(Note Q).
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NOTE K - SALE AND ACQUISITION OF ABBREVIATED NEW DR UG APPLICATIONS

("ANDA")
Sale of ANDA

On March 21, 1995, the Company sold its ANDA forgofixycodone HCL/325mg Acetaminophen Tablets ("Tab)eand certain equipment
used in the production of the tablets. Pursuattiéaagreement the Company recognized the finaigmoaf the gain, $1,900,000, as other
income in March 1998.

Acquisition of Barr Laboratories, Inc. ANDA

On April 16, 1999, the Company completed an actjaisagreement with Barr Laboratories, Inc. ("Baptoviding for the Company's
purchase of the rights to 50 pharmaceutical prad({ibe "Barr Products"). Under the terms of theu&ition agreement with Barr, the
Company acquired all of Barr's rights in the BanwdRicts, including all related governmental appteyacluding ANDAS) and related
technical data and information. In considerationtfie acquisition of the Barr Products, the Compiaayed to Barr a common stock purchase
warrant exercisable for 500,000 shares of the Coylpa@ommon stock having an exercise price of $£5Q&r share (the fair value of the
Common Stock on the date of issuance) and havtaghaof five years. The Company valued the warran$350,000 using the Black
Scholes option pricing model. Accordingly, the Ca@mp recorded a deferred charge to be amortized ag@ense to the Company's
operations over a 10 year period which is the egBahlife of the related ANDA. The acquisition agreent with Barr also allows Barr to
purchase any of the Barr Products manufacturetidy"ompany for a period of five years.

NOTE L - PENSION EXPENSE
1. Management Pension Plan

The Company had maintained a defined benefit ptaering substantially all nonunion employees whigts terminated in November 1996.
Subsequently, all Plan assets were converted toaras held in a money market fund (to continueTthest) from which all vested participant
interests were to be paid. In 1998, the Compangived approval to terminate the Plan by the PerBemefit Guarantee Corporation, all
assets were distributed to the vested participtmisTrust was terminated and a final filing wasdmavith the Internal Revenue Service.
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NOTE L (CONTINUED)
2. Employees' Pension Plan

The Company contributed approximately $67,872, 31, and $407,000, in 1999, 1998 and 1997, reispdgtto a multiemployer pension
plan for employees covered by collective bargairdiggeements. This plan is not administered by th@gany and contributions are
determined in accordance with provisions of negetidabor contracts. Information with respect te @ompany's proportionate share of the
excess, if any, of the actuarially computed valireested benefits over the total of the pensiom’plaet assets is not available from the plan's
administrator.

The Multiemployer Pension Plan Amendments Act A &he "Act") significantly increased the pensiesponsibilities of participating
employers. Under the provision of the Act, if tHans terminate or the Company withdraws, the Comganld be subject to a "withdrawal
liability."

NOTE M - STOCK OPTION PLAN

In June 1998, the stockholders of the Company aprthe adoption of a stock option and restrictedkspurchase plan (the "1998 Option
Plan). The 1998 Option Plan provides for the grantf (i) nonqualified options to purchase the Camys common stock at not less than the
fair market value on the date of the option gramt @i) incentive stock options to purchase the @any's common stock at not less than the
fair market value on the date of the option grastof December 31, 1999, there was no exercisaybations to purchase any common
stock under the 1998 Option Plan. The total nunolbshares which may be sold pursuant to optionsrigids granted under the 1998 Option
Plan is 3,600,000. No option can be granted uritee®98 Option Plan after April, 2008 and no optian be outstanding for more than ten
years after its gran

The Company has adopted the disclosure provisib8satement of Financial Accounting Standards N&R ('SFAS No. 123"), "Accounting
for Stock-Based Compensation.” It applies APB QgiriNo. 25, "Accounting for Stock Issued to Emplaye@and related interpretations in
accounting for its plans and does not recognizepsarsation expense for its stock-based compensaltimis other than for restricted stock. If
the Company had elected to recognize compensatjmmnse based upon the fair value at the grantfdatevards under these plans consis
with the methodology prescribed by SFAS No. 128,@lmmpany's net income and earnings per share weuldduced to the pro forma
amounts indicated below:
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NOTE M (CONTINUED)

Year ended December 31,
1999 1998 1997
(thousands , except per share amounts)
Net loss
As reported $ (20,063) $ (12,724) $ (15,013)
Pro forma (20,954) (13,663) (15,323)
Loss per share
As reported $ (1.40) $ (92) $ (112
Pro forma (1.46) (.98) (1.14)

These pro forma amounts may not be representatifigure disclosures because they do not takeeffext pro forma compensation exper
related to grants made before 1995. The fair vafibese options was estimated at the date of giging the Black-Scholes option-pricing
model with the following weighted average assumifor the years ended December 31, 1999, 1998 89id, respectively: expected
volatility of 73%, 67%, and 65%; risk-free intereates of 6.8%, 5.6%, and 6.0%; and expected b¥d$ years, 10 years, and 4 years. At the
date of grant, all exercise prices equaled the etar&due of the stock.

The Black-Scholes option valuation model was degyatiofor use in estimating the fair value of tradptions which have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofiygsubjective assumptions including the
expected stock price volatility. Because the Comgfsaemployee stock options have characteristigsfggntly different from those of traded
options, and because changes in the subjectivé agsumptions can materially affect the fair madaimate, in management's opinion, the
existing models do not necessarily provide a rédiaingle measure of the fair value of its employeek options.
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Halsey Drug Co., Inc. and Subsidiaries

December 31, 1999, 1998 and 1997

Transactions involving stock options are summareetllows:

Weighted Weighted
Stock average average
options exercise fair
outstandi ng Price value
Balance at December 31, 1996 656,00 7 3.53
Exercised (89,30 0) 3.22 $3.39
Cancelled (84,96 8) 5.16 3.39
Balance at December 31, 1997 481,73 9 3.60
Granted 2,254,85 0 2.37 1.71
Cancelled (511,30 3) 3.16 2.08
Balance at December 31, 1998 2,225,28 6 2.46
Granted 503,50 0 1.19 .80
Cancelled (118,56 7) 3.08 2.00
Balance at December 31, 1999 2,610,21 9 2.19

The following table summarizes information concagncurrently outstanding and exercisable stockoogti

Options ou tstanding Options exercisable
Weigh ted
Number aver age Weighted Number Weig
outstanding at remai ning average exercisable at ave
Ranges of December 31, contra ctual  exercise December 31, exer
exercise prices 1999 Life(y ears) price 1999 pr
$1.00 - $2.00 518,100 9.0 9 $1.17 86,250 $1.
2.01- 3.00 2,023,850 8.2 1 2.40 918,463 2.
3.01 - 4.88 68,269 6.2 3 3.78 62,019 3.
2,610,219 1,066,732
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE N - COMMITMENTS

The Company occupies plant and office facilitied@mnoncancellable operating leases which expieicember 2005. These operating
leases provide for scheduled base rent increagrdioy term of the lease, however, the total amotitite base rent payments will be charged
to operations using the straight-line method okierterm of the lease. The leases provide for payofaeal estate taxes based upon a
percentage of the annual increase. In additionCtimapany rents certain equipment under operatimget®e generally for terms of four years.
Total rent expense for the years ended December9®B, 1998 and 1997 was approximately $1,574 $0243,000, $884,000, respectively.
See Note J for information relating to the shutdaf/the Brooklyn, New York facility.

Lease of Congers, New York Facility

Effective March 22, 1999, the Company leased, ksteoant, a pharmaceutical manufacturing facitisated in Congers, New York (the
"Congers Facility") from Par Pharmaceutical, If@af") pursuant to an Agreement to Lease (the "€§a3he Congers Facility contains
office, warehouse and manufacturing space. Thed pamvides for a term of three years, with a twaryenewal option and provides for
annual fixed rent of $500,000 per year during thmary term of the Lease and $600,000 per yeanduhie option period. The Lease also
covers certain manufacturing and related equipmpentiously used by Par in its operations at thegéos Facility (the "Leased Equipment”).
In connection with the execution of the Lease,Gloenpany and Par entered into a certain Option Ages¢ pursuant to which the Company
may purchase the Congers Facility and the LeasegBEgnt at any time during the lease term for $5,000.

As part of the execution of the Lease, the Comparty/Par entered into a certain Manufacturing amplyuAgreement (the "M&S
Agreement") having a term of two years. The M&S égment provides for the Company's contract manufactf certain designated
products. The M&S Agreement also provides thatvidtipurchase a minimum of $1,150,000 in productidg the initial 18 months of the
Agreement. The M&S Agreement further provides thatCompany will not manufacture, supply, develogistribute the designated
products to be supplied by the Company to Par uthdeM&S Agreement to or for any other person fpeaod of three years.
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NOTE N (CONTINUED)

As of December 31, 1999, the approximate minimuntalecommitments under these operating leasessdialaws:

Twelve months ending December 31, (in thousands)
2000 $1,360
2001 509
2002 104
2003 and thereafter 7

Total minimum payments required $1,980

Employment Contracts

During March 1998, the Company entered into empkyneontracts with each of two new officers/empésyef the Company which cover a
five-year and a three-year period, respectivelye bntracts provide for, among other things: (Dwal salaries of $170,000 and $140,000 to
be paid over the five-year and three-year perigstpectively and (ii) an aggregate of 1,300,00@aopgt(included in the 1998 grantdlete M)
to purchase the Company's stock at an exercise pfi$2.38 per common share that vest evenly ottere@-to-five-year service period and
expire in ten years.

NOTE O - CONTINGENCIES
American Stock Exchange

The Company has been advised by the American &rckange ("Amex") that the Amex has determineddisstithe Common Stock of the
Company (stock symbol "HDG") as it does not meetAmex's criteria for continued listing. Such aiigeinclude minimum levels of
shareholders' equity and the absence of yearst édgses from continuing operations. In respongb@éoAmex notice, the Company has
exercised its right to appeal the Amex's decisiuh lzas requested a formal hearing in order to édurtonsider the decision. There can be no
assurance that the Company's common stock willirelisted on the Amex. In the event the Companyrisuccessful in its appeal to main
the listing of the Company's Common Stock on thesfit is anticipated that the Company's CommoriStall trade on the Over the
Counter Bulletin Board. In such event, a sharehatday find it more difficult to dispose of, or tb@in accurate quotations as to the market
value of the Common Stock.
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NOTE O (CONTINUED)
Department of Justice ("DOJ") Settlement

On June 21, 1993, the Company entered into a Rieeefnent with the DOJ to resolve the DOJ's invasitig into the manufacturing and
record keeping practices of the Company's Brooklamt. The Plea Agreement required the Companwyoagine of $2,500,000 over five
years in quarterly installments of $125,000, comairenon or about September 15, 19

As of February 28, 1998, the Company was in defafuthe payment terms of the Plea Agreement anchiede payments aggregating
$350,000. On March 27, 1998, the Company and thé §i§hed the Letter Agreement serving to amendPtba Agreement relating to the
terms of the Company's satisfaction of the fine@sssd under the Plea Agreement. Specifically, #teet Agreement provided that the
Company will satisfy the remaining $2,150,000 & fime through the payment of $25,000 on a morithlsis commencing June 1, 1998, plus
interest on such outstanding balance (at the eteillated pursuant to 28 U.S.C Section 1961)(ctig&n319%). Such payment schedule will
result in the full satisfaction of the DOJ fineDecember, 2005. The Letter Agreement also providesin restrictions on the payment of
salary or compensation to any individual in exa&s8150,000 without the written consent of the DdJaddition, the Letter Agreement
requires the repayment of the outstanding findnéoetxtent of 25% of the Company's after-tax pafithe remaining balance owed and 25%
of the net proceeds received by the Company orsaleyof a capital asset for a sum in excess o000 At December 31, 1999, the
Company is current in its payment obligations veittemaining obligation of $1,675,000.

Other Legal Proceedings

Beginning in 1992, actions were commenced agaiesCompany and numerous other pharmaceutical manuéss in the Pennsylvania
Court of Common Pleas, Philadelphia Division, immection with the alleged exposure to diethylsttba ("DES"). The defense of all of
such matters was assumed by the Company's insucander, and a substantial number have been ddiyi¢he carrier. Currently, several
actions remain pending with the Company as a defeindnd the insurance carrier is defending eatthraSimilar actions were brought in
Ohio, and have been dismissed based on Ohio lagvCBmpany and its legal counsel do not believeddisych actions will have a material
impact on the Company's financial condition. Thémate outcome of these lawsuits cannot be detemind this time, and accordingly, no
adjustment has been made to the consolidated fadastatements.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE O (CONTINUED)

The Company has been named as a defendant in dit@@al action which has been referred to the Camyfs carrier and has been accepted
for defense. This action, Alonzo v. Halsey Drug,@oc. and K-Mart Corp. was commenced on Novembd©985 and involves a claim for
unspecified damages relating to the alleged ingestf "Doxycycline 100." The ultimate outcome oése lawsuits cannot be determined at
this time, and accordingly, no adjustment has lmeade to the consolidated financial statements.

NOTE P - SIGNIFICANT CUSTOMERS AND SUPPLIERS

The Company sells its products to a large numbeusfomers who are primarily drug distributors,gétiore chains and wholesalers and are
not concentrated in any specific region. The Compp@erforms ongoing credit evaluations of its custesrand generally does not require
collateral. During 1999, the Company had net saese customer in excess of 10% of total salegemgting 16.3% of total sales. During
1998, the Company had net sales to one custoneaciss of 10% of total sales, accounting for 1708%tal sales. During 1997, the
Company had net sales to one customer in excel3%fof total sales, aggregating 22.3% of totalssale

During 1999 and 1998, the Company purchased appedgly $1,107,000 and $2,583,000, respectivelitsoshw materials, representing
approximately 15% and 29%, respectively, of taa@l material purchases from one supplier.

NOTE Q - SUBSEQUENT EVENT - STRATEGIC ALLIANCE WITH WATSON PHARMACEUTICALS

On March 29, 2000, the Company completed variawadegiic alliance transactions with Watson Pharmiézas, Inc. ("Watson"). The
transactions with Watson provided for Watson's pase of a certain pending ANDA from the Company Vi@atson's rights to negotiate for
Halsey to manufacture and supply certain identifigdre products to be developed by Halsey, fordtfals marketing and sale of the
Company's core products and for Watson's extersdiars17,500,000 term loan to the Company.
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE Q (CONTINUED)

The product acquisition portion of the transactiasith Watson provided for Halsey's sale of a pegdMNDA and related rights (the
"Product") to Watson for aggregate consideratiofik#,500,000 (the "Product Acquisition Agreememy.part of the execution of the
Product Acquisition Agreement, the Company and \bfaexecuted ten year supply agreements coveringdiive pharmaceutical ingredient
("API") and finished dosage form of the Productquamt to which Halsey, at Watson's discretion, miéinufacture and supply Watson's
requirements for the Product API and, where th@®bAPI is sourced from the Company, finish dosagms of the Product. The purchase
price for the Product is payable in three approxélyaequal installments as certain milestones edeged. Management expects the last of
these milestones to be achieved by no later thaerld of the second fiscal quarter of year 2000.

The Company and Watson also executed a rightsifrfiggotiation agreement providing Watson withrst fight to negotiate the terms under
which the Company would manufacture and supplyagegpecified APIs and finished dosage productsetdeveloped by the Company. The
right of first negotiation agreement provides thpbn Watson's exercise of its right to negotiatetie supply of a particular product, the
parties will negotiate the specific terms of thenofacturing and supply arrangement, including pna@imum purchase requirements, if a
territory and term. In the event Watson does net@se its right of first negotiation upon recegptvritten notice from the Company as to its
receipt of applicable governmental approval retatma covered product, or in the event the padiesunable to reach agreement on the
material terms of a supply arrangement relatinguich product within sixty days of Watson's exeroisis right to negotiate for such produ
the Company may negotiate with third parties far shpply, marketing and sale of the applicable peadrhe right of first negotiation
agreement has a term of ten years, subject to ggtem the absence of written notice from eithentypfor two additional periods of five yei
each. The right of first negotiation agreement eggpbnly to API and finished dosage products idiextiin the agreement and does not
otherwise prohibit the Company from developing othBls or finished dosage products for itself ardtparties.

The Company and Watson also completed a manufagtarid supply agreement providing for Watson's etarg and sale of the Company's
existing core products portfolio (the "Core Progustipply Agreement"). The Core Products Supply &grent obligates Watson to purchase
a minimum amount of approximately $18,363,000 (tieimum Purchase Amount") in core products frore tbompany, in equal quarterly
installments over a period of 18 months (the "MinimPurchase Period"). At the expiration of the Minm Purchase Period, if Watson does
not continue to satisfy the
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Halsey Drug Co., Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
December 31, 1999, 1998 and 1997
NOTE Q (CONTINUED)

Minimum Purchase Amount, the Company may marketsatidhe core products on its own or through edtparty. Pending the Company's
development and receipt of regulatory approvalt®foAPIs and finished dosage products currentlyennttvelopment, including, without
limitation, the Product sold to Watson, and theketing and sale of same, of which there can bessarance, substantially all the Company's
revenues expect to be derived from the Core Prediigpply Agreement with Watson.

The final component of the Company's strategiaadle with Watson provided for Watson's extensioa $17,500,000 term loan to the
Company. The loan will be funded in installmentsmiphe Company's request for advances and thegiwavio Watson of a supporting use
proceeds relating to each such advance. The laatiged by a first lien on all of the Company&sets senior to the lien securing all other
Company indebtedness, carries a floating ratetefést equal to prime plus two percent and matomedarch 31, 2003.
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Exhibit 3.1
CERTIFICATE OF AMENDMENT

OF THE CERTIFICATE OF INCORPORATION
OF

HALSEY DRUG CO., INC.

UNDER SECTION 805 OF THE NEW YORK BUSINESS CORPORATION LAW

* k k kK

3. (a) The Certificate of Incorporation is amende
increase the number of authorized shares o
40,000,000 to 80,000,000 shares, (ii) incr
directors to not more than eleven (11) and
rights on an as-converted basis to the hol
Company's 5% Convertible Senior Secured De
15, 2003 issued pursuant to that certain D
Purchase Agreement dated May 26, 1999 betw
Oracle Strategic Partners, L.P. and the ot
thereto.

(b) To effect the foregoing, the following ame
made to the corporation's certificate of i
amended:

(A) Article THIRD relating to the amount o
stock of the corporation is amended to rea

WE, THE UNDERSIGNED, Michael K. Reicher and Petégr@ens, being respectively the President and tbeegey of Halsey Drug Co.,
Inc., hereby certify:

1. The name of the corporation is Halsey Drug Gw., The corporation was originally incorporatedienthe name of Halsey Drug Co. Inc.

2. The certificate of incorporation of said corgara was filed with the Department of State on 16¢h day of April, 1935, and has been
amended at various times by action of the Boardiadctors and the shareholders of the corporation.
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THIRD: The amount of the authorized capita
Corporation shall be Eight Hundred Thousan
consisting of 80,000,000 shares of Common
having a par value of $.01 per share.

The holders of the Corporation's 5% Conver
Debentures due March 15, 2003 originally i
that certain Debenture and Warrant Purchas
March 10, 1998 between the Corporation, Ga
L.P., Galen Partners International, L.P.,
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of the shareholders of the Corporation, to
holders of the Corporation's Common Stock
shares of capital stock of the Corporation
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than three (3) nor more than eleven (11), none of whom need be
stockholders of the Corporation.

4. The amendments provided herein were authorizéiuei following manner:

By the unanimous written consent of the Board o&Blors followed by an affirmative vote of the halg of a majority of the outstanding
shares of Common Stock of the Corporation entiibedote thereon.

IN WITNESS WHEREOF, we have signed this certificatethe 19th day of August 1999 and we affirm tta¢éesnents contained herein as
true under penalties of perjury.

/sl M chael K. Reicher

M chael K. Reicher
Presi dent and Chief Executive O ficer

/sl Peter C enens
Pet er C enens
Secretary



Exhibit 10.72
May 26, 1999

To the Purchaser(s) Set Forth on Exhibit A hereto:

HALSEY DRUG CO., INC., a New York corporation (tt€ompany"), agrees with you as follows:
ARTICLE |

AUTHORIZATION OF THE SECURITIES; ADJUSTMENT OF CONV ERSION
PRICE AND WARRANT PRICES

I.1. Authorization of Securities. The Company regeras that it has taken all corporate action necgsse authorize the issuance and sale of
(a) its 5% Convertible Senior Secured Debenturesharch 15, 2003 in the aggregate principal amoti2,862,603.04 (the "Debenture
(b) warrants to purchase an aggregate of 2,30%Bates of Common Stock, par value $.01 per sh@enftnon Stock"), of the Company
initially at a price of $1.404 per share (the "®4NVarrants") and (c) warrants to purchase an gag¢geof 2,309,351 shares of Common S
initially at a price of $2.285 per share (the "®4Varrants" and together with the $2.285 Warrahts,"Warrants"). The Debentures and the
Warrants (collectively, the "Securities") are todméd pursuant to this Agreement to you (each ofiggtsometimes referred to herein as a
"Purchaser"). Interest on the Debentures is payaitlee rate of 5% per annum, as more particulgrécified in the form of Debenture
attached hereto as Exhibit B. Each Debenture igantible in whole or in part from time to time inbonumber of shares of Common Stock
initially at the rate of one share of Common Stfmrkeach $1.404 in principal amount of the Debemtorbe converted. For purposes of this
Agreement, the term "Shares" shall mean the sltii€@@mmon Stock which may be issued upon conversi@tl or a portion of the princip
amount of the Debentures and the shares of Comitoahk $hat may be issued from time to time pursuanie exercise of the Warrants. The
term "Shares" does not include any other shar€oofmon Stock or other capital stock of the Company.

I.2. Adjustment of Conversion Price and Warrant®si The prices at which Shares may be acquirea cqaversion of the Debentures and
exercise of the Warrants (the "Conversion Pricel' thie "Warrant Prices", respectively) are subje@djustment as set forth there



ARTICLE II
SALE AND PURCHASE OF THE SECURITIES; SECURITY DOCUM ENTS

II.1. Sale and Purchase of the Securities. Subjeitte terms and conditions hereof and in reliantéhe representations and warranties
contained herein, or made pursuant hereto, the @oynwill issue and sell to each Purchaser andfdn Bwrchaser's designees, and each
Purchaser, severally and not jointly, will purch&sen the Company, on the Closing Date specifiedriticle 3, the Securities for the purch
prices set forth opposite such Purchaser's nanksbibit A.

The Company and Oracle Strategic Partners, L.Ra¢®") acknowledge and agree that the fundingp@frémaining aggregate of
$10,000,000 in principal amount of the Debentureset forth in Exhibit A hereto will be funded imd (2) equal installments (each an
Installment"). The first Installment of $5,000,0801 be made within three (3) business days afterlater to occur of (i) written notice by the
Company to Oracle of the Company's receipt of apgdrisom the U.S. Food and Drug Administration ("&D relating to its Abbreviated
New Drug Application ("ANDA") for Prednisolone Sysuand

(i) written notice by the Company to Oracle indiog that the Charter Amendment (as defined andigeal in Section 9.12(B) hereof) has
been filed with, and accepted for filing by, thefied of the Department of State of the State of Ne&wk (such notice shall include a copy of
the Charter Amendment stamped "filed" by the Offi€éhe Department of State of the of New York)e™econd and final Installment of
$5,000,000 will be funded within three (3) busindags after the later of: (i) written notice by tBempany to Oracle of the Company's
receipt of FDA approval for the ANDA relating to Ryycline Monohydrate; (ii) receipt of shareholdgproval of the proposals as descri
in Section 9.12(B) hereof, provided, however tinahie event that FDA approval of the ANDA relatbogDoxycycline Monohydrate shall not
have been received on or prior to March 31, 20G8cle shall have no obligation to fund the finaJ@E®,000 Installment as provided herein
and in Exhibit A hereto. The Company shall proviglacle with written evidence of the FDA's approoithe ANDA for each of
Prednisolone Syrup and Doxycycline Monohydrate gttyrupon receipt of same from the FDA.

[1.2. Company Security Documents. All of the obtigas of the Company under the Debentures shalkbared by the following:

(a) A lien on all the personal property and asséthe Company now existing or hereinafter acqugexhted pursuant to a Company General
Security Agreement dated of even date herewith &etvthe Company and Oracle, as agent for the Rserhéhe "Company General
Security Agreement”), which, except for Permittadris (as hereinafter defined in Section 10.4),|dJeah first lien ranking pari passu with
the lien granted to the investors in the Compabsfsconvertible senior secured debentures due MEBCB003 issued pursuant to a certain
Debenture and Warrant Purchase Agreement datechMa&rc1998 between the Company and the Purchasie on the signature page
thereto (the "March 199



Debentures").

(b) Collateral assignments of all leases, contrgetients, copyrights, trademarks and service nafritee Company (collectively, the
"Company Collateral Assignments").

[1.3. Guaranties. All of the obligations of the Cpamy under the Debentures shall be guaranteedgnirguContinuing Unconditional
Secured Guaranties (each, a "Guaranty" and coltdgtithe "Guaranties") by each of the followindsidiaries of the Company (each, a
"Guarantor"):

(a) Houba, Inc. ("Houba"); and
(b) Halsey Pharmaceuticals, Inc.

II.4. Guarantor Security Documents. All of the ghliions of the Guarantors under the Guaranties lsbaecured by the following:

(@) A lien on all of the personal property and &sséthe respective Guarantors now existing oeinaifter acquired, granted pursuant to a
Guarantors General Security Agreement dated of da&nherewith between the Guarantors and Orazlegent for the Purchasers (the
"Guarantors Security Agreement"), which, exceptdermitted Liens (as hereinafter defined in

Section 10.4), shall be a first lien ranking pasgu with the lien granted to the investors inMlagch 1998 Debentures.

(b) Collateral assignments of all leases, contrgettents, copyrights, trademarks and service nafritsee Guarantors (collectively, "Guarar
Collateral Assignments").

(c) A first mortgage granted by Houba on real progpewned by Houba located at 16235 State Roa€Ui¥er, Indiana (the "Mortgage").
ARTICLE 1ll
CLOSING

The closing of the purchase and sale of the Seéesi(ithe "Closing") will take place at the officesSt. John & Wayne, Two Penn Plaza East,
Newark, New Jersey 07105 simultaneously with thecation of this Agreement, or such other placeetand date as shall be mutually ag
to by the Company and the Purchasers. Such timéaeds herein called the "Closing Date."
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On the Closing Date there will be delivered to eRahchaser:

(a) a Debenture dated the Closing Date, in thecijpah amount set forth opposite the name of suckhiser in Exhibit A, (b) a warrant
certificate or certificates substantially in therfoof Exhibit C registered in such Purchaser's negpeesenting the right to purchase for $1.

per Share the number of Shares set forth oppd&taame of such Purchaser on Exhibit A and

(c) a warrant certificate or certificates substhtiin the form of Exhibit D representing the righ purchase for $2.285 per Share the number
of Shares set forth opposite the name of such Raecton Exhibit A. The number of Shares which maplirchased upon exercise of the
Warrants is subject to adjustment as provided thefde foregoing Securities shall be deliveredtmy Company, against delivery by each
Purchaser to the Company of a certified or offibahk check payable to the order of the Compamymikgon or issued by a bank which is a
member of the New York Clearinghouse for banksafoe transfer) for the amount set forth opposite tlame of such Purchaser on Exhibit

A.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF THE COMPANY
The Company represents and warrants to you aswgillo

IV.1. Organization and Existence, etc. Except agsth in

Section 4.1 of the Schedule of Exceptions attatieedto as Exhibit E (the "Schedule of Exceptions'in the Company's Annual Report on
Form 10-K for the fiscal year ended December 3981@he "Annual Report"), the Company is a corpgoratiuly organized and validly
existing and in good standing under the laws gltisdiction of incorporation and is qualifieddo business in such other jurisdictions as the
nature of its operations or the ownership of igpgrties require such qualification, except whiaeefailure to be so qualified could not
reasonably be expected to have a material advéeszt en the Company's business, operations, assetndition (financial or otherwise), or
on its ability to perform its obligations undergtgreement and the transactions contemplated yéaetdlaterial Adverse Effect”) and has
all requisite corporate power and authority toxam its business as now conducted and proposieel tonducted; the Company has all
requisite corporate power and authority to enttr this Agreement, to issue the Securities as ocaplgted herein and to carry out and
perform its obligations under the terms and coadgiof this Agreement. The Company does not owease any property or engage in any
activity in any jurisdiction which might require glification to do business as a foreign corporatiosuch jurisdiction and where the failure
so qualify could reasonably be expected to haveateNal Adverse Effect or subject the Company toaterial liability. The Company has
furnished Purchasers with true, correct and coragepies of its Certificate of Incorporation, Byvisiand all amendments thereto, as of the
date hereof.



IV.2. Subsidiaries and Affiliates. Section 4.2 bé&tSchedule of Exceptions sets forth the namesdiation of incorporation and authorized
and outstanding capitalization of each entity inahitthe Company owns securities having a majofiityhe voting power in the election of
directors or persons serving equivalent functi@ach), a "Subsidiary"). Except as set forth in ®ecii.2 of the Schedule of Exceptions, the
Company has, and upon the Closing will have, ncstlidries and will not own of record or benefigyadiny capital stock or equity interest or
investment in any corporation, association or bessrentity. Except as set forth in Section 4.hef3chedule of Exceptions or in the Annual
Report, each Subsidiary is a corporation duly orggthand validly existing and in good standing urttle laws of its jurisdiction of
incorporation and has all requisite corporate poaver authority to carry on its business as now ugotedl and proposed to be conducted.
Except as set forth in Section 4.2 of the Schedfilexceptions, no Subsidiary owns or leases anggrty or engages in any activity in any
jurisdiction which might require such Subsidiaryguealify to do business as a foreign corporatiosuah jurisdiction and where the failure
so qualify could reasonably be expected to haveateNal Adverse Effect on the Company and its Slibses, taken as a whole, or subject
such Subsidiary to a material liability.

IV.3. Capitalization.

(a) As of the date hereof, the Company's authorizgital stock consists of 40,000,000 shares of t@omStock, par value $.01 per share, of
which 14,286,440 shares are outstanding and 2%8Q3&re reserved for issuance for the purposderbietin Section 4.3 of the Schedule of
Exceptions. As of the date hereof, the Company$hdR9,603 shares of Common Stock in its treasuigiwshares may be reissued.

(b) All the issued and outstanding shares of chgiteck of the Company shall, as of the Closinghéve been duly authorized and validly
issued, (ii) be fully paid and nonassessable andéve been offered, issued, sold and delivegethb Company in compliance with
applicable Federal and state securities laws. Qbizer as set forth in Section 4.3(a), Section #1B@ Schedule of Exceptions or the Annual
Report, there are no outstanding preemptive, cameor other rights, options, warrants, callseagrents or commitments granted or issued
by or binding upon the Company, for the purchasacguisition of any shares of its capital stockeeurities convertible into or exercisabli
exchangeable for capital stock.

IV.4. Authorization. All corporate action on therpaf the Company and the directors and, exceptlarwise provided in Section 9.12
hereof, stockholders of the Company necessanh#atithorization, execution, delivery and perforogaby the Company of this Agreement
and the transactions contemplated herein, andéatithorization, issuance and delivery of the Btes, has been taken or will have been
taken prior to the Closing.



IV.5. Binding Obligations; No Material Adverse Caantts, etc. This Agreement is a valid and bindibtigation of the Company enforceable
in accordance with its terms. Except as set fortBdction 4.5 of the Schedule of Exceptions angr@gided in Sections 9.12 and 9.14 hereof,
the execution, delivery and performance by the Camgpof this Agreement and compliance herewith mdlf result in any violation of and
will not conflict with, or result in a breach of anf the terms of, or constitute a default undes; provision of state or Federal law to which
the Company is subject, the Certificate of Incogbon, as amended, or the By-Laws, as amendetiedEdompany, or any mortgage,
indenture, agreement, instrument, judgment, deoreer, rule or regulation or other restrictionatbich the Company is a party or by whicl
is bound, which violation or conflict could reasbhabe expected to have a Material Adverse Effecexcept for liens on the assets of the
Company created in favor of the Purchasers anahttestors in the March 1998 Debentures, resuliéncreation of any mortgage, pledge,
lien, encumbrance or charge upon any of the prigseot assets of the Company pursuant to any smeh Except as set forth in Section 4.5
of the Schedule of Exceptions or the Annual Repurtstockholder of the Company has or will have pmemptive rights or rights of first
refusal by reason of the issuance of the Secunti&hares issuable upon conversion or exerciieedbecurities.

IV.6. Compliance with Instruments, etc. Except @isferth in

Section 4.6 of the Schedule of Exceptions or thaush Report, neither the Company nor any Subsidg(g) in default past any grace, not

or cure period under any indenture, agreementstriment to which it is a party or by which it isumd, (b) in violation of its Certificate of
Incorporation, By-Laws or of any applicable law) ift default with respect to any order, writ, ingdiion or decree of any court, administrative
agency or arbitrator, or (d) in default under angeo, license, regulation or demand of any governtragency, which default or violation
could reasonably be expected to have a MateriabfsivEffect on the Company and its Subsidiariesrtas a whole.

IV.7. Litigation. Except as set forth in Sectior? 4f the Schedule of Exceptions or the Annual Reploere is no action, suit or proceeding
pending, or, to the knowledge of the Company, tiereed, against the Company or any Subsidiary befioyecourt, administrative agency or
arbitrator or any action, suit or proceeding pegdor, to the knowledge of the Company, threatemdih challenges the validity of any
action taken or to be taken pursuant to or in cotioie with this Agreement or the issuance of theusiges.

IV.8. Financial Information; SEC Documents.

(a) The Company has furnished to the Purchasersotieolidated financial statements of the Compamyits Subsidiaries, including
consolidated balance sheets as of December 31,ar#98997 and consolidated statements of operatibasiges in cash flows and
stockholders' equity, covering the three years émecember 31, 1998, all of
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which statements have been certified by Grant ThorhLP, certified public accountants, and all dfigh statements are included or
incorporated by reference in the Company's Anngdd®t on Form 10-K for the year ended Decembed 328 filed with the Securities and
Exchange Commission (the "Commission") under thmuBes Exchange Act of 1934, as amended (the HEmge Act"). Such financial
statements fairly present the condition of the Canypand its Subsidiaries as of the dates therabflanresults of the operations of the
Company and its Subsidiaries for such periods.

(b) The Company has also furnished to the Purchdkerunaudited consolidated balance sheet of thgp@ny and its subsidiaries as of
March 31, 1999, and the related unaudited condelilstatements of operations, consolidated statsnoéigash flow and consolidated
statements of stockholders' equity for the threathmended March 31, 1999 and March 31, 1998. S8nahcial statements fairly present, in
conformity with generally accepted accounting ppies ("GAAP") applied on a basis consistent with financial statements referred to in
paragraph (a) of this Section, the consolidatearfomal position of the Company and its Subsidiaaeef such date and their consolidated
results of operations for such periods (subjectaional year-end adjustments)

(c) None of the documents filed by the Company whth Commission since December 31, 1997 contairuatrye statement of a material
fact or omit to state a material fact required ¢écskated therein or necessary in order to makstétements contained therein not false or
misleading in light of the circumstances in whibky were made. There is no fact known to the Compdrich the Company has not
disclosed to the Purchasers prior to or as of #te df this Agreement which materially and adversdfects, or in the future is likely to
materially and adversely affect, the business, gnttgs, condition (financial or otherwise) or biesis prospects of the Company and its
Subsidiaries, taken as a whole.

IV.9. Offering. Subject in part to the truth ancdcaacy of the Purchasers' representations andthel@nce by each Purchaser with its
covenants set forth in this Agreement and any sigism agreement executed and delivered by therlsers, the offer, sale and issuance of
the Securities as contemplated by this Agreemenhar subject to the registration requirementfiefSecurities Act of 1933, as amended
"Securities Act"), and the Company, or anyone gctin its behalf, will not take any action hereafteat would cause such registration
requirements to be applicable.

IV.10. Permits; Governmental and Other Approvals.

(a) Other than as set forth in Section 4.10 ofShkedule of Exceptions or the Annual Report, edictheoCompany and its Subsidiaries
possesses such franchises, licenses, permits bedaatthority as are necessary for the conduds difuisiness
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as now being conducted and proposed to be cond(estedpt where the failure to possess such fraeshigenses, permits or other authority
could not reasonably be expected to have a Matkde¢rse Effect on the Company and its Subsidideksn as a whole) and the Company
and its Subsidiaries are not in default under drsuoh franchises, licenses, permits or other aitth@ther than as set forth in Section 4.10
of the Schedule of Exceptions, the Annual Repogsootherwise contemplated in Article IX hereof,approval, consent, authorization or
other order of, and no designation, filing, regititm, qualification or recording with, any goverantal authority or any other person or entity
is required in connection with the Company's vakécution, delivery and performance of this Agreenue the offer, issuance and sale of
Securities by the Company to the Purchasers czahsummation of any other transaction contemplatethe part of the Company hereby.

(b) Without limiting the generality of the represations and warranties made in Section 4.10(a)Ctapany represents and warrants that (i)
it and the Guarantors are in compliance in all mateespects with all applicable provisions of federal Food, Drug, and Cosmetic Act (the
"FDC Act"), (ii) its products and those of the Gaiators are not adulterated or misbranded and dasviil distribution, and (iii) it and the
Guarantors are in compliance with the followingd@fie requirements: the Company and the Guarartave registered all facilities with the
United States Food and Drug Administration (the AFpthe Company and the Guarantors have listedraiy) products with the FDA; each
drug product marketed by the Company or any Guarasthe subject of an application approved byRDBé\; all marketed drug products
comply with any conditions of approval and the tewiithe application submitted to the FDA; all dprgducts are manufactured in
compliance with the FDA's good manufacturing pactiegulations; all products are labeled and prethot accordance with the terms of the
marketing application and the provisions of the F&E; all adverse events that were required todpsrted to the FDA have been reporte
the FDA in a timely manner; each of the Company tiedGuarantors is in compliance in all materiapexts with the terms of the consent
agreement entered into by the Company with theddriitates Attorney for the Eastern District of Néerk on behalf of the FDA on June :
1993, as amended; to the Company's knowledge emefte Company nor any Guarantor is employing itizing the services of any

individual who has been debarred under the FDC @tstability studies required to be performedgooducts distributed by the Company or
a Guarantor have been completed or are ongoingciordance with the applicable FDA requirements; proglucts exported by the Company
or a Guarantor have been exported in compliande té FDC Act; and each of the Company and the &iars is in compliance in all
material respects with the provisions of the Piipion Drug Marketing Act, to the extent applicable

(c) Without limiting the general liability of theepresentations and warranties made in Sectiona),ltbe Company also represents and
warrants that it and the Guarantors are in compéan all material respects with all applicableyis@mns of the
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Controlled Substances Act (the "CSA") and thatGoenpany and the Guarantors are in compliance WwéHdllowing specific requirements:
the Company and the Guarantors are registeredtétbrug Enforcement Administration (the "DEA")estch facility where controlled
substances are exported, imported, manufacturdswibuted; all controlled substances are storetiteandled pursuant to DEA security
requirements; all records and inventories of retcaigl distributions of controlled substances aratamed in the manner and form as
required by DEA regulations; all reports, includifgt not limited to, ARCOS, manufacturing quotasduction quotas, and disposals, have
been submitted to DEA in a timely manner; all adeegvents, including thefts or significant losskesamtrolled substances, have been
reported to DEA in a timely manner; to the Compsikyiowledge, neither the Company nor any Guarasitemploying any individual, with
access to controlled substances, who has previbesly convicted of a felony involving controlledstances; and any imports or exports of
controlled substances have been conducted in cangaiwith the CSA and DEA regulations.

IV.11. Sales Representatives, Customers and Keyldyags. Other than as set forth in Section 4. lth@fSchedule of Exceptions or the
Annual Report, to the knowledge of the Companyindependent sales representatives, customers arkpipyees or group of key
employees of the Company or any Guarantor hasrdagtion to terminate his, her or its relationshith the Company or such Subsidiary on
or after the Closing or in the case of employessyé, as of the Closing, the employ of the Compangnd after the Closing. Other than as
forth in Section 4.11 of the Schedule of Exceptionthe Selected Reports or as contemplated byAtlieement, all personnel are employed
on an "at will" basis and may be terminated upaticemf not more than 30 days.

IV.12. Copyrights, Trademarks and Patents. (a)i&edt12 of the Schedule of Exceptions sets fotistaf all of the Company's and any
Guarantor's patents, patent applications, tradesnadpyrights, trademark registrations and apptioattherefor, patent, trademark or trade
name licenses, contracts with employees or ottedasimg in whole or in part to disclosure, assigntreg patenting of any inventions,
discoveries, improvements, processes, formula¢har &nowhow, and all patent, trademark or trade names pyraght licenses which are
force (referred to collectively as "IntellectuabPerty Rights"). The Intellectual Property Rights,ao the best of the Company's knowledge
and belief, fully valid and are in full force anffest.

(b) The Company or a Guarantor owns outright athefintellectual Property Rights listed on Sectloh? of the Schedule of Exceptions
attached hereto free and clear of all liens andimcances except for the Permitted Encumbrancepaysino royalty to anyone under or
with respect to any of them.

(c) Neither the Company nor any Guarantor has $iedranyone to



use any of such Intellectual Property Rights arglrimknowledge of the infringing use by the Compangny Guarantor of any intellectual
property rights.

(d) The Company has no knowledge, nor has it receany notice (i) of any conflict with the assertigghts of others with respect to any
Intellectual Property Rights used in, or usefulth@ operation of the business conducted by thepaosnand the Guarantors or with respe:
any license under which the Company or a Guarastiarensor or licensee; or (ii) that the Intellealt Property Rights infringe upon the rights
of any third party.

IV.13. Inventory. All inventory of the Company casis of a quality and quantity usable and salablié ordinary course of business, except
for obsolete items and items of below-standardityalll of which have been or will be written aff written down to net realizable value on
the consolidated balance sheet of the Companytar@ubsidiaries as of December 31, 1998. The giemtf each type of inventory (whett
raw materials, work-in-process, or finished goaat®) not excessive, but are reasonable and warramtiee present circumstances of the
Company.

IV.14. Registration Rights. Except as providedifothis Agreement or as set forth in Section 4.flthe Schedule of Exceptions or in the
Annual Report, neither the Company nor any Guardatonder any obligation to register any of itsrently outstanding securities or any of
its securities which may hereafter be issued.

IV.15. No Discrimination; Labor Matters. Neitheet&ompany nor any Guarantor in any manner or fastrichinates, fosters discrimination
or permits discrimination against any person basedender or age, or belonging to any minority m@ackelieving in any minority creed or
religion. The Company is in material compliancehwatl applicable laws respecting employment prasti¢cerms and conditions of
employment and wages and hours and is not anddiangaged in any unfair labor practice. Thereoisimfair labor practice charge or
complaint against the Company pending before th@Nal Labor Relations Board or any other governtaleagency arising out of the
Company's activities and the Company has no knayeled any facts or information that would give rikereto; there is no labor strike or
labor disturbance pending or threatened againstdmepany nor is any grievance currently being asder

IV.16. Environmental Matters.

(a) Each of the Company and the Guarantors hagmebitall environmental, health and safety permétsaessary or required for the operation
of its business (except where the failure to passash franchises, licenses, permits or other atyhemuld not reasonably be expected to
have a Material Adverse Effect on the Company er th
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Guarantors), and all such permits are in full faroe effect and each of the Company and the Guasaistin compliance in all material
respects with all terms and conditions of such ftstrm

(b) Except as set forth in Section 4.16 of the Saleof Exceptions or the Annual Report, thereagproceeding pending or, to the best
knowledge of the Company, threatened, which mayltr@sthe denial, rescission, termination, modifion or suspension of any
environmental or heath or safety permits necedsarhe operation of the business of the Comparnytha Guarantors.

(c) Except as set forth in Section 4.16 of the Sakeof Exceptions or the Annual Report, duringdbeupancy by the Company or any
Guarantor of any real property owned or leasechbyGompany or such Guarantor, neither the Compangmy Guarantor, and to the best
knowledge of the Company, no other person or ertidg caused or permitted materials to be genenatiedised, stored, treated, recycled,
disposed of on, under or at such parcels, whicterigds, if known to be present, would require cleganremoval or other remedial or
responsive action under any environmental lawsh&dest knowledge of the Company, there are nengnolund storage tanks and no
polychlorinated biphenyls ("PCB's"), PCB contam@thobil or asbestos on any property leased by threp@ay or any Guarantor.

(d) Except as set forth in Section 4.16 of the Saoleof Exceptions or the Annual Report, neither @ompany nor any Guarantor is subje
any judgment, decree, order or citation relateartarising out of environmental laws, or has reedinotice that it has been named or listed as
a potentially responsible party by any person aregomental body or agency in any matter arisingeamshvironmental laws.

(e) To the best of the Company's knowledge, eatheo€ompany and the Guarantors has disposed whatk in full compliance with all
environmental laws.

IV.17. Taxes. Except as set forth in Section 4.fithe Schedule of Exceptions or the Annual Repgha,Company and each of the Guarantors
have filed all necessary income, franchise andratiaderial tax returns, domestic and foreign andehazaid all taxes shown as due thereur
and the Company has no knowledge of any tax defigievhich might be assessed against the CompaagyGuarantor which, if so
assessed, could reasonably be expected to havéeadAdverse Effect on the Company or the Guamemnt

IV.18. Employee Benefit Plans and Similar Arrangatse

(a) Section 4.18 of the Schedule of Exceptions k#itemployee benefit plans and collective barigginabor and employment agreements or
other similar
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arrangements in effect to which the Company, thar@utors, and any of its ERISA Affiliates are atpar by which the Company, the
Guarantors, and any of its ERISA Affiliates are boulegally or otherwise, including, without limii@an, any profit-sharing, deferred
compensation, bonus, stock option, stock purch@sgsion, retainer, consulting, retirement, severawelfare or incentive plan, agreemen
arrangement; any plan, agreement or arrangemewitdprg for fringe benefits or perquisites to empeg, officers, directors or agents,
including but not limited to benefits relating tmployer-supplied automobiles, clubs, medical, dehiaspitalization, life insurance and other
types of insurance, retiree medical, retiree ligurance and any other type of benefits for retardi terminated employees; any employment
agreement; or any other "employee benefit planthjwithe meaning of Section 3(3) of the Employeé&rBment Income Security Act of
1974, as amended through the date of this Agree(fERISA™)) (herein referred to individually as ‘d@1" and collectively as "Plans"). For
purposes of this Agreement, "ERISA Affiliate" medisany corporation which at any time on or beftire Closing Date is or was a member
of the same controlled group of corporations (witthie meaning of

Section 414(b) of the Internal Revenue Code of 188@mended (the "Code")) as the Company, itsidiahiss, or any ERISA Affiliate; (ii)
any partnership, trade or business (whether oimeotporated) which at any time on or before thes@ig Date is or was under common
control (within the meaning of Section 414(c) of fBode) with the Company, its Subsidiaries, or BRYSA Affiliate; and (iii) any entity
which at any time on or before the Closing Daterisias a member of the same affiliated service g @uthin the meaning of Section 414(
of the Code) as the Company, its Subsidiaries pIERISA Affiliate, or any corporation describeddlause (i) or any partnership, trade or
business described in clause (i) of this paragraph

(b) True and complete copies of the following doemts with respect to any Plan of the Company, ttssliaries, and each ERISA Affiliate,
as applicable, have been delivered to Oracle, astafi) the most recent Plan document and trusteagent (including any amendments
thereto and prior plan documents, if amended vhighlast two years), (i) the last two Form 550thiis and schedules thereto, (iii) the most
recent Internal Revenue Service ("IRS") determamatetter, (iv) all summary plan descriptions, &Avritten description of each material non-
written Plan, (vi) each written communication topayees intended to describe a Plan or any bemefiided by such Plan,

(vii) the most recent actuarial report, and (\éill)) correspondence with the IRS, the Departmenhiator and the Pension Benefit Guaranty
Corporation concerning any controversy. Each regestribed in clause (vii) accurately reflectsftineding status of the Plan to which it
relates and subsequent to the date of such rdme has been no adverse change in the funding stafinancial condition of such Plan.

(c) Each Plan is and has been maintained in comgdizn all material respects with applicable lavgluding but not limited to ERISA, and
the Code and with any applicable collective banggragreements or other contractual obligations.

(d) Except as shown on Section 4.18 of the Scheafulexceptions, with
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respect to any Plan that is subject to Sectionofile Code ("412 Plan"), there has been no failomake any contribution or pay any
amount due as required by Section 412 of the Caeetion 302 of ERISA or the terms of any such Pdad, no funding waiver has been
requested or received from the IRS. The assetseeg€bmpany, its Subsidiaries, or and ERISA Affdmare not now, nor will they after the
passage of time be, subject to any lien impose@nu@dde Section 412(n) by reason of a failure ef@lompany, any Subsidiary, or any
ERISA Affiliate to make timely installments or othgayments required under Code Section 412.

(e) Except as shown on Section 4.18 of the Scheafulxceptions or in the Annual Report, no Planjsctxto Title IV of ERISA has any
"Unfunded Pension Liability." For purpose of thigi&ement, Unfunded Pension Liability means, aswgfdetermination date, the amount, if
any, by which the present value of all benefitiliibs (as that term is defined in Section 400(16) of ERISA) of a plan subject to Title IV
of ERISA exceeds the fair market value of all assétsuch plan, all determined using the actuasalmptions that would be used by the
PBGC in the event of a termination of the plan ochsdetermination date.

(f) Except as shown on Section 4.18 of the Schedulexceptions, to the best knowledge of the Corgpas Subsidiaries, and ERISA
Affiliates, there are no pending or threatenednatgiinvestigations, actions or lawsuits, other tl@rine claims for benefits in the ordinary
course, asserted or instituted against (i) any Btats assets, (ii) any ERISA Affiliate with resgpe¢o any 412 Plan, or (iii) any fiduciary with
respect to any Plan for which the Company, its Blidises, or any ERISA Affiliate may be directly mdirectly liable, through
indemnification obligations or otherwise.

(9) Neither the Company, any Subsidiary, nor any32RAffiliate has incurred and or reasonably expdotincur (i) any withdrawal liabilitie
as defined in Section 4201 of ERISA ("Withdrawalility") and no event has occurred which, with ¢fing of notice under Section 4219
of ERISA, would result in Withdrawal Liabilitiesy @ny liability under Section 4063, 4064, or 42d8(ii) any outstanding liability under
Title IV of ERISA with respect to any 412 Plan.

(h) Except as shown on Section 4.18 of the Scheaafulexceptions, within the last five years, neittiee Company, any Subsidiary, nor any
ERISA Affiliate has transferred any assets or litibs of a 412 Plan subject to Title IV of ERISAigh had, at the date of such transfer, an
Unfunded Pension Liability or has engaged in asaation which may reasonably be subject to Sedtiir2(c) or Section 4069 of ERISA.

(i) Neither the Company, any Subsidiary, nor any$RAffiliate has engaged, directly or indirectip,a non-exempt prohibited transaction
(as defined in Section 4975 of the Code or Seatahof ERISA) in connection with any Plan.

4.19. Personal Property. The Company and the Gtoasanave good and marketable title to each iteegofpment, machinery, furniture,
fixtures, vehicles, structures
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and other personal property, tangible and intaegibcluded as an asset in the Financial Statenfilgdsas part of the Company's Annual
Report and as part of its Form 10-Q for the peended March 31, 1999 free and clear of any secintiégyests, options, liens, claims, charges
or encumbrances whatsoever, except as set foBbhedule 4.7 hereto and as disclosed in the ComPangral Security Agreement and the
Guarantors General Security Agreement executedrinaction herewith. The tangible personal propevwiyed by the Company or used by
the Company on the date hereof in the operatiats dfusiness is adequate for the business condaot@groposed to be conducted by the
Company.

4.20. Real Property. The Company and the Guaradtoret own any fee simple interest in real propether than as set forth on Schedule
4.20 (the "Owned Property"). The Company and thar@ntors do not lease or sublease any real proptrgy than as set forth on Schedule
4.20 (the "Leased Property"). The Company has pusly delivered to Purchaser a true and complgig oball of the lease and sublease
agreements, as amended to date (the "Leases'hgetatthe Owned Property and the Leased Prop€hty.Company enjoys a peaceful and
undisturbed possession of the Owned Property aadddeProperty. No person other than the Compangriagght to use or occupy any p
of the Owned Property and the Leased Property LEases are valid, binding and in full force aneeffall rent and other sums and charges
payable thereunder are current, no notice of detaukrmination under any of the Leases is outtay) no termination event or condition or
uncured default on the part of the Company orhéoliest of the Company's knowledge, on the paheofandlord or sublandlord, as the case
may be, thereunder, exists under the Leases, ardart has occurred and no condition exists whidth, the giving of notice or the lapse of
time or both, would constitute such a default omiaation event or condition. There are no subdealicenses or other agreements granting
to any person other than the Company or the Guanaahy right to possession, use, occupancy oyergot of the Premises demised by the
Leases. All of the Premises are used in the corafutie Company's or the Guarantors' business.

All material permits, licenses, franchises, appt®@ad authorizations (collectively, the "Real Radp Permits") of all governmental
authorities having jurisdiction over each Leasegperty and from all insurance companies and fit@gaand other similar boards and
organizations (collectively, the "Insurance Orgatians"), required have been issued to the Compadythe Guarantors to enable each
Leased Property to be lawfully occupied and use@tdhe purposes for which they are currentlyugied and used and have been lawfully
issued and are, as of the date hereof, in fullfanmed effect.

Neither the Company nor the Guarantors have redeing notice nor have they any knowledge of anydjpey threatened or contemplat
condemnation proceeding affecting any Leased Ptppemany part thereof.

4.21. Disclosure. The information heretofore preddand to be provided pursuant to this Agreemeah)ding the Schedules of Exceptions
and the Exhibits hereto, and each of the agreemaémtsiments, certificates and writings previous{ivetred to the
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Purchasers or their representatives, do not arldhetilcontain any untrue statement of a materiel &d do not and will not omit to state a
material fact required to be stated herein or thesenecessary in order to make the statementsvaitidgs contained herein and therein not
false or misleading in the light of the circumstasmcinder which they were made. There is no faathwvbould reasonably be expected to have
a Material Adverse Effect on the Company or ther@nirs or the prospects of the Company or the &uiars which has not been set forth
herein.

ARTICLE V
REPRESENTATIONS AND WARRANTIES OF THE PURCHASERS

Each of the Purchasers severally represents andntsito the Company that it is acquiring the Séesrfor investment for its own account
and is not acquiring any of the Securities with\heav to, or for resale in connection with, anytdimution thereof. Each Purchaser
understands that none of the Securities have lepstered under the Securities Act. If the Purchslseuld in the future decide to dispose of
any Securities it is understood that the Purchassrdo so only in compliance with the Securitie$. Aach Purchaser will be required to
complete and execute the form of Subscription Aguexat attached as Exhibit J hereto. Purchaser adkdges that the Company will rely
upon the representations made by such Purchatie Bubscription Agreement in connection with gsiance of the Securities to be sold
hereunder.

ARTICLE VI
CONDITIONS TO CLOSING OF THE PURCHASERS

The obligation of each Purchaser to purchase tharfies at the Closing is subject to the fulfillmie¢o such Purchaser's satisfaction on or
prior to the Closing Date of each of the followicgnditions, any of which may be waived by such Raser:

VI.1. Representations and Warranties Correct. Epeasentations and warranties in Article 4 herbafl $e true and correct when made, and
shall be true and correct on the Closing Date thithsame force and effect as if they had been madad as of the Closing Date.

VI.2. Performance. All covenants, agreements amdlitions contained in this Agreement to be perfatrmaecomplied with by the Company
on or prior to the Closing Date shall have beerigoered or complied with by the Company in all metkrespects.

VI.3. Compliance Certificate. The Company shalldaelivered to the Purchaser a certificate of tam@any's President, dated the Closing
Date, certifying to the fulfillment of the conditie specified in Sections 6.1 and 6.2 of this Agreretnand other
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matters as the Purchaser shall reasonably request.

VI.4. No Impediments. Neither the Company nor anycRaser shall be subject to any order, decregjamétion of a court or administrative
agency of competent jurisdiction which would impagsg material limitation on the ability of such Poaser to exercise full rights of
ownership of the Securities.

VI.5. Waivers/Elections of Rights of First RefusBhe Company shall have obtained from each perwr than a Purchaser who has any
current effective right of first refusal with respéo the Securities, a written waiver or electidrsuch right in form and substance reasonably
satisfactory to the Purchasers.

VI.6. Other Agreements and Documents. The Comphall Bave issued to such Purchaser all of the 8&u(including the Debenture, the
$1.404 Warrants and the $2.285 Warrants) and timep@oy or each of the Guarantors shall have exeautédielivered the following
agreements and documents:

(a) The Company Security Agreement in the form xdfiBit F attached hereto;

(b) The Guaranties in the form of Exhibit G attagtihereto;

(c) The Guarantors Security Agreement in the fofiBxdibit H attached hereto;

(d) Financing Statements on Form UCC-1 with resfmeetl personal property and assets of the Compadyeach Guarantor;
(e) A certified copy of the Certificate of Incorpdion of the Company and each Guarantor and alhdments thereto;

(f) A copy of the By-Laws of the Company and eackafantor as amended to date, certified as beirgaywa principal officer of the
Company;

(9) A Certificate of Good Standing and Tax Statasif the state of incorporation of the Company aacheGuarantor and from every state in
which any of them is qualified to do business;

(h) The Mortgage; and
(i) Intercreditor Agreement in the form of Exhibiattached hereto.
VI.7. Consents. The Company shall have obtainedeslessary consents or
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waivers, if any, from all parties to any other nmatieagreements to which the Company is a partyyowhich it is bound immediately prior to
the Closing in order that the transactions contetegl hereby may be consummated and the busin#ss @bmpany may be conducted by
Company after the Closing without adversely affegthe Company.

VI.8. Legal Investment. At the time of the Clositige purchase of the Securities to be purchasedhbly Purchaser hereunder shall be legally
permitted by all laws and regulations to which Fhechasers and the Company are subject.

V1.9. Proceedings and Other Documents. All corppeatd other proceedings in connection with thesiations contemplated by this
Agreement shall have been taken and the Purchsisglihave received such other documents, in fordhsabstance reasonably satisfactory
to the Purchasers and their counsel, as to sueh othtters incident to the transaction contemplhtgdby as the Purchasers may reasonably
request.

VI.10. Opinion of Counsel. The Purchasers shalehaceived the opinion of St. John & Wayne, L.Lgounsel to the Company, dated the
Closing Date, substantially in the form of Exhibiattached hereto.

VI.11. Nomination of Director. One designee of thachasers shall have been nominated for electi@ndirector of the Company for
consideration at the Company's 1999 Annual Meaiirghareholders.

ARTICLE VII
CONDITIONS TO CLOSING OF THE COMPANY

The Company's obligation to sell the SecuritiethatClosing is subject to the fulfillment to itdiséaction on or prior to the Closing Date of
each of the following conditions:

VII.1. Representations. The representations madealbit Purchaser pursuant to Article 5 hereof atldarSubscription Agreement shall be
true and correct when made and shall be true amdatan the Closing Date.

VI1.2. Legal Investment. At the time of the Closjrige purchase of the Securities shall be legahynitted by all laws and regulations to
which the Purchasers and the Company are subject.

VII.3. Payment of Purchase Price. The Company $tealé received payment in full of the purchaseepfic the Securities.
ARTICLE VIII
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PREPAYMENT

VIII.1. No Optional Prepayments. The Company mayat@ny time, without the prior written consentloé holders of all outstanding
Debentures, prepay any Debenture, in whole oriit pa

ARTICLE IX
AFFIRMATIVE COVENANTS
The Company hereby covenants and agrees, so lagyaSecurities remain outstanding, as follows:
IX.1. Maintenance of Corporate Existence, Propertied Leases; Taxes; Insurance.

(a) The Company shall and shall cause each of tle@a@tors to, maintain in full force and effectdtsporate existence, rights and franchises
and all material terms of licenses and other rigihtsse licenses, trademarks, trade names, sanddes, copyrights, patents or processes
owned or possessed by it and necessary to the cooflits business.

(b) The Company shall and shall cause the Guamiipkeep each of its properties necessary todhduct of its business in good repair,
working order and condition, reasonable wear aadégcepted, and from time to time make all needful proper repairs, renewals,
replacements, additions and improvements theratbilde Company shall and shall cause the Guaramtatsall times comply with each
material provision of all leases to which it isaty or under which it occupies property.

(c) The Company shall and shall cause each of tfegdhitors to, except as otherwise described iAtimeial Report, promptly pay and
discharge, or cause to be paid and discharged direiland payable, all lawful taxes, assessmentgavernmental charges or levies imposed
upon the income, profits, assets, property or lassirof the Company and the Guarantors, and athslar indebtedness (including, without
limitation, claims or demands of workmen, materiatmvendors, suppliers, mechanics, carriers, waioen and landlords) which, if
unpaid might become a lien upon the assets or pyopethe Company or the Guarantors; provided, énsv, that any such tax, lien,
assessment, charge or levy need not be paid falidity thereof shall be contested timely and @od faith by appropriate proceedings, if the
Company or the Guarantors shall have set asidisdiooks adequate reserves with respect theradaharfailure to pay shall not be
prejudicial in any material respect to the hold#rthe Securities, and provided, further, that@wenpany or the Guarantors will pay or cause
to be paid any such tax, lien, assessment, chaigeyforthwith upon the commencement of procegsdito foreclose any lien which may
have attached as security therefor. The Comparlyaidishall cause the Guarantors to pay or caube paid all other indebtedness incident
to the operations
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of the Company or the Guarantors.

(d) The Company shall and shall cause each of tledhtors to, keep its assets which are of anai$eicharacter insured by financially
sound and reputable insurers against loss or damatieft, fire, explosion and other risks custoilgansured against by companies in the
line of business of the Company or the Guarantoramounts sufficient to prevent the Company orGuarantors from becoming a co-
insurer of the property insured; and the Compam simd shall cause the Guarantors to maintairh fieincially sound and reputable
insurers, insurance against other hazards andarskdiability to persons and property to the ekterd in the manner customary for
companies in similar businesses similarly situateds may be required by law, including, withouatitation, general liability, fire and

business interruption insurance, and product lighitsurance as may be required pursuant to aepse agreement to which the Company or
the Guarantors is a party or by which it is bound.

IX.2. Basic Financial Information. The Company sHainish the following reports to each Purchagergny transferee of any Securities), so
long as the Purchaser is a holder of any Securities

(a) within thirty (30) days after the end of eadhhe twelve (12) monthly accounting periods inteéiscal year (or when furnished to the
Company's Board of Directors, if earlier), unaudiit®nsolidated statements of income and retainednegs and cash flows of the Company
and its Subsidiaries for each monthly period amdHe period from the beginning of such fiscal yeathe end of such monthly period,
together with consolidated balance sheets of thagamy and its Subsidiaries as at the end of eactihtygperiod, setting forth in each case
comparisons to budget and to corresponding peiotte preceding fiscal year, which statements béllprepared in accordance with
generally accepted accounting principles, condistapplied;

(b) within ninety (90) days after the end of eaisiedl year, consolidated statements of income ataied earnings and cash flows of the
Company and its Subsidiaries for the period fromtiaginning of each fiscal year to the end of disdal year, and consolidated balance
sheets as at the end of such fiscal year, setirtly in each case in comparative form corresponfignges for the preceding fiscal year, wh
statements will be prepared in accordance with igdigeaccepted accounting principles, consisteafiplied (except as approved by the
accounting firm examining such statements and akgtl by the Company), and will be accompanied by:

(i) an unqualified report of the Company's indepsntctertified public accounting firm;

(i) a report from such accounting firm addressethe Purchasers, stating that in making the augdiessary to express their opinion on the
financial statements, nothing has come to theéméittn which would lead them to believe that thenpany is not in
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compliance with the financial covenants contaimgdr that an Event of Default has occurred witlpeet to, this Agreement or the
Debentures (an "Event of Non-Compliance") or, ifsaccountants have reason to believe that anytBy&fon-Compliance has occurred, a
letter specifying the nature thereof; and

(iii) the management letter of such accounting firm

(c) within forty-five (45) days after the end ofosaquarterly accounting period in each fiscal yaasertificate of the Chief Financial Officer
of the Company stating that the Company is in céampk with the terms of this Agreement and any rothaterial contract or commitment to
which the Company or any of its Subsidiaries isgypor by which any of them is bound, or if then@fmany or any of its Subsidiaries is not in
compliance, specifying the nature and period oftwompliance, and what actions the Company or subsifiary has taken and/or proposes
to take with respect thereto. Notwithstanding thredoing, the certificate delivered at the endaafrefiscal year of the Company shall be
signed by both the Chief Executive Officer and @eef Financial Officer of the Company and shalldedivered within ninety (90) days after
the end of the fiscal year;

(d) promptly upon receipt thereof, any additioregdarts or other detailed information concerningnigant aspects of the operations and
condition, financial or otherwise, of the Compamyl és Subsidiaries, given to the Company by itiejpendent accountants;

(e) at least thirty (30) days prior to the end aélefiscal year, a detailed annual operating budgétbusiness plan for the Company and its
Subsidiaries for the succeeding twelve-month peigath budgets shall be prepared on a monthly ldisigaying consolidated statements of
anticipated income and retained earnings, condelidstatements of anticipated cash flow and pregeconsolidated balance sheets, setting
forth in each case the assumptions (which assunmgp#aod projections shall represent and be baseuthpagood faith judgment in respect
thereof of the chief executive officer of the Comypabehind the projections contained in such fima@rgtatements, and which budgets shall
have been approved by the Board of Directors of2thmpany prior to the beginning of each twelve-rhqueriod for which such budget shall
have been prepared and, promptly upon prepardtemeof, any other budgets that the Company mayapeegnd any revisions of such annual
or other budgets;

(f) within ten (10) days after transmission or iptéhereof, copies of all financial statementoxy statements and reports which the
Company sends to its stockholders or directors,capies of all registration statements and all lmgspecial or periodic reports which it or
any of its officers or directors files with the Conission, the American Stock Exchange (the "AMEX"Wdth any other securities exchange
on which any of the securities of the Company hemtlisted or proposed to be listed, copies gbiedks releases and other statements made
generally available by the Company to the publiscawning material developments in the busineske@fXompany and its Subsidiaries and
copies of material
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communications sent to or received from stockhaldgirectors or committees of the Board of Direstmf the Company or any of its
Subsidiaries and copies of all material communicetisent to and received from any lender to the g2my; and

(g) with reasonable promptness such other infolwnadind financial data concerning the Company agangon entitled to receive materials
under this Section 9.2 may reasonably request.

IX.3. Notice of Adverse Change. The Company shahmptly give notice to all holders of any Secust{but in any event within seven (7)
days) after becoming aware of the existence ofcamglition or event which constitutes, or the ocence of, any of the following:

(a) any Event of Default;

(b) the institution or threatening of institutiohan action, suit or proceeding against the Comparany Subsidiary before any court,
administrative agency or arbitrator, including,vaitit limitation, any action of a foreign governmeninstrumentality, which, if adversely
decided, could materially adversely affect the beiss, prospects, properties, financial conditioresults of operations of the Company and
its Subsidiaries, taken as a whole whether or rising in the ordinary course of business; or

(c) any information relating to the Company or &upsidiary which could reasonably be expected teri@ly and adversely affect the
assets, property, business or condition (finarmiatherwise) of the Company or its ability to pem the terms of this Agreement. Any nof
given under this Section 9 shall specify the nature period of existence of the condition, everfgrimation, development or circumstance,
the anticipated effect thereof and what actionsgbmpany has taken and/or proposes to take wigiectshereto.

IX.4. Compliance With Agreements; Compliance Witlmis. The Company shall comply and cause its Swrgdito comply, with the terms
and conditions of all material agreements, commitisier instruments to which the Company or anyo8ubsidiaries is a party or by which
it or they may be bound. The Company shall and shalke each of its Subsidiaries to duly complgliraterial respects with any material
laws, ordinances, rules and regulations of anyigorg~ederal, state or local government or any egémereof, or any writ, order or decree,
and conform to all valid requirements of governraéatithorities relating to the conduct of theipedive businesses, properties or assets,
including, but not limited to, the requirementstoé FDA Act, the Prescription Drug Marketing AdietCSA, the Employee Retirement
Income Security Act of 1978, the Environmental Betibn Act, the Occupational Safety and Health &wt, Foreign Corrupt Practices Act
and the rules and regulations of each of the agsradministering such acts.

IX.5. Protection of Licenses, etc. The Company|sirad shall cause its
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Subsidiaries to, maintain, defend and protect éodtist of their ability licenses and sublicensesl ta the extent the Company or a Subsidiary
is a licensee or sublicensee under any licenselgicense, as permitted by the license or suble@gseement), trademarks, trade names,
service marks, patents and applications therefdrodimer proprietary information owned or used byrithem and shall keep duplicate copies
of any licenses, trademarks, service marks or patemned or used by it, if any, at a secure platected by the Company.

IX.6. Accounts and Records; Inspections.

(a) The Company shall keep true records and bobasamunt in which full, true and correct entriedl tve made of all dealings or transacti
in relation to the business and affairs of the Canypand its Subsidiaries in accordance with gelyesatepted accounting principles applied
on a consistent basis.

(b) The Company shall permit each holder of anyu8tes or any of such holder's officers, employeesepresentatives during regular
business hours of the Company, upon reasonablecratid as often as such holder may reasonablysedoeisit and inspect the offices and
properties of the Company and its Subsidiaries(grtd make extracts or copies of the books, actoand records of the Company or its
Subsidiaries, and (ii) to discuss the affairs, fices and accounts of the Company and its Sub&djaxith the Company's (or Subsidiary's)
directors and officers, its independent public aedants, consultants and attorneys.

(c) Nothing contained in this Section 9.6 shalctbastrued to limit any rights which a holder of éwscurities (a "Holder") may have with
respect to the books and records of the Companyta@ibsidiaries, to inspect its properties adiszuss its affairs, finances and accounts.

IX.7. Board Members and Meetings.

The Company agrees to hold meetings of its Boafdiiactors at least four (4) times a year, at noartban three-month intervals. So long as
the Purchasers own any Debentures, the Purchdseastion of the holders of a majority of the oatgting principal amount of the
Debentures) shall have the right to designate domination one person to be a member of the Comp&uard of Directors and the Comp:
shall cause such designee to be nominated on d®n@lDate, subject to the approval of the Compsastyareholders for (i) the election of
such designee and (ii) an amendment to the Conpaeitification of incorporation to increase theesdf the Board of Directors. So long as
the Purchasers own any Debentures, at each anmailg of Stockholders held thereafter, the Puetsaly action of the holders of a
majority of the outstanding principal amount of thebentures) shall have the right to nominate @ségthee to be a member of the Board of
Directors.

IX.8. Maintenance of Office. The Company will maiint its principal office at
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the address of the Company set forth in Sectiof @bthis Agreement where notices, presentmentsdanthnds in respect of this Agreement
and any of the Securities may be made upon the @oyppintil such time as the Company shall notisy tlolders of the Securities in writing,
at least thirty (30) days prior thereto, of anyrd of location of such office.

IX.9. Use of Proceeds. The Company shall use alptioceeds received from the sale of the Secugtiesuant to this Agreement for the
purposes set forth in Section 9.9 of the Scheduleoeptions.

IX.10. Payment of Debentures. The Company shallthayrincipal of and interest on the Debenturghéntime, the manner and the form
provided therein.

IX.11. Reporting Requirements. The Company shatily with its reporting and filing obligations puiant to Section 13 or 15(d) of the
Exchange Act. The Company shall provide copiesiohseports, including, without limitation, repods Form 10-K, 10-Q, 8-K and
Schedule 14A promulgated under the Exchange Adubstantially the same information required tadetained in any successor form, to
each holder of Securities promptly upon filing witle Commission.

IX.12. Amendments to the Company's Certificatenmforporation.

(A) The Company will present to its shareholdersciansideration at the 1999 Annual Meeting of Shalders (i) a proposal to amend the
Company's Certificate of Incorporation to increisenumber of authorized shares of the Companysramn stock available for issuance
from 40,000,000 to 75,000,000 shares in orderdwige for a sufficient number of authorized shaoele available and reserved for issuance
upon conversion of the Debentures and exerciseeoWarrants, (i) a proposal to amend the Compabdsttificate of Incorporation to provi
that holders of Debentures shall have the righote as part of a single class with all holder€ommon Stock of the Company on all mat
to be voted on by such stockholders with such Hdldwing such number of votes as shall equal timebeu of votes they would have had
such Holders converted the entire outstanding frai@mount of the Debentures into Shares immelgligtor to the record date relating to
such vote, (iii) a proposal to obtain shareholgmraval to permit the issuance of the Company's @omStock in an amount exceeding
twenty percent (20%) of the Company's outstandiomm@on Stock on the date of this Agreement pursigetite conversion of the
Debentures and exercise of the Warrants, (iv) pgeal to amend the Company's Certificate of Ino@fion to increase the size of the Board
of Directors from a maximum of eight (8) to a maxim of eleven (11) directors, and (v) the nominafmmdirector of a designee of the
Purchasers (as designated by the holders of aityagdthe outstanding principal amount of the Detoees). Upon receipt of approval from
the Company's shareholders to increase the Congpamtyiorized shares from 40,000,000 to 75,000,886es, the Company will file an
amendment to the Certificate of Incorporation fite such increase in the Company's authorizetesha 75,000,000 shares of Common
Stock and at all times cause there to be resenredguance a sufficient number of Shares uponesion of the Debentures and exercise of
the Warrants.

23



(B) Upon execution of this Purchase AgreementQbmpany shall use its best efforts to promptlyii¢h the Federal Trade Commission
and the Department of Justice, but in no event thn sixty (60) days from the date of this PusehAgreement, all required Pre-Merger
Noatifications and Reports ("Notifications") purstiam the Har-Scott-Rodino Anti-Trust Improvements Act of 1938,amended ("HSR Act")
in conjunction with a corresponding filing by Galeartners Ill, L.P. and Galen Partners Internatitiha..P. (collectively, "Galen"), in order
to permit the Company to file the amendment t&istificate of Incorporation approved at the Compainnual Shareholder's Meeting held
on June 30, 1998 providing the holders of the Camiseb% Convertible Senior Secured Debentures darei15, 2003 ("March 1998
Debentures") with the right to vote as part ofregk class with all holders of the Company's Comi@twck on all matters to be voted on by
such stockholders on a "as converted" basis (thart€r Amendment”). Promptly upon the satisfactibthe waiting period required under
the HSR Act, the Company shall file with the Sezngbf State of the State of New York the Charterehdment and convene a special
meeting of the Company shareholders (the "Spec&dtivig") to reconsider the proposals describeceti®n 9.12(A)(i),

(i) and (iii) in the event such proposals were approved at the Company's Annual ShareholdersiMedy execution of this Agreement
counterpart solely as to the provisions of thisti®ac.12(B), Galen agrees to file its required iicdtions under the HSR Act and to exercise
its voting rights provided under the Charter Amerdirat the Special Meeting and cast all such viatésvor of the proposals described
above at the Special Meeting.

IX.13. Listing of Common Stock. As promptly as preable following receipt of shareholder approvati®e amendment to the Company's
Certificate of Incorporation contemplated in Sect®12 hereof, the Company shall file the apprderégoplications for listing with the AME
the shares underlying the Debentures and WarrghesCompany shall use its best efforts and woigetitly to accomplish such listings as
promptly as practicable after the 1999 Annual Megtif Shareholders.

IX.14. HSR Act Filing. The Purchasers acknowledge agree that until the filing, if required, of Blfe-Merger Notifications and reports
("Notifications") pursuant to the Hart-Scott-RodiAatitrust Improvements Act of 1976, as amended (tHSR Act"), with respect to the
issuance of the Securities and the expirationronitetion of all applicable waiting periods therden, a Certificate of Amendment to the
Certificate of Incorporation of the Company prowiglifor voting rights for the Holders will not béefil. The Company agrees to file all
Notifications, if any, required to be filed by ibhder the HSR within sixty (60) days after the datecof.

IX.15. Further Assurances. From time to time thenPany shall execute and deliver to the Purchaset$hte Purchasers shall execute and
deliver to the Company such other instrumentsjfaztes, agreements and documents and take shehadttion and do all other things as
may be reasonably requested by the other partydier do implement or effectuate the terms and gions of this Agreement and any of the
Securities.
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ARTICLE X
NEGATIVE COVENANTS

The Company hereby covenants and agrees, so langyad2urchaser owns any Debentures, it will nod (@ot allow any of the Guarantors
to), directly or indirectly, without the prior wtén consent of the holders of at least a majonitgggregate principal amount of the Debentures
then outstanding, as follows:

X.1. Payment of Dividends; Stock Purchase. Dedaggay any cash dividends on, or make any disiobub the holders of, any shares of
capital stock of the Company, other than dividemdgistributions payable in such capital stockparchase, redeem or otherwise acquire or
retire for value any shares of capital stock of@mnpany or warrants or rights to acquire suchtabgiock.

X.2. Stay, Extension and Usury Laws. At any tim&shupon, plead, or in any manner whatsoever ctaitake the benefit or advantage of,
any stay, extension or usury law wherever enacied, or at any time hereinafter in force, which nafect the covenants or the performance
of the Debentures, the Company hereby expresshingaall benefit or advantage of any such law, yprdsort to any such law, hinder, delay
or impede the execution of any power herein gratdede Holders but will suffer and permit the extian of every such power as though no
such law had been enacted.

X.3. Reclassification. Effect any reclassificaticombination or reverse stock split of the commimels of the Company.

X.4. Liens. Except as otherwise provided in thigégment, create, incur, assume or permit to erisheortgage, pledge, lien, security
interest or encumbrance on any part of its propeui assets, or on any interest it may have thaneiv owned or hereafter acquired, nor
acquire or agree to acquire property or assetsriameconditional sale agreement or title retentiontract, except that the foregoing
restrictions shall not apply to:

(a) liens for taxes, assessments and other govatahwharges, if payment thereof shall not at itme tbe required to be made, and provided
such reserve as shall be required by generallypé@deccounting principles consistently appliedidtave been made therefor;

(b) liens of workmen, materialmen, vendors, supplimechanics, carriers, warehouseman and landiorother like liens, incurred in the
ordinary course of business for sums not then dieing contested in good faith, if an adversesieniin which contest would not materia
affect the business of the Company;

(c) liens securing indebtedness of the CompanypiSabsidiaries which (i) is permitted under Settl®.5(h) or (ii) is in an aggregate
principal amount not exceeding
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$500,000 and which liens are subordinate to lienthe same assets held by the Holders;

(d) statutory liens of landlords, statutory liedidanks and rights of set-off, and other liens isguby law, in each case incurred in the
ordinary course of business (i) for amounts notoyetrdue or (ii) for amounts that are overdue dad &re being contested in good faith by
appropriate proceedings, so long as such resenaber appropriate provisions, if any, as shalidmguired by generally accepted accounting
principles shall have been made for any such ctedesmounts;

(e) liens incurred or deposits made in the ordimamyrse of business in connection with workers' pensation, unemployment insurance and
other types of social security, or to secure thifopmance of tenders, statutory obligations, sueetgt appeal bonds, bids, leases, government
contracts, trade contracts, performance and retfimeney bonds and other similar obligations (egitle of obligations for the payment of
borrowed money);

(f) any attachment or judgment lien not constitgtam Event of Default;

(g) easements, rights-of-way, restrictions, endnognts, and other minor defects or irregularitiesitie, in each case which do not and will
not interfere in any material respect with the nady conduct of the business of the Company orodiitg Subsidiaries;

(h) any (i) interest or title of a lessor or subl@sunder any lease, (ii) restriction or encumbeathat the interest or title of such lessor or
sublessor may be subject to, or (iii) subordinatbthe interest of the lessee or sublessee unérlsase to any restriction or encumbrance
referred to in the preceding clause (ii), so loaghee holder of such restriction or encumbranceegyto recognize the rights of such lessee or
sublessee under such lease;

(i) liens in favor of customs and revenue authesitirising as a matter of law to secure paymeotistboms duties in connection with the
importation of goods;

() any zoning or similar law or right reservedaiovested in any governmental office or agencyotatiol or regulate the use of any real
property;

(k) liens securing obligations (other than obligasi representing debt for borrowed money) underatipg, reciprocal easement or similar
agreements entered into in the ordinary courseusiness of the Company and its Subsidiaries;

() the liens listed in Section 10.4 of the Schedofl Exceptions ("Permitted Liens"); and

(m) the replacement, extension or renewal of agy fiermitted by this Section 10.4 upon or in threes@roperty theretofore subject or the
replacement, extension or renewal (without incréaskee amount or change in any direct or contingdigor) of the
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indebtedness secured thereby.

X.5. Indebtedness. Create, incur, assume, suféemipto exist, or guarantee, directly or indirgctiny indebtedness, excluding, however,
from the operation of the covenant:

(a) any indebtedness or the incurring, creatingssumption of any indebtedness secured by liemsiped by the provisions of
Section 10.4 (c) above;

(b) the endorsement of instruments for the purpdskposit or collection in the ordinary courseébasiness;

(c) indebtedness which may, from time to time kmuined or guaranteed by the Company which in tlygeagte principal amount does not
exceed $500,000 and is subordinate to the indebssdimder this Agreement;

(d) indebtedness existing on the date hereof aadritbed in Section 10.5 of the Schedule of Excestio

(e) indebtedness relating to contingent obligatiointhe Company and its Subsidiaries under guarsuiti the ordinary course of business of
the obligations of suppliers, customers, and lieesof the Company and its Subsidiaries;

(f) indebtedness relating to loans from the Comparits Subsidiaries;

(9) indebtedness relating to capital leases innaoumt not to exceed $500,000;

(h) indebtedness relating to a working capital feredit in an amount not to exceed $10,000,000;

(i) accounts or notes payable arising out of thelpase of merchandise or services in the ordinawyse of business; or
() indebtedness (if any) expressly permitted md a0 accordance with, the terms and conditiorthisf Agreement.

For purposes hereof, the term "indebtedness" sfedin and include (A) all items which would be intdd on the liability side of a balance
sheet of the Company (or a Subsidiary) as of tie ala which indebtedness is to be determined, dikajucapital stock, surplus, capital and
earned surplus reserves, which, in effect, wereaguations of surplus or offsets to asset valatisgr than reserves in respect of obligations,
the amount, applicability or validity of which iat such date, being contested by such corporatief@rred credits of
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amounts representing capitalization of leasesti{B¥ull amount of all indebtedness of others gngrad or endorsed (otherwise than for the
purpose of collection) by the Company (or Subsigdi&r which the Company (or Subsidiary) is obligiht contingently or otherwise, to
purchase or otherwise acquire, or for the paymepticchase of which the Company (or Subsidiary)dweed, contingently or otherwise, to
advance or supply funds, or with respect to whith@ompany (or Subsidiary) is contingently lialihe]uding, without limitation,
indebtedness for borrowed money and indebtednessugieed or supported indirectly by the Companys(drsidiary) through an agreement,
contingent or otherwise (1) to purchase the indirsss, or (2) to purchase, sell, transport or |Gaséessee or lessor) property, or to purchase
or sell services at prices or in amounts desigoeghtible the debtor to make payment of the indektslor to assure the owner of the
indebtedness against loss, or

(3) to supply funds to or in any other manner inweshe debtor; and (C) indebtedness secured pyrartgage, pledge, security interest or
lien whether or not the indebtedness secured thiestedll have been assumed; provided, howeverstidit term shall not mean and include
any indebtedness (x) in respect to which monieficgeriit to pay and discharge the same in full shaite been deposited with a depositary,
agency or trustee in trust for the payment ther@ofy) as to which the Company (or Subsidiaryihigood faith contesting, provided that an
adequate reserve therefor has been set up on dke bbthe Company (or Subsidiary).

X.6. Merger, Consolidation, etc. Merge or consdkdaith any person pursuant to a transaction irctvkiie outstanding voting stock of the
Company is converted into or exchanged for caghurit@s or other property, other than any suchdaation where the outstanding voting
stock of the Company is converted into or excharfgesioting stock of the surviving or transfereeparation and the beneficial owners of
the voting stock of the Company immediately priostich transaction own, directly or indirectly, fexs than 66 % of the voting stock of the
surviving or transferee corporation immediatelyeafuch transaction; or sell, transfer, lease loeeratise dispose of all or substantially all of
its consolidated assets (as shown on the mosttrénancial statements of the Company or the Sudisidas the case may be) in any single
transaction or series of related transactionspoidate, dissolve, recapitalize or reorganizerig form of transaction.

X.7. Arm's Length Transactions. Enter into any $@gtion, contract or commitment or take any aabitbrer than at Arm's Length. For
purposes hereof the term "Arm's Length" meansres#retion or negotiation in which each party is ctatgly independent of the other, seeks
to obtain terms which are most favorable to it kad no economic or other interest in making coricasgo the other party.

ARTICLE Xl
REGISTRATION RIGHTS

XI.1. Restrictive Legend. Each certificate représen(i) any Debenture, (ii) the Warrants or (aifly Shares or other securities issued in
respect of the Debentures, Warrants or
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Shares, upon any stock split, stock dividend, rigaligation, merger, consolidation or similar eventupon the exercise of the Warrants or
conversion of the Debentures, shall be stampedherwise imprinted with a legend in the followirayrh (in addition to any legend required
under applicable state securities laws):

"THIS [NAME OF SECURITY] [AND THE COMMON STOCK ISSU ABLE UPON
[CONVERSION] [EXERCISE] HEREOF] HAVE NOT BEEN REGIS TERED UNDER THE

SECURITIES ACT OF 1933, AS AMENDED, NOR ANY STATEESURITIES LAW AND MAY NOT BE PLEDGED, SOLD,
ASSIGNED, HYPOTHECATED OR OTHERWISE TRANSFERRED UNMT1) A REGISTRATION STATEMENT WITH RESPECT
THERETO IS EFFECTIVE UNDER THE ACT AND ANY APPLICABE STATE SECURITIES LAW OR (2) THE COMPANY
RECEIVES AN OPINION OF COUNSEL TO THE COMPANY OR ®ER COUNSEL TO THE HOLDER OF SUCH [NAME OF
SECURITY] REASONABLY SATISFACTORY TO THE COMPANY TAT SUCH [NAME OF SECURITY] [AND/OR COMMON
STOCK] MAY BE PLEDGED, SOLD, ASSIGNED, HYPOTHECATEDR TRANSFERRED WITHOUT AN EFFECTIVE
REGISTRATION STATEMENT UNDER THE ACT OR APPLICABLISTATE SECURITIES LAWS.

XI.2. Certain Definitions. As used in this Articld, the following terms shall have the followingpective meanings:

"Holders" shall mean the Purchasers or any pexsarhbm a Purchaser or transferee of a Purchasexdsagned any Debenture, Warrants or
Shares.

"Initiating Holders" shall mean any persons whahie aggregate are Holders of at least a majorith@Shares.

"Registrable Securities" shall mean any Sharegdspon exercise of the Warrants, conversion oflzglyenture or in respect of the Shares
issued upon exercise of the Warrants or conveidiamy Debenture upon any stock split, stock dindieecapitalization or similar event.
"Requesting Stockholders" shall mean holders dfisges of the Company entitled to have securitietuded in any registration pursuant to
Section 11.3 and who shall request such inclusion.

The terms "register," "registered" and "registnatishall refer to a registration effected by prépgand filing a registration statement in
compliance with the Securities Act and applicables and regulations thereunder, and the declaratiordering of the effectiveness of such
registration statement.

"Registration Expenses" shall mean all expensasgiied by the Company in
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compliance with Sections 11.3 and 11.4 hereofypitialg, without limitation, all registration andifig fees, printing expenses, fees and
disbursements of counsel for the Company and ydees and expenses, reasonable fees and diskamsefor one counsel for the Initiati
Holders, and the expense of any special auditdéntito or required by any such registration, esigkiof Selling Expenses.

"Restricted Securities" shall mean the securitfd® Company required to bear or bearing the ldgen forth in Section 11.1 hereof.

"Selling Expenses" shall mean all underwriting disats and selling commissions applicable to the shRegistrable Securities and, except
as otherwise provided in "Registration Expensdtfeas and disbursements of counsel for any Holder

XI.3. Requested Registration.

(a) Requests for Registration. The Initiating Ho&deay request registration under the Securitigsofall or part of their Registrable
Securities. Within ten (10) days after receipt§ auch request, the Company will give written o@tf such requested registration to all
other Holders of Registrable Securities and angragtockholder having registration rights whichitdmit to participate in such registration.
The Company will include in such registration afigistrable Securities with respect to which it rexeived written requests for inclusion
therein within fifteen (15) days after receipt bétCompany's notice. The Company shall cause itegsanent to cooperate fully and to use
its best efforts to support the registration of Registrable Securities and the sale of the RedilrSecurities pursuant to such registration as
promptly as is practicable. Such cooperation shalude, but not be limited to, management's atitend and reasonable presentations in
respect of the Company at road shows with respetiet offering of Registrable Securities. The rggtton requested under this Section 11.3
(a) is referred to herein as a "Demand Registration

(b) Number of Registrations. The Holders of Regislie Securities will be entitled to request one¥@mand Registration for which the
Company will pay all Registration Expenses. A rigison will not count as a Demand Registrationilinhas become effective; provided,
however, that whether or not it becomes effectiee@ompany will pay all Registration Expenses inr@ztion with any registration so
initiated.

(c) Priority on Demand Registrations. If a DemarefjRtration is an underwritten offering, and thenaging underwriters advise the
Company in writing that in their opinion the numioéiRegistrable Securities requested to be inclegeds the number which can be sold
in such offering, the Company will include in suelgistration such number of Shares, which in thaiop of such underwriters, may be sold,
allocated among the Holders electing to participaterata in accordance with the amounts of seeanitquested to be so included by the
respective Holders. The Company will not includeuiry Demand Registration any securities which atdRegistrable Securities without the
written consent of the Holders of
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a majority of the Registrable Securities requessinch registration. Any persons other than HoldéRegistrable Securities who participate
in a Demand Registration which is not at the Comg[saexpense must pay their share of the Registr&ipenses. A registration shall not
count as a Demand Registration if some or all ef3hares which any Holder desires to include thexe not included due to the
determination of the managing underwriters refetoeith the first sentence of this Section 11.3(c).

(d) Restrictions on Demand Registrations. The Camppeill not be obligated to effect any Demand Ra&gtson within six (6) months after

the effective date of a previous registration irialitthe Holders of Registrable Securities were gipigggyback rights pursuant to Section 1
other than a registration of Registrable Securitieended to be offered on a continuous or deldgesis under Rule 415 or any successor rule
under the Securities Act (a "Shelf Registration™).

XI.4. Piggyback Registrations.

(a Right to Piggyback. Whenever the Company proptseegister any of its securities under the SeearAct (other than pursuant to a
Demand Registration or pursuant to a registratinfr@arms S-4 or S-8 or any successors to such fant}he registration form to be used
may be used for the registration and contemplaisgabdition of Registrable Securities (a "PiggybRagistration™), the Company will give
prompt written notice to all Holders of RegistraBlecurities of its intention to effect such a regison. The Company will include in such
registration all Registrable Securities with resgeavhich the Company has received written recufgstinclusion therein within thirty (30)
days after the receipt of the Company's notice.

(b Piggyback Expenses. The Registration Expenst®edflolders of Registrable Securities will be gaydthe Company.

(c Priority on Primary Registrations. If a Piggykd®egistration is an underwritten primary registaton behalf of the Company, and the
managing underwriters advise the Company in writhrgg in their opinion the number of securitiesuested to be included in such
registration exceeds the number which can be saddich offering, the Company will include in suelgistration (i) first, the securities the
Company proposes to sell,

(if) second, the Registrable Securities and sdeardf the Company with respect to which similagiseation rights have heretofore been
granted and requested to be included in such ratiest, pro rata in accordance with the amountRegistrable Securities and such securities
requested to be so included by the respective Holled holders of such securities of the Compamg;(&) third, any other securities
requested to be included in such registration.

(d Priority on Secondary Registrations. If a PigaglbRegistration is an underwritten secondary tegfisn on behalf of holders of the
Company's securities, and the managing underwatdrise the Company in writing that in their opmite number of
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securities requested to be included in such registr exceeds the number which can be sold in sffehing, the Company will include in
such registration (i) first, the securities reqedsb be included therein by the holders requestiradp registration, (ii) second, the Registrable
Securities and securities of the Company with retsfgewhich similar registration rights have hefete been granted and requested to be
included in such registration, pro rata in accoogawith the amounts of Registrable Securities arth securities requested to be so included
by the respective Holders and holders of such g@siof the Company, and (iii) third, other seties requested to be included in such
registration.

(e Other Restrictions. The Company hereby agrestsfth has previously filed a registration stawmhwith respect to Registrable Securities
pursuant to Section 11.3 or pursuant to this Sedin4, and if such previous registration has eanbwithdrawn or abandoned, the Company
will not file or cause to be effected any otherisagtion of any of its equity securities or setias convertible or exchangeable into or
exercisable for its equity securities under theusides Act (except on Form 8&-or any other similar form for employee benefians), whethe

on its own behalf or at the request of any holddratders of such securities, until a period oast six (6) months has elapsed from the
effective date of such previous registration osabner, until all Registrable Securities includteduch previous registration have been sold.

X1.5. Holdback Agreements.

(a Each Holder of Registrable Securities which ey to this Agreement agrees not to effect antylip sale or distribution of equity
securities of the Company, or any securities cdibterinto or exchangeable or exercisable for sseturities, during the seven (7) days prior
to and the 90-day period beginning on the effedti@ of any underwritten Demand Registration gramerwritten Piggyback Registration
(except as part of such underwritten registratam)f sooner, until all Registrable Securitiesluted within such registration have been sold.

(b The Company agrees (i) not to effect any putdie or distribution of its equity securities, ayaecurities convertible into or exchange:i
or exercisable for such securities, during the s¢v§ days prior to and the 90-day period beginminghe effective date of any underwritten
Demand Registration or any underwritten Piggybaeli&ration (except as part of such underwrittgisteation or pursuant to registrations
on Form S-8 or any other similar form for emplopemefit plans) or, if sooner, until all RegistraBlecurities included within such
registration have been sold, and

(i) to use its reasonable best efforts to caush balder of its equity securities, or any secesittonvertible into or exchangeable or
exercisable for such securities, purchased fronCirapany at any time after the date of this Agregn@ther than in a registered public
offering) to agree not to effect any public sal@istribution of any such securities during suchique(except as part of such underwritten
registration, if otherwise permitted) or, if soonentil all Registrable Securities included witlsimch registration have been sold.
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XI.6. Registration Procedures. Whenever the HoldéRegistrable Securities have requested thaRagystrable Securities be registered
pursuant to this Article 11, the Company will usereasonable best efforts to effect the registnagind the sale of such Registrable Securities
in accordance with the intended method of dispmsithereof, and pursuant thereto the Company withgeditiously as possible:

(a prepare and file with the Commission a regignastatement with respect to such Registrable i@&s) which registration statement will
state that the Holders of Registrable Securitie®id thereby may sell such Registrable Secusgitbgr under such registration statement or,
at any Holder's proper request, pursuant to Rude(@dany similar rule then in effect), and usebigst efforts to cause such registration
statement to become effective (provided that befiting a registration statement or prospectusror amendments or supplements thereto
Company will furnish to the counsel selected byHudders of a majority of the Registrable Secusittevered by such registration statement
copies of all such documents proposed to be fildtich documents will be subject to the review aftsgounsel);

(b prepare and file with the Commission such amesmdmand supplements to such registration stateamehthe prospectus used in
connection therewith as may be necessary to kedpregistration statement effective for the pedetiforth in Section 11.6(i) hereof and
comply with the provisions of the Securities Actiwiespect to the disposition of all securitiesared by such registration statement during
such period in accordance with the intended metbbdssposition by the sellers thereof set fortlsirch registration statement;

(c furnish to each seller of Registrable Securiiesh number of copies of such registration staténeach amendment and supplement
thereto, the prospectus included in such registiagtatement (including each preliminary prospgcusl such other documents as such seller
may reasonably request in order to facilitate tispakition of the Registrable Securities ownedumghsseller;

(d use its best efforts to register or qualify sRegistrable Securities under such other secuntiddue sky laws of such jurisdictions as any
seller reasonably requests and do any and all attierand things which may be reasonably necessagvisable to enable such seller to
consummate the disposition in such jurisdictionthefRegistrable Securities owned by such sellev({ged that the Company will not be
required to (i) qualify generally to do businessny jurisdiction where it would not otherwise leguired to qualify but for this subsection,
(i) subject itself to taxation in any such juristidn, or (iii) consent to general service of preg@ any such jurisdiction);

(e notify each seller of such Registrable Secuwitié any time when a prospectus relating thesetequired to be delivered under the
Securities Act, of the happening of any event essalt of which the prospectus included in suchstegfion statement contains an untrue
statement of a material fact or omits to statefanynecessary to make the statements therein ist#ading, and, at the request of any such
seller, the Company will promptly prepare
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a supplement or amendment to such prospectus s@#hhereafter delivered to the purchasers di Registrable Securities, such prospectus
will not contain an untrue statement of a matdéat or omit to state any fact necessary to magestatements therein not misleading;

(f cause all such Registrable Securities to bedisin each securities exchange on which similarrgixs issued by the Company are then
listed;

(g provide a transfer agent and registrar forahsRegistrable Securities not later than the gffedate of such registration statement;

(h make available for inspection by any seller efjRtrable Securities, any underwriter participgiimany disposition pursuant to such
registration statement, and any attorney, accotiotasther agent retained by any such seller oeomdter, all financial and other records,
pertinent corporate documents and properties o€dmapany, and cause the Company's officers, direeted employees to supply all
information reasonably requested by any such selfeterwriter, attorney, accountant or agent imeation with such registration statement;
and

(i cause the Registrable Securities to be regidtenesuch appropriate registration form or formghef Commission as shall permit a delayed
or continuous offering of the Registrable Secuwsifirsuant to Rule 415 under the Securities Actpanahit the disposition of the Registrable
Securities in accordance with the method or metloddiisposition requested by the Initiating Holdarsl keep such registration statement
effective until the Holders have completed the salé distribution of the Registrable Securities.

XI.7. Expenses of Registration. All Registrationpgrses incurred in connection with a registratipualification or compliance pursuant to
this Article 11 shall be borne by the Company, alh&elling Expenses shall be borne by the Holdesthe Requesting Stockholders of the
securities so registered pro rata on the basiseohtimber of their shares so registered; providedgever, that the Company shall not be
required to pay any Registration Expenses if, @salt of the withdrawal of a request for registnatoy Initiating Holders, the registration
statement does not become effective, in which taseélolders and Requesting Stockholders requestiigtration shall bear such
Registration Expenses pro rata on the basis afidhaber of their shares so included in the registnaiequest, and, further, that such
registration shall not be counted as a Demand Raticm pursuant to

Section 11.3.

XI.8. Indemnification.

(a The Company will indemnify each Holder, eachd¢ols officers, directors, employees, agents anth@a, and each person controlling
such Holder, with respect to which registrationalification or compliance of such Holder's secesdthas been effected pursuant to this
Article 11, and each underwriter, if any, and epelson who controls any underwriter, against aling$, losses, damages and liabilities (or
actions in respect thereof)
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arising out of or based on any untrue statemerdl{eged untrue statement) of a material fact doathin any registration statement,
prospectus, offering circular or other documentl(iding any related registration statement notifaraor the like) incident to any such
registration, qualification or compliance, or basedany omission (or alleged omission) to statesiihea material fact required to be stated
therein or necessary to make the statements theoéimisleading, or any violation by the Companytaf Securities Act or any rule or
regulation thereunder applicable to the Companyratading to action or inaction required of the G@my in connection with any such
registration, qualification or compliance, and wéimburse each such Holder, each Holder's offickraectors, employees, agents and
partners, and each person controlling such Hoklerh such underwriter and each person who corgnglsuch underwriter, for any legal and
any other expenses reasonably incurred in conmegdith investigating or defending any such claiogd, damage, liability or action,
provided, that the Company will not be liable iryauch case to the extent that any such claim, tzsaage, liability or action arises out of
is based on any untrue statement or omission aénahfact based upon written information furnishedhe Company by such Holder or
underwriter and stated to be specifically for usrein.

(b Each Holder and Requesting Stockholder wilRégistrable Securities held by it are includechim securities as to which such registration,
qualification or compliance is being effected, inagfy the Company, each of the Company's direaorsofficers and each underwriter, if
any, of the Company's securities covered by sugistration statement, each person who control€grapany or such underwriter within the
meaning of the Securities Act and the rules andladigns thereunder, each other Holder and RequgeStiockholder and each of their
officers, directors, employees, agents and partaeis each person controlling such Holder or ReipgStockholder, against all claims,
losses, damages and liabilities (or actions ingessfhereof) arising out of or based on any unstatement (or alleged untrue statement) of a
material fact contained in any such registrati@teshent, prospectus, offering circular or othenuioent incident to any such registration,
qualification or compliance, or based on any omisgor alleged omission) to state therein a mdtéaé required to be stated therein or
necessary to make the statements therein not mistgaand will reimburse the Company, its officarsl directors, each underwriter, each
person controlling the Company or such underwrégach other Holder and Requesting Stockholders, dffecers, directors, employees,
agents, partners and control persons for any kagahy other expenses reasonably incurred in coimmewith investigating or defending any
such claim, loss, damage, liability or action, atle case to the extent, but only to the extent,stheh untrue statement (or alleged untrue
statement) or omission (or alleged omission) is@riadsuch registration statement, prospectus,inffaircular or other document in reliance
upon and in conformity with written information fiisshed to the Company by such Holder or Reque&togkholder and stated to be
specifically for use therein; provided, howeveasttthe obligations of each Holder and Requestingkdiolders hereunder shall be limited to
an amount equal to the proceeds (after deductiomaérwriting discounts, if any) to each such HolodleRequesting Stockholder of securi
sold as contemplated herein.
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(c Each party entitled to indemnification undestBiection

11.8 (the "Indemnified Party") shall give noticetie party required to provide indemnification (thedemnifying Party") promptly after suc
Indemnified Party has actual knowledge of any clagrio which indemnity may be sought, and shalngiehe Indemnifying Party to assume
the defense of any such claim or any litigatiorultasg therefrom, provided, that counsel for thddmnifying Party, who shall conduct the
defense of such claim or any litigation resultihgrefrom, shall be approved by the IndemnifiedyP@vhose approval shall not be
unreasonably withheld) and the Indemnified Party paxticipate in such defense at such party's esggeand provided, further, that the
failure of any Indemnified Party to give noticemsvided herein shall not relieve the Indemnifyfarty of its obligations under this Article
11 unless such failure has had a material advéieset en such claim. The parties to this Agreenreserve any rights to claim under this
Agreement for damages actually incurred by reag@my failure of the Indemnified Party to give promotice of a claim. To the extent
counsel for the Indemnifying Party shall in suclhitsel's reasonable judgment, have a conflict iresgmting an Indemnified Party in
conjunction with the Indemnifying Party or othedémnified Parties, such Indemnified Party shakbttled to separate counsel at the
expense of the Indemnifying Party subject to therapal of such counsel by the Indemnified Partydadapproval shall not be unreasonably
withheld). No Indemnifying Party, in the defenseaofy such claim or litigation, shall, except willetconsent of each Indemnified Party,
consent to entry of any judgment or enter into setylement which does not include as an uncondititaxm thereof the giving by the
claimant or plaintiff to such Indemnified Partyafelease from all liability in respect of suchiriar litigation. Each Indemnified Party shall
furnish such information regarding itself or thaiot in question as an Indemnifying Party may reabbnrequest in writing and as shall be
reasonably required in connection with the defeisich claim and any litigation resulting therafi.o

X1.9. Information by Holders. Each Holder of Regadtle Securities, and each Requesting Stockholuldirty securities included in any
registration, shall furnish to the Company suclinfation regarding such Holder or Requesting Stolddr and the distribution proposed by
such Holder or Requesting Stockholder as the Cogynpaay reasonably request in writing and as shatkbsonably required in connection
with any registration, qualification or complianederred to in this Article 11.

X1.10. Limitations on Registration of Issues of 8eties. From and after the date of this Agreemtra,Company shall not enter into any
agreement with any holder or prospective holdeargf securities of the Company giving such holdgrrospective holder the right to require
the Company to register any securities of the Campaore favorable than the rights granted under Afnficle 11.

X1.11. Rule 144 Reporting. With a view to makingadable the benefits of certain rules and regutetiof the Commission which may permit
the sale of the Restricted Securities to the puhiibout registration, the Company agrees to:

(a make and keep public information available aséhterms are understood and defined and intecpirend under Rule 144 under the
Securities Act, at all times from and
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after the date hereof;

(b file with the Commission in a timely manner@ports and other documents required of the Compadgr the Securities Act and the
Securities Exchange Act at any time after it hasbee subject to such reporting requirements; and

(c so long as the Purchaser owns any Restrictearies, furnish to the Purchaser forthwith upoguest a written statement by the Company
as to its compliance with the reporting requirers@ftRule 144 (at any time from and after nine)(@ays following the effective date of the
first registration statement filed by the Compaawydn offering of its securities to anyone othertlits employees), and of the Securities Act
and the Exchange Act (at any time after it has becsubject to such reporting requirements), a ofplge most recent annual or quarterly
report of the Company, and such other reports acdrdents so filed as the Purchaser may reasonedphest in availing itself of any rule or
regulation of the Commission allowing the Purchdsesell any such securities without registration.

X1.12. Participation in Underwritten Registratiotdn person may participate in any underwrittensegtion hereunder unless such person
(i) agrees to sell such person's securities obaisés provided in any underwriting arrangementsagmal by the persons entitled hereunder to
approve such arrangements and (ii) completes amcligas all reasonable questionnaires, powersahait, indemnities, underwriting
agreements and other documents required undeertms bf such underwriting arrangements.

X1.13. Selection of Underwriters. If any Demand Bégtion is an underwritten offering, the Holdefsa majority of the Registrable
Securities included in such registration have itjietito select the investment banker(s) and maiggegr administer the offering, subject to
the approval of the Company (which approval wilt he unreasonably withheld). If any registrationestthan a Demand Registration is an
underwritten offering, the Company will have thghti to select the investment banker(s) and mansiger@dminister the offering, subject to
the approval of the Holders of a majority of thegR&rable Securities included in such registraiwhich approval will not be unreasonably
withheld).

X1.14. Termination of Registration Rights. The riglof Holders to request a Demand Registratioragiigipate in a Piggyback Registration
shall expire on March 15, 2007.

ARTICLE XII
EVENTS OF DEFAULTS
XIl.1. Events of Default. If any of the followingrents shall occur and be continuing an "Event daDé' shall be deemed to have occurred:
(a if the Company shall default in the paymentipéfy part of the principal
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of any Debenture, when the same shall become dlipayable, whether at maturity or at a date fix@dpfepayment or by acceleration or
otherwise; or

(i) the interest on any Debenture; when the sanadl fecome due and payable; and in each casedetfighlt shall have continued without
cure for ten (10) days from the scheduled dateagfent of such principal and/or interest;

(b If the Company shall default in the performantany of the covenants contained in Articles 9@m@nd in the case of a default under
Sections 9.1 through and including 9.8, 9.13, 1120.4 (exclusive of Section 10.4(c)), such ddfaball have continued without cure for
thirty days (30) days after written notice (a "DdfaNotice") is given to the Company with respecstich covenant by any Holder or Holders
of the Debentures (the Company to give forthwitlaltather Holders of the Debentures at the timstanding written notice of the receipt of
such Default Notice, specifying the default refdrte therein);

(c If the Company shall default in the performan€any other material agreement or covenant coathin this Agreement or in any other
agreement executed in connection with this Agreeraed such default shall not have been remedidhiketsatisfaction of the Holder or
Holders of at least a majority in aggregate priatgmount of the Debentures then outstanding, wiiiity five (45) days after a Default
Notice shall have been given to the Company (th@@my to give forthwith to all other Holders of ethures at the time outstanding writ
notice of the receipt of such Default Notice, spgrg the default referred to therein);

(d If any representation or warranty made in thise®ement or in or any certificate delivered purs$imemeto shall prove to have been incor
when made;

(e If any default shall occur under any indentunertgage, agreement, instrument or commitment ecidg or under which there is at the
time outstanding any indebtedness of the CompamySubsidiary, in excess of $250,000, or whichltesu such indebtedness, in an
aggregate amount (with other defaulted indebtednesxcess of $750,000 becoming due and payase torits due date and if such
indenture or instrument so requires, the holddradders thereof (or a trustee on their behalf)|dtmle declared such indebtedness due and
payable;

(f If any of the Company or its Subsidiaries slfault in the observance or performance of any t@rprovision of an agreement to whicl
is a party or by which it is bound which defaultttbreasonably be expected to have a Material Asd/Effect on the Company and its
Subsidiaries, taken as a whole, and such defantitiszaived or cured within the applicable gracequk

(g If a final judgment which, either alone or tdget with other outstanding final judgments agaihstCompany and its Subsidiaries, exceeds
an aggregate of $2,000,000 shall be rendered aghtn€ompany or any Subsidiary and such judgmeait Bave continued undischarged or
unstayed for sixty (60) days after entry thereof;
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(h If the Company or any Subsidiary shall make ssigmment for the benefit of creditors, or shath&dn writing its inability to pay its debt:
or if the Company or any Subsidiary shall suffeeeeiver or trustee for it or substantially allitsfassets to be appointed, and, if appointed
without its consent, not to be discharged or stayighin ninety (90) days; or if the Company or éBwybsidiary shall suffer proceedings under
any law relating to bankruptcy, insolvency or thenganization or relief of debtors to be institubgdor against it, and, if contested by it, not
to be dismissed or stayed within ninety (90) daysf the Company or any Subsidiary shall suffey amit of attachment or execution or any
similar process to be issued or levied againgt @ny significant part of its property which is meteased, stayed, bonded or vacated within
ninety (90) days after its issue or levy; or if Bempany or any Subsidiary takes corporate actidortherance of any of the aforesaid
purposes or conditions; or

(i (A) Prior to November 30, 1999, the directorsldine shareholders of the Company do not (i) appesvamendment to the Certificate of
Incorporation of the Company to (a) increase thalmer of authorized shares of Common Stock from@m@@O to 75,000,000 and (b) give
the holders of Debentures voting rights as sehforiSection 9.12(A) of this Agreement, and

(i) authorize the issuance by the Company of shaféts Common Stock in excess of twenty perc2@¥{) of the Company's outstanding
shares of the date hereof upon conversion of theebteres and exercise of the Warrants as setifoflection 9.12(A) of this Agreement.

XIl.2. Remedies.

(a Except as provided in Section 12.2(c) hereadnupe occurrence of an Event of Default, any HotideHolders of a majority in aggregate
principal amount of the Debentures at the timetantiing may at any time (unless all defaults sthaitetofore have been remedied) at its or
their option, by written notice or notices to therpany (i) declare all the Debentures to be dueparydble, whereupon the same shall
forthwith mature and become due and payable, tegeitth interest accrued thereon, without presentpoemand, protest or notice, all of
which are hereby waived; and (ii) declare any ottteounts payable to the Purchasers under this Agmeeor as contemplated hereby due
and payable.

(b Notwithstanding anything contained in Sectior2{2), in the event that at any time after theqpal of the Debentures shall so become
due and payable and prior to the date of matutéted in the Debentures all arrears of principamd interest on the Debentures (with inte

at the rate specified in the Debentures on anydmeeprincipal and, to the extent legally enforceabh any interest overdue) shall be paid by
or for the account of the Company, then the hotddrolders of at least a majority in aggregategpial amount of the Debentures then
outstanding, by written notice or notices to therpany, may (but shall not be obligated to) waivehsivent of Default and its consequences
and rescind or annul such declaration, but no swaitter shall extend to or affect any subsequenhEg€Default or impair any right resultii
therefrom. If any holder of a Debentures shall gimg notice or take any other action with respect tlaimed default, the Company,
forthwith upon receipt of such notice or obtainkipwledge of such other action will give writtertice thereof to all other holders of the
Debentures then outstanding, describing such notio¢her action and the nature of the claimedwefa
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(c) Notwithstanding anything to the contrary con&l herein, upon the occurrence of an Event of Wiefimder Section 12.1(i)(concerning
failure to obtain shareholder approval of the miattkescribed in such Section) the Purchasers' iskiedl the right to require the Company to
redeem the Debentures at par, together with owstgrnterest, plus a default interest payment aateh at the annual rate of five percent
(5%) accruing from the date of issuance of the Dalres until redeemed by the Company. Upon theroeooe of an Event of Default
pursuant to Section 12.1(i), the Purchasers mayigeavritten notice to the Company, in accordangb Bection 16.5 hereof, demanding 1
the Company redeem all or any portion of the Delrest Not later than fifteen (15) days following tleceipt of such notice, the Company
shall remit to the Purchasers, against the surrasfdée Debentures and the Warrants issued t@tinehaser pursuant to this Agreement, the
sum of the principal amount of the Debentures, ptugued and unpaid interest through the datedafmgtion computed at the annual rate of
five percent (5%), plus a default interest paynwamhputed at the annual rate of five percent (5@mfthe date of issuance of the Debentures
through and including the date of redemption. Then@any's redemption obligations under this Sec®2(c) are conditioned upon the
Purchaser's surrender of the Debentures and Walissuied pursuant to this Agreement. In the evéhtrahaser demands the redemption by
the Company of less than the entire principal anhofia Debenture, the Company will issue a new Dalre of like tenor to the Purchaser in
a principal amount equal to the unredeemed priheipeunt of such Debenture.

XI1.3. Enforcement. In case any one or more EvehiBefault shall occur and be continuing, the Holoea Debenture then outstanding may
proceed to protect and enforce the rights of sualdét by an action at law, suit in equity or othepropriate proceeding, whether for the
specific performance of any agreement containedih@r in such Debenture or for an injunction aga@violation of any of the terms hereof
or thereof, or in aid of the exercise of any pogeamted hereby or thereby or by law. Each Holdeeegjthat it will give written notice to the
other Holders prior to instituting any such actibmcase of a default in the payment of any priatgf or interest on any Debenture, the
Company will pay to the Holder thereof such furtharount as shall be sufficient to cover the codttar expenses of collection, including,
without limitation, reasonable attorney's fees,emges and disbursements. No course of dealing@ddlay on the part of any Holder of any
Debenture in exercising any rights shall operate awsaiver thereof or otherwise prejudice such Haddgghts. No right conferred hereby or
any Debenture upon any Holder thereof shall beusxat of any other right referred to herein or éieior now available at law in equity, by
statute or otherwise.

ARTICLE Xl
AMENDMENT AND WAIVER

This Agreement may not be amended, dischargedmirtated (or any provision hereof waived) withdug tvritten consent of the Company
and the Purchasers. Provided that such writtenecareg the Company and the Purchasers is given:

(a Holders of at least a majority in aggregategpal amount of the Debentures then outstanding loyayritten instrument amend or waive
any term or condition of
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this Agreement relating to the rights or obligasaf Holders of Debentures, which amendment or eraiperates for the benefit of such
Holders, except that no such amendment or waivat §hchange the fixed maturity of any Debentuttee rate or the time of mandatory
prepayment of principal thereof or payment of iagtithereon, the principal amount thereof, withtbatconsent of the holder of the
Debentures so affected, (ii) change the aforesaiidgmtage of Debentures, the Holders of whichexgjaired to consent to any such
amendment or waiver, without the consent of theléadl of all the Debentures then outstanding grdfiiange the percentage of the amount of
the Debentures, the Holders of which may declageltbbentures to be due and payable under Article 12

The Company and each Holder of a Debenture thémeoeafter outstanding shall be bound by any amentior waiver effected in
accordance with the provisions of this Article W#ether or not such Debenture shall have been mackimdicate such modification, but any
Debenture issued thereafter shall bear a notatida any such modification. Promptly after obtagnthe written consent of the holders herein
provided, the Company shall transmit a copy of sucidification to all of the holders of the Debemwithen outstanding.

(b Holders of at least a majority of the Shares thetstanding may by written instrument amend drvevany term or condition of this
Agreement relating to the rights or obligationsofders of Shares, which amendment or waiver opeffat the benefit of such holders but in
no event shall the obligation of any holder of ®isanereunder be increased, except upon the weittesent of such holder of Shares.

The Company and each holder of a Share then adfter outstanding shall be bound by any amendorentiver effected in accordance
with the provisions of this Article 13, whethermut such Share shall have been marked to indicate modification, but any Share issued
thereafter shall bear a notation as to any suclifioation. Promptly after obtaining the written c@mnt of the holders herein provided, the
Company shall transmit a copy of such modificatimmll of the holders of the Shares then outstapdin

ARTICLE XIV
EXCHANGE AND REPLACEMENT OF DEBENTURES

XIV.1. Subject to Section 15.2, at any time atithguest of any Holder of one or more of the Deb@stio the Company at its office provided
under Section 16.5, the Company at its expensefor any transfer tax or any other tax arisingaf the exchange) will issue in exchange
therefor new Debentures, in such denomination nodenations ($100,000 or any larger multiple of $0@0, plus one Debenture in a lesser
denomination, if required) as such Holder may retjua aggregate principal amount equal to the isthpancipal amount of the Debenture or
Debentures surrendered and substantially in thre fhereof, dated as of the date to which interastieen paid on the Debenture or
Debentures surrendered (or, if no interest habgenh so paid thereon, then dated the date of theridgre or Debentures so surrendered) and
payable to such person or persons or order as mdgdignated by such Holder.

XIV.2. Upon receipt of evidence satisfactory to @empany of the loss, theft,
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destruction or mutilation of any Debenture andhia case of any such loss, theft, or destructiponuelivery of a bond of indemnity
satisfactory to the Company (provided that if tieéder is a Purchaser or a financial institutios,dtvn agreement will be satisfactory), or in
the case of any such mutilation, upon surrendercandellation of such Debenture, the Company wélie a new Debenture of like tenor as if
the lost, stolen, destroyed or mutilated Debentvgee then surrendered for exchange in lieu of sosth stolen, destroyed or mutilated
Debenture.

ARTICLE XV
TRANSFER OF AND PAYMENT OF DEBENTURES
XV.1. Notification of Proposed Sale.

(a Subject to Section 15.1(b), each holder of aebalre by acceptance thereof agrees that it wilt fie Company ten (10) days written
notice prior to selling or otherwise disposing o€ls Debenture. No such sale or other dispositiafi se made unless (i) the holder shall have
supplied to the Company an opinion of counseltieritolder reasonably acceptable to the Comparheteffect that no registration under the
Securities Act is required with respect to sucle salother disposition, or (ii) an appropriate stgition statement with respect to such sale or
other disposition shall have been filed by the Canypand declared effective by the Commission.

(b If the Holder of a Debenture has obtained amiopiof counsel reasonably acceptable to the Coynfmathe effect that the sale of its
Debenture may be made without registration undeScurities Act pursuant to compliance with Rulé (or any successor rule under the
Securities Act), the holder need not provide thenBany with the notice required in Section 15.1(a).

XV.2. Payment. So long as a Purchaser shall badlier of any Debenture, the Company will make pewts of principal and interest to
such Purchaser no later than 11 a.m. Eastern Tintleeodate when such payment is due. Paymentslghaiade by delivery to such
Purchaser at such Purchaser's address furnisttiee @ompany in accordance with this Agreementadréified or official bank check drawn
upon or issued by a bank which is a member of tew Mork Clearinghouse for banks or by wire transesuch Purchaser's (or such
Purchaser's nominee's) account at any bank ordonspany in the United States of America.

ARTICLE XVI
MISCELLANEOUS

XVI.1. Governing Law. This Agreement and the rigbtshe parties hereunder shall be governed ireajpects by the laws of the State of
New York wherein the terms of this Agreement weggatiated, without giving effect to its conflict lafws rules
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XVI.2. Survival. Except as specifically providedram, the representations, warranties, covenamtsagreements made herein shall survive
(a) any investigation made by the Purchasers antth¢bClosing.

XVI.3. Successors and Assigns. Except as other@ipeessly provided herein, the provisions hereaflshure to the benefit of, and be
binding upon and enforceable by and against, theessors, assigns, heirs, executors and administraft the parties hereto.

XVLI.4. Entire Agreement. This Agreement (includitig Exhibits and Schedules hereto) and the othaurdents delivered pursuant hereto
and simultaneously herewith constitute the full antre understanding and agreement between thiegaith regard to the subject matter
hereof and thereof.

XVL.5. Notices, etc. All notices, demands or othemmunications given hereunder shall be in wriand shall be sufficiently given if
transmitted by facsimile or delivered either peedtynor by a nationally recognized courier servicarked for next business day delivery or
sent in a sealed envelope by first class mail,guesprepaid and either registered or certifiedirneteceipt requested, addressed as follows:

(a if to the Company:

Halsey Drug Co., Inc.

695 N. Perryville Road

Rockford, Illinois

Attention: Mr. Michael Reicher Chief Executive Qffir
Facsimile: (815) 399-9710

(b if to a Purchaser, to the address set forth>dmtit A attached hereto:

or to such other address with respect to any geatgto as such party may from time to time no@fy ffrovided above) the other parties
hereto. Any such notice, demand or communicatiail e deemed to have been given (i) on the datielofery, if delivered personally, (ii)
on the date of facsimile transmission, receipt itordd, (iii) one business day after delivery toagianally recognized overnight courier
service, if marked for next day delivery or (iwdibusiness days after the date of mailing, if ethiCopies of any notice, demand or
communication given to (x) the Company, shall biévdesd to St. John & Wayne, L.L.C., Two Penn Pl&zast, Newark, New Jersey 07105-
2249 Attn.: John P. Reilly, Esq., or such otherradd as may be directed and (y) any Purchasel bghdeélivered to Kane Kessler, P.C., 1350
Avenue of the Americas, New York, New York 1001%tehtion: Robert L. Lawrence, Esq., Facsimile: (2225-3009, or such other address
as may be directed.

XVI.6. Delays or Omissions. No delay or omissiorexercise any right, power or remedy accruing tplaider of any Securities upon any
breach or default of the Company under this Agregrakall impair any such right, power or remedgwth holder nor shall it be
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construed to be a waiver of any such breach owttefar an acquiescence, therein, or of or in amjlar breach or default thereafter
occurring; nor shall any waiver of any single biteac default be deemed a waiver of any other breadefault theretofore or thereafter
occurring. Any waiver, permit, consent or approvBany kind or character on the part of any holafeainy breach or default under this
Agreement, or any waiver on the part of any hotifeany provisions or conditions of this Agreementsatnbe, made in writing and shall be
effective only to the extent specifically set foihsuch writing. All remedies, either under thigrAement or by law or otherwise afforded to
any holder, shall be cumulative and not alternative

XVI.7. Rights and Obligations; Severability. Unlestherwise expressly provided herein, each Purclsasghts and obligations hereunder are
several rights and obligations, not rights andgailons jointly held with any other person. In casg provision of this Agreement shall be
invalid, illegal or unenforceable, the validityghdity and enforceability of the remaining provissoshall not in any way be affected or
impaired thereby.

XV1.8. Agent's Fees.

(a The Company hereby (i) represents and warrhatglie Company has not retained a finder or briskeonnection with the transactions
contemplated by this Agreement and (ii) agreeadeirinnify and to hold the Purchasers harmless ofrand any liability for commission or
compensation in the nature of an agent's fee tdawker, person or firm, and the costs and expeofsésfending against such liability or
asserted liability, including, without limitationeasonable attorney's fees, arising from any ath®&yompany or any of the Company's
employees or representatives; provided, howevat thle Company will have the right to defend agasash liability by representative(s) of
its own choosing, which representative(s) shakgroved by the Holders of a majority in aggregeibecipal amount of the Debentures and
the Holders of a majority of the Shares (which appl shall not be unreasonably withheld or delaybddhe event that the Company shall
to undertake the defense within thirty (30) dayamyf notice of such claim, the Purchasers shak ltlae right to undertake the defense,
compromise or settlement of such claim upon writtetice to the Company by holders of a majoritpiimcipal amount of the Debentures
and the holders of a majority of the Shares andCibrapany will be responsible for and shall pay@disonable costs and expenses of
defending such liability or asserted liability aswy amounts paid in settlement.

(b Each Purchaser (i) severally represents andawirthat it has retained no finder or broker inn@ztion with the transactions contemplated
by this Agreement and (ii) hereby severally agtedademnify and to hold the Company harmless feom liability for any commission or
compensation in the nature of an agent's or finde€ to any broker or other person or firm (ar@dbsts, including reasonable legal fees, and
expenses of defending against such liability oedsd liability) for which such Purchaser, or arfiyte employees or representatives, are
responsible.

XVL1.9. Expenses. The Company shall bear its owreasps and legal fees incurred on its behalf wipeet to the negotiation, execution and
consummation of the transactions contemplated isyAgreement, and the Company will reimburse theeRasers
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for all of the reasonable expenses incurred byPtirehasers and their affiliates with respect tongotiation, execution and consummatio
the transactions contemplated by this Agreementlamtransactions contemplated hereby and dueeditig conducted in connection
therewith, including the fees and disbursementoahsel and auditors for the Purchasers; providedgver, that the amount of such
reimbursement shall not exceed $25,000. Such regement shall be paid on the Closing Date.

XVI.10. Litigation. The parties each hereby waikialtby jury in any action or proceeding of any &iar nature in any court in which an act
may be commenced arising out of this Agreementaebson of any other cause or dispute whatsoeterden them. The parties hereto
agree that the State and Federal Courts which #itei State of New York and the County of New Yshlall have exclusive jurisdiction to
hear and determine any claims or disputes betwee@bdmpany and such holders, pertaining directipdirectly to this Agreement or to any
matter arising therefrom. The parties each expyesddmit and consent in advance to such jurisdidticany action or proceeding commen
in such courts provided that such consent shalbeateemed to be a waiver of personal serviceeoftimmons and complaint, or other
process or papers issued therein. The choice ofif@et forth in this Section 16.10 shall not bendeg to preclude the enforcement of any
judgment obtained in such forum or the taking of action under this Agreement to enforce same ynagpropriate jurisdiction. The parti
each waive any objection based upon forum non auers and any objection to venue of any actioritirtietl hereunder.

XVI.11. Titles and Subtitles. The titles of theields, sections and subsections of this Agreementoa convenience of reference only and are
not to be considered in construing this Agreement.

XVI.12. Counterparts. This Agreement may be exetuteany number of counterparts, each of whichldiehn original, but all of which
together shall constitute one instrument.
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If the Purchaser is in agreement with the foregelhmgPurchaser shall sign where indicated belowtlasctupon this letter shall become a
binding agreement between such Purchaser and tinp&ty.

HALSEY DRUG CO., INC.

By: /s/ M chael Reicher

M chael Rei cher

Chi ef Executive O ficer
Solely as to the Provisions
of Section 9.12(B) hereof

GALEN PARTNERS IIl, L.P.
By: Claudius, L.L.C., General Partner

By: /s/ Bruce F. \Wsson

Bruce F. Wesson
Managi ng Merber

GALEN PARTNERS INTERNATIONAL IlI, L.P.
By: Claudius, L.L.C., General Manager

By: /s/ Bruce F. Wesson

Bruce F. Wesson
Managi ng Merber
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PURCHASERS

ORACLE STRATEGIC PARTNERS, L.P.

GALEN PARTNERS Ill, L.P.
By: Claudius, L.L.C., General Partner

GALEN PARTNERS INTERNATIONAL llI, L.P.

By: Claudius, L.L.C., General Partner

GALEN EMPLOYEE FUND llI, L.P.
By: Wesson Enterprises, Inc.

By:

By:

By:

By:

/sl Larry Feinberg

/'s/ Bruce F. Wsson

Bruce F. Wesson
Managi ng Merber

/'s/ Bruce F. Wsson

Bruce F. Wesson
Managi ng Merber

/'s/ Bruce F. Wsson

Bruce F. Wesson
Presi dent

/sl Patrick Coyne

PATRI CK COYNE

/sl Alan Smith

ALAN SM TH

/sl M chael Wi sbrot

M CHAEL WEI SBROT
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/sl Susan Wi sbrot

SUSAN WEI SBROT

/sl Greg Wod

DENNI S ADANMVS
/'s/ Bernard Sel z

BERNARD SELZ

49



8.
9.

10. Dennis Adams

Name and Address of Purchaser

Oracle Strategic Partners, L.P.
Oracle Strategic Partners, L.P.
Galen Partners lll, L.P.

Galen Partners International IlI, L.P.

Galen Employee Fund IlI, L.P.

Patrick Coyne

Alan Smith

Michael and Susan Weisbrot

Greg Wood

11. Bernard Selz

Total

EXHIBIT A

cipal Amount of
nture Purchased

$1.404
Warrants

5,000,000.00
0,000,000.00(1)
5,964,583.09(2)
539,900.40(3)
24,424.10(4)
51,178.08(5)
13,358.08(6)
564,446.96(7)
204,712.33(8)
300,000.00

200,000.00

505,050
1,010,100
602,483
54,535
2,467
5,169
1,349
57,015
20,678

30,303

20,202

$2.285
Warrants
505,050
1,010,100
602,483
54,535
2,467
5,169
1,349
57,015
20,678
30,303

20,202

22,862,603.04

2,309,351.00

2,309,351.00

Purchase Price

$5,000,000.00
$10,000,000.00
$5,964,583.09
$539,900.40
$24,424.10
$51,178.08
$13,358.08
$564,446.96
$204,712.33
$300,000.00
$200,000.00

$22,862,603.04



To be funded by Oracle Strategic Partners,
terms of Section 2.1 hereof.

Consists of the surrender of convertible b
amount of $5,590,917 plus accrued and unpa

Consists of the surrender of convertible b
amount of $506,077 plus accrued and unpaid

Consists of the surrender of convertible b
amount of $22,894 plus accrued and unpaid

Consists of (i) the surrender of convertib
principal amount of $25,000 plus accrued a
$1,178.08 and (ii) an additional investmen

Consists of the surrender of convertible b
amount of $13,000 plus accrued and unpaid

Consists of (i) the surrender of convertib
principal amount of $351,222 plus accrued
$13,224.96 and (ii) an additional investme
Consists of (i) the surrender of convertib
principal amount of $100,000 plus accrued

$4,712.33 and (ii) an additional investmen

L.P. in accordance with the

ridge notes in the principal
id interest of $373,666.09.

ridge notes in the principal
interest of $33,823.40.

ridge notes in the principal
interest of $1,530.10.

le bridge notes in the
nd unpaid interest of
t of $25,000.

ridge notes in the principal
interest of $358.08.

le bridge notes in the
and unpaid interest of
nt of $200,000.

le bridge notes in the
and unpaid interest of

t of $100,000.



Exhibit 10.73

THIS CONVERTIBLE SENIOR SECURED DEBENTURE AND THEGBMON STOCK ISSUABLE UPON CONVERSION HEREOF
HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACTFA933, AS AMENDED (THE "ACT") NOR UNDER ANY STATE
SECURITIES LAW AND MAY NOT BE PLEDGED, SOLD, ASSIGED, HYPOTHECATED OR OTHERWISE TRANSFERRED UNTIL
(1) A REGISTRATION STATEMENT WITH RESPECT THERET@ EFFECTIVE UNDER THE ACT AND ANY APPLICABLE STATI
SECURITIES LAW OR (2) THE COMPANY RECEIVES AN OPINN OF COUNSEL TO THE COMPANY OR OTHER COUNSEL TO
THE HOLDER OF SUCH DEBENTURE REASONABLY SATISFACTORTO THE COMPANY THAT SUCH DEBENTURE AND/OR
COMMON STOCK MAY BE PLEDGED, SOLD, ASSIGNED, HYPOBCATED OR TRANSFERRED WITHOUT AN EFFECTIVE
REGISTRATION STATEMENT UNDER THE ACT OR APPLICABLISTATE SECURITIES LAWS.

HALSEY DRUG CO,, INC.
5% CONVERTIBLE SENIOR SECURED DEBENTURE
DUE MARCH 15, 2003

$5,000,000 No. N-1 May 28, 1999

HALSEY DRUG CO., INC., a corporation organized untle laws of the State of New York (the "Companydy value received, hereby
promises to pay to ORACLE STRATEGIC PARTNERS, Ld?.registered assigns (the "Payee" or "Holdergrugue presentation and
surrender of this Debenture, on March 15, 2003 '(thaturity Date™), the principal amount of Five NMdn Dollars ($5,000,000) and accrued
interest thereon as hereinafter provided.

This Debenture was issued by the Company pursaantértain Debenture and Warrant Purchase Agreeathaged as of May 26, 1999 amc
the Company and certain persons, including the @épgether with the Schedules and Exhibits theth"Purchase Agreement") relating
the purchase and sale of 5% Convertible Seniorr@dddebentures maturing March 15, 2003 (the "Dalbrest) in the aggregate principal
amount of $22,862,603.04. The holders of such Dieipes are referred to hereinafter as the "Holdérse' Payee is entitled to the benefits of
the Purchase Agreement, including, without limdatithe rights on the occurrence of an Event otiDkf(as defined in the Purchase
Agreement). Reference is made to the Purchase mgmtewith respect to certain additional rightshaf Holder and obligations of the
Company not set forth herein.

ARTICLE |
PAYMENT OF PRINCIPAL AND INTEREST; METHOD OF PAYMEN T

1.1 Payment of the principal and accrued interaghs Debenture shall be made in such coin orecey of the United States of America as
at the time of payment shall be legal tender ferghyment of public and private debts. Interesifmated on the basis of a 360-day year of
twelve 30-day months) on the unpaid portion of gaidcipal amount from time to time outstandinglsba paid by the Company at the rate
of five percent (5%) per annum (the "Stated InteRee”), in like coin and currency, payable to Heee in three (3) month intervals on each
January 1, April 1



July 1 and October 1 during the term of this Deben{commencing July 1, 1999) (an "Interest Payridaté") and on the Maturity Date.
Both principal hereof and interest thereon are pkyat the Holder's address above or such otheessl@s the Holder shall designate from
time to time by written notice to the Company. Tampany will pay or cause to be paid all sums beéegmue hereon for principal and
interest by check, sent to the Holder's above addveto such other address as the Holder mayrdasifor such purpose from time to time
by written notice to the Company, without any regaient for the presentation of this Debenture dkingaany notation thereon, except that
the Holder hereof agrees that payment of the inaunt due shall be made only upon surrender efObbenture to the Company for
cancellation. Prior to any sale or other dispositif this instrument, the Holder hereof agreesnioese hereon the amount of principal paid
hereon and the last date to which interest has paielhhereon and to notify the Company of the nanttaddress of the transferee.

1.2 In the event any payment of principal or ins¢i@ both shall remain unpaid for a period of (£®) days or more, a late charge equivalent
to five (5%) percent of each installment shall barged. Interest on the indebtedness evidencekivipebenture after default or maturity
accelerated shall be due and payable at the rateveh (7%) percent per annum, subject to thedtioits of applicable law.

1.3 If this Debenture or any installment hereofdrees due and payable on a Saturday, Sunday ocpudiday under the laws of the State of
New York, the due date hereof shall be extendadamext succeeding full business day and intstest be payable at the rate of five (5
percent per annum during such extension. All paysmteived by the Holder shall be applied firsth® payment of all accrued interest
payable hereunder.

ARTICLE Il
SECURITY

2.1 The obligations of the Company under this Délrenare secured pursuant to security interesemdrcollateral assignments of, assets,
tangible and intangible, of the Company grantedhigyCompany to the Payee pursuant to a securigeaggnt dated as of May 26, 1999 and
collateral assignments referred to in the PurciAageement. In addition, each of Houba, Inc. ("HoQlzand Halsey Pharmaceuticals, Inc.,
each a wholly-owned subsidiary of the Company timially a "Guarantor" and collectively, the "Guatars"), has executed in favor of the
Holder a certain Continuing Unconditional Guaramigted as of May 26, 1999, guaranteeing the fullarconditional payment when due of
the amounts payable by the Company to the Holdesugint to the terms of this Debenture (each theatéy"). The obligations of each
Guarantor under its Guaranty are secured pursaagdurity interests on and collateral assignmeftgssets, tangible and intangible, of such
Guarantor granted by the Guarantor to the Payemipnt to a security agreement of even date herandhcollateral assignments referred to
in the Purchase Agreement. The obligations of Haurmer its Guaranty are also secured pursuaniMortgage on real property located at
16235 State Road 17, Culver, Indiana.

ARTICLE 1Nl



CONVERSION

3.1 Conversion at Option of Holder. (a) Exceptetsfarth in

Section 3.1(b) hereof, at any time and from timért® on and after May 26, 1999 (the "Initial Corsien Date") until the earlier of (i) the
Maturity Date or (ii) the conversion of the Debeamrtin accordance with Section 3.2 hereof, this Dalre is convertible in whole or in part at
the Holder's option into shares of Common StocthefCompany upon surrender of this Debenture eaptfice of the Company,
accompanied by a written notice of conversion mftirm of Attachment Il hereto, or otherwise innforeasonably satisfactory to the
Company duly executed by the registered Holdetsoduly authorized attorney. This Debenture is eotible on or after the Initial
Conversion Date into shares of Common Stock aice per share of Common Stock equal to $1.404 hpanes(the "Conversion Price™).
Interest shall accrue to and including the dayrgodhe date of conversion and shall be paid erlakt day of the month in which conversion
rights hereunder are exercised. No fractional sharecrip representing fractional shares will¢sied upon any conversion, but an
adjustment in cash will be made, in respect offaagtion of a share which would otherwise be is&ialpon the surrender of this Debenture
for conversion. The Conversion Price is subje@dustment as provided in Section 3.5 and

Section 3.7 hereof. As soon as practicable follgwgonversion and upon the Holder's compliance thighconversion procedure described in
Section 3.3 hereof, the Company shall deliver #fizate for the number of full shares of Commondkt issuable upon conversion and a
check for any fractional share and, in the eveatDBbenture is converted in part, a new Debentllikeotenor in the principal amount equal
to the remaining principal balance of this Debemiiter giving effect to such partial conversion.

(b) Notwithstanding anything to the contrary cong&al herein, in no event shall this Debenture beexible into, and the Company shall h
no obligation to issue, an amount exceeding 484sBé®es of the Company's Common Stock until such &s the Company's shareholders
shall have approved the issuance of shares of Can8tark in an amount exceeding 19.9% of the Companytstanding Common Stock
(determined as of the date hereof) at a pricetless the current fair market value of the Commastsupon the conversion of the Debent
and exercise of the Warrants ("Shareholder Apptpviehmediately upon receipt of Shareholder Apptotlds Debenture shall be convertil
in whole or in part into shares of the Company'sn@mn Stock as provided in Sections 3.1 and 3.2dfielre accordance with the provisions
of

Section 9.12 of the Purchase Agreement, the Compawvsnants to seek Shareholder Approval as reqpinregsliant to this Section 3.1(b).
Notwithstanding anything to the contrary contaihedein, upon the occurrence of an Event of Defandter Section 12.1(i) of the Purch:
Agreement (concerning the failure to obtain shaladroapproval of the matters described in suchi@gcthe Purchasers' shall have the right
to require the Company, upon notice, to redeenDtilgentures at par, together with outstanding istepus a default interest payment
computed at the annual rate of five percent (5%ijwaeg from the date of issuance of the Debenturgis redeemed by the Company. Not
later than fifteen (15) days following the recadpsuch notice, the Company shall remit to the Rasers, against the surrender of the
Debentures and the Warrants issued to the Purchasgrant to this Agreement, the sum of the pradcmount of the Debentures, plus
accrued and unpaid interest through the date @mgtion computed at the annual rate of five per(&d), plus a default interest payment
computed at the annual rate of five percent (5@hfthe date of issuance of the Debentures throndhreluding the date of redemption. 1
Company's redemption obligations under

Section 12.2(c) of the Purchase Agreement are tiondd upon the Purchaser's surrender o



Debentures and Warrants issued pursuant to thisekgent. In the event a Purchaser demands the réidarbp the Company of less than the
entire principal amount of a Debenture, the Compaitlyissue a new Debenture of like tenor to thedhaser in a principal amount equal to
the unredeemed principal amount of such Debenture.

3.2 Conversion at Option of the Company. Provided &n Event of Default as provided in Section (). bf the Purchase Agreement
(relating to the failure to pay principal and irgst under the Debentures) shall not have occunédreen be continuing and subject to the
terms of

Section 3.1(b) hereof, in the event that eithef@dwing the second anniversary of May 26, 199@, closing price per share of the
Company's Common Stock on the American Stock ExphdPAMEX") or the NASDAQ National Market ("NNM")osuch other exchange
as the Shares may then be listed exceeds $4.&haer for each of twenty (20) consecutive tradiagsdr (b) following the third anniversary
of May 26, 1999, the closing price per share ofGaepany's Common Stock on the AMEX or NNM or satter exchange as the Share
then be listed exceeds $7.25 per share for eanteoty (20) consecutive trading days, then at ang thereafter until the Maturity Date the
Company may upon written notice to the Holdersllobabentures (the "Mandatory Conversion Notic&tuire that all, but not less than all,
of the outstanding principal amount of the Debesdure converted into shares of Common Stock dte per share equal to the Conversion
Price (as such Conversion Price may be adjustpdoatded in Sections 3.5 and 3.7 hereof). The M&orgaConversion Notice shall state (1)
the date fixed for conversion (the "Conversion Daf@hich date shall not be prior to the date thandatory Conversion Notice is given), (2)
any disclosures required by law, (3) the tradingsland closing prices of the Common Stock givisg to the Company's option to require
conversion of the Debenture, (4) that the Debestahall cease to accrue interest after the day dratedy preceding the Conversion Date,
the place where the Debentures shall be deliverdd@) any other instructions that Holders mudbfaelin order to tender their Debentures in
exchange for certificates for Common Stock. Nauf&lto mail such notice nor any defect thereimahe mailing thereof shall affect the
validity of the proceedings for such conversiorept as to a Holder (x) to whom notice was not etbadr (y) whose notice was defective.
affidavit of the Secretary or an Assistant Secyetdrthe Company or an agent employed by the Comfizat notice of conversion has been
mailed postage prepaid to the last address of tiédr appearing on the Debenture registry books lgphe Company shall, in the absence
of fraud, be prima facie evidence of the factsestdherein. On and after the Conversion Date, exagprovided in the next two sentences,
Holders of the Debentures shall have no furthdrtsigxcept to receive, upon surrender of the Deloest a certificate or certificates for the
number of shares of Common Stock as to which tHeebtire shall have been converted. Interest sbedua to and including the day prior
the Conversion Date and shall be paid on the Eagbd the month in which Conversion Date occursfitdotional shares or scrip representing
fractional shares will be issued upon any converdioit an adjustment in cash will be made, in respkeany fraction of a share which would
otherwise be issuable upon the surrender of thieBiire for conversion.

3.3 Registration of Transfer; Conversion Procedliree Company shall maintain books for the tranafet registration of the Debentures.
Upon the transfer of ar



Debenture in accordance with the provisions ofRbichase Agreement, the Company shall issue aisteethe Debenture in the names of
the new holders. The Debentures shall be signediatiggrby the Chairman, Chief Executive Officer, $ldent or any Vice President and the
Secretary or Assistant Secretary of the Compang.ddmpany shall convert, from time to time, anystartding Debentures upon the books
to be maintained by the Company for such purposa sprrender thereof for conversion properly englband, in the case of a conversion
pursuant to Section 3.1 hereof, accompanied bypeply completed and executed Conversion Noti@ehéd hereto as Attachment II.
Subject to the terms of this Debenture, upon sdeenf this Debenture the Company shall issue afidet with all reasonable dispatch to or
upon the written order of the Holder of such Debentand in such name or names as such Holder nsigndée, a certificate or certificates
for the number of full shares of Common Stock dusuch Holder upon the conversion of this Debentdueh certificate or certificates shall
be deemed to have been issued and any personignated to be named therein shall be deemed to lbes@me the Holder of record of such
Shares as of the date of the surrender of this iliabe

3.4 Company to Provide Common Stock. The Holdenaghkedges that the Company has no authorized arebenved Shares available to
reserve for issuance upon the conversion of theeBtelbes. In accordance with the provisions of $acdi.12 of the Purchase Agreement, the
Company covenants to seek the approval of its bblters to amend its Certificate of Incorporationricrease its authorized shares from
40,000,000 to 75,000,000 shares of Common Stockaprbvide voting rights to the Holders on an aswverted basis. Promptly upon receipt
of shareholder approval to amend its certificatgnobrporation to increase its authorized shatesompany shall reserve out of its
authorized but unissued common stock a sufficientler of shares to permit the conversion of theddabres in full. The shares of Common
Stock which may be issued upon the conversion@tébentures shall be fully paid and non-assessaloldéree of preemptive rights. The
Company will comply with all securities laws regtitg the offer and delivery of the Shares upon ession of the Debentures and will list
such shares on each national securities excharayewipich the Common Stock is listed.

3.5 Dividends; Reclassifications, etc. In the evhat the Company shall, at any time prior to thdier to occur of (i) exercise of conversion
rights hereunder and (ii) the Maturity Date: (icke or pay to the holders of the Common Stock/ia@end payable in any kind of shares of
capital stock of the Company; or (ii) change ordivor otherwise reclassify its Common Stock ifie $ame or a different number of shares
with or without par value, or in shares of any slas classes; or (iii) transfer its property asatirety or substantially as an entirety to any
other company or entity; or (iv) make any distribatof its assets to holders of its Common Stoc& Bguidation or partial liquidation
dividend or by way of return of capital; then, ugbe subsequent exercise of conversion rightsHtilder thereof shall receive, in addition to
or in substitution for the shares of Common Stacwhich it would otherwise be entitled upon suckreise, such additional shares of stoc
scrip of the Company, or such reclassified shafetock of the Company, or such shares of the #exsior property of the Company
resulting from transfer, or such assets of the Gamgpwhich it would have been entitled to receiad ft exercised these conversion rights
prior to the happening of any of the foregoing ¢sen

3.6 Notice to Holder. If, at any time while this i@ture is outstanding, tl



Company shall pay any dividend payable in casim @dammon Stock, shall offer to the holders of itg@®non Stock for subscription or
purchase by them any shares of stock of any claasyoother rights, shall enter into an agreememérge or consolidate with another
corporation, shall propose any capital reorgariratir reclassification of the capital stock of @@mpany, including any subdivision or
combination of its outstanding shares of CommormtSto there shall be contemplated a voluntary woluntary dissolution, liquidation or
winding up of the Company, the Company shall cauggize thereof to be mailed to the registered Hotdehis Debenture at its address
appearing on the registration books of the Companlgast thirty (30) days prior to the record deef which holders of Common Stock
shall participate in such dividend, distributionsatbscription or other rights or at least thirt@X8ays prior to the effective date of the merger,
consolidation, reorganization, reclassificatiordmsolution. If, at any time prior to the earlidr(a) the Maturity Date, or (b) the Conversior
the Debenture, the number of outstanding shar€onfmon Stock is (i) increased by a stock divideagaple in shares of Common Stock or
by a subdivision or split up of shares of Commawc8t or (ii) decreased by a combination of shafé€danmon Stock, then, simultaneously
with the occurrence of such event, the ConversiiceRhall be adjusted automatically to a new armheqgual to the product of (A) the
Conversion Price in effect on such record date(&)dhe quotient obtained by dividing (x) the numbéshares of Common Stock
outstanding on such record date (without givinge&fto the events referred to in the foregoingsdau(i) or (ii)) by (y) the number of shares
of Common Stock which would be outstanding immesljahfter the event referred to in the foregoirmuskes (i) or (ii).

3.7 Adjustments to Conversion Price. In order ®vpnt dilution of the conversion right granted lweider, the Conversion Price shall be
subject to adjustment from time to time in accomtawith this Section 3.7. Upon each adjustmenhefGonversion Price pursuant to this
Section 3.7, the Holder of this Debenture shaltahfier be entitled to acquire upon conversion uSaetion 3.1 or Section 3.2, at the
Applicable Conversion Price (as hereinafter defjndte number of shares of Common Stock obtainlapleultiplying the Conversion Price
in effect immediately prior to such adjustment bg umber of shares of Common Stock acquirable ohatedy prior to such adjustment and
dividing the product thereof by the Applicable Cersion Price resulting from such adjustment.

The Conversion Price in effect at the time of tkereise of conversion rights hereunder set fortBeation 3.1 shall be subject to adjustment
from time to time as follows:

(a) If at any time after the date of issuance hetfem Company shall grant or issue any shares airGon Stock, or grant or issue any right:
options for the purchase of, or stock or other s8es convertible into, Common Stock (such coniégtstock or securities being herein
collectively referred to as "Convertible Securifjesther than:

(i) shares issued in a transaction described isesttton (b) of this Section 3.7; or

(i) shares issued, subdivided or combined in taatisns described in Section 3.5 if and to therexeat the number of shares of Common
Stock receivel



upon conversion of this Debenture shall have beewiqusly adjusted pursuant to Section 3.5 asatressuch issuance, subdivision or
combination of such securities;

for a consideration per share which is less tharFdir Market Value (as hereinafter defined) of @mnmon Stock, then the Conversion Price
in effect immediately prior to such issuance oegéte "Applicable Conversion Price") shall, andréafter upon each issuance or sale for a
consideration per share which is less than theNraiket Value of the Common Stock, the Applicaben@ersion Price shall, simultaneously
with such issuance or sale, be adjusted, so tlcht Applicable Conversion Price shall equal a pdetermined by multiplying the Applicable
Conversion Price by a fraction, the numerator ofciwishall be:

(A) the sum of (x) the total number of shares ofrftmon Stock outstanding when the Applicable Coneersirice became effective, plus (y)
the number of shares of Common Stock which theexgde consideration received, as determined inrdanoe with subsection 3.7(c) for 1
issuance or sale of such additional Common Sto¢komwvertible Securities deemed to be an issuan€@»ofmon Stock as provided in
subsection 3.7(d), would purchase (including anysateration received by the Company upon the issiahany shares of Common Stock
since the date the Applicable Conversion Price ineceffective not previously included in any compiotaresulting in an adjustment
pursuant to this Section 3.7(a)) at the Fair Makkatie of the Common Stock; and the denominataviu€h shall be

(B) the total number of shares of Common Stocktantting (or deemed to be outstanding as providedlisection 3.7(d) hereof)
immediately after the issuance or sale of suchtiidil shares.

For purposes of this Section 3.7, "Fair Market \édlshall mean the average of the closing priceh@f@ommon Stock for each of the twenty
(20) consecutive trading days prior to such isseancsale on the principal national securities arge on which the Common Stock is tra

or if shares of Common Stock are not listed ontaonal securities exchange during such periodctbging price per share as reported by the
National Association of Securities Dealers Autom&uotation System ("NASDAQ") National Market Systd the shares are quoted

such system during such period, or the averageeobid and asked prices of the Common Stock iro#ee-the-counter market at the close of
trading during such period if the shares are raated on an exchange or listed on the NASDAQ Natibtzaket System, or if the Common
Stock is not traded on a national securities exgham in the over-the-counter market, the fair reakalue of a share of Common Stock
during such period as determined in good faithHeyBoard of Directors.

If, however, the Applicable Conversion Price thbsained would result in the issuance of a lessarbar of shares upon conversion than
would be issued at the initial Conversion Pricectfel in Section 3.1, as appropriate, the Appllea®onversion Price shall be such initial
Conversion Price.

Upon each adjustment of the Conversion Price puatgoahis subsection (a), tl



total number of shares of Common Stock into whith Debenture shall be convertible shall be suchber of shares (calculated to the
nearest tenth) purchasable at the Applicable CaieiPrice multiplied by a fraction, the numeratbwhich shall be the Conversion Price in
effect immediately prior to such adjustment anddberominator of which shall be the exercise pniceffect immediately after such
adjustment.

(b) Anything in this Section 3.7 to the contrantwithstanding, no adjustment in the Conversiond’sicall be made in connection with:

(i) the grant, issuance or exercise of any Convlertecurities pursuant to the Company's qualiiedon-qualified Employee Stock Option
Plans or any other bona fide employee benefit ptancentive arrangement, adopted or approved &yibmpany's Board of Directors or
approved by the Company's shareholders, as mameerded from time to time, or under any other bata émployee benefit plan hereafter
adopted by the Company's Board of Directors; or

(i) the grant, issuance or exercise of any CorilleriSecurities in connection with the hire or reten of any officer, director or key employ
of the Company, provided such grant is approvethbyCompany's Board of Directors; or

(iii) the issuance of any shares of Common Stoakymnt to the grant or exercise of Convertible 8tes outstanding as of the date hereof
(exclusive of any subsequent amendments thereto).

(c) For the purpose of subsection 3.7(a), the falig provisions shall also be applied:

() In case of the issuance or sale of additiohaftes of Common Stock for cash, the consideragoaived by the Company therefor shall be
deemed to be the amount of cash received by thep@ayrfor such shares, before deducting therefropcammissions, compensation or
other expenses paid or incurred by the Compangrfgrunderwriting of, or otherwise in connectionhyithe issuance or sale of such shares.

(i) In the case of the issuance of Convertibleusigies, the consideration received by the Comphryefor shall be deemed to be the amount
of cash, if any, received by the Company for tiseidsmce of such rights or options, plus the mininammounts of cash and fair value of other
consideration, if any, payable to the Company upenexercise of such rights or options or payablhé Company upon conversion of such
Convertible Securities.

(iii) In the case of the issuance of shares of Com&tock or Convertible Securities for a considerain whole or in part, other than cash,
consideration other than cash shall be deemed tioebfair market value thereof as reasonably deterdnin good faith by the Board of
Directors of the Company (irrespective



accounting treatment thereof); provided, howeveat if such consideration consists of the candetiadf debt issued by the Company, the
consideration shall be deemed to be the amour@dimepany received upon issuance of such debt (prosgeds) plus accrued interest an
the case of original issue discount or zero coupdabtedness, accrued value to the date of suatelation, but not including any premium
or discount at which the debt may then be tradingtich might otherwise be appropriate for suctsslaf debt.

(iv) In case of the issuance of additional shafégdammon Stock upon the conversion or exchangepibligations (other than Convertible
Securities), the amount of the consideration rexlwy the Company for such Common Stock shall leenéel to be the consideration rece
by the Company for such obligations or shares sveted or exchanged, before deducting from suaolsideration so received by the
Company any expenses or commissions or compensatiorred or paid by the Company for any underwgtof, or otherwise in connection
with, the issuance or sale of such obligationshares, plus any consideration received by the Cagnaconnection with such conversion or
exchange other than a payment in adjustment ofdéstend dividends. If obligations or shares ofg¢hme class or series of a class as the
obligations or shares so converted or exchanged be&n originally issued for different amounts afisideration, then the amount of
consideration received by the Company upon theér@igssuance of each of the obligations or shaoesonverted or exchange shall be
deemed to be the average amount of the considenatieived by the Company upon the original isseari@ll such obligations or shares.
The amount of consideration received by the Compaoon the original issuance of the obligationshares so converted or exchanged and
the amount of the consideration, if any, other thach obligations or shares, received by the Comnpann such conversion or exchange ¢
be determined in the same manner as provided agpaphs (i) and (ii) above with respect to the @Bration received by the Company in
case of the issuance of additional shares of Comtock or Convertible Securities.

(v) In the case of the issuance of additional shafeCommon Stock as a dividend, the aggregate auoftshares of Common Stock issue
payment of such dividend shall be deemed to haee Esued at the close of business on the receedidad for the determination of
stockholders entitled to such dividend and shalidemed to have been issued without considergironjded, however, that if the Company,
after fixing such record date, shall legally abamie plan to so issue Common Stock as a divideaddjustment of the Applicable
Conversion Price shall be required by reason ofiffireg of such record date.

(d) For purposes of the adjustment provided fauhsection 3.7(a) above, if at any time the Comsual issue any Convertible Securities,
the Company shall be deemed to have issued antkeof the issuance of such Convertible Securtiesmaximum number of shares of
Common Stock issuable upon conversion of the twtaunt of such Convertible Securiti



(e) On the expiration, cancellation or redemptibamy Convertible Securities, the Conversion Ptien in effect hereunder shall forthwith
readjusted to such Conversion Price as would haee bbtained (a) had the adjustments made upadssihence or sale of such expired,
canceled or redeemed Convertible Securities beele mpon the basis of the issuance of only the nuwfshares of Common Stock
theretofore actually delivered upon the exerciseomversion of such Convertible Securities (andidit@ consideration received therefor) and
(b) had all subsequent adjustments been made gritanbasis of the Conversion Price as readjusteénihis subsection 3.7(e) for all
transactions (which would have affected such adfu§tonversion Price) made after the issuance erafaluch Convertible Securities.

(f) Anything in this Section 3.7 to the contrarytwithstanding, no adjustment in the Conversionéskall be required unless such adjustr
would require an increase or decrease of at I€ashisuch Conversion Price; provided, however, émgt adjustments which by reason of-
subsection 3.7(f) are not required to be made sleatlarried forward and taken into account in mglsmbsequent adjustments. All
calculations under this

Section 3.7 shall be made to the nearest cent.

(9) Upon any adjustment of any Conversion Pricenthnd in each such case the Company shall prouigilyer a notice to the registered
Holder of this Debenture, which notice shall stag Conversion Price resulting from such adjustisatting forth in reasonable detail the
method of calculation and the facts upon which statbulation is based.

3.8 Reorganization of the Company. If the Comparg party to a merger or other transaction whiclassifies or changes its outstanding
Common Stock, upon consummation of such transattisrDebenture shall automatically become conblerinto the kind and amount of
securities, cash or other assets which the Holtl#nisDebenture would have owned immediately adterh transaction if the Holder had
converted this Debenture at the Conversion Priedfact immediately before the effective date @&f ttansaction. Concurrently with the
consummation of such transaction, the person dbligep issue securities or deliver cash or othsetasupon conversion of this Debenture
shall execute and deliver to the Holder a suppleat@ebenture so providing and further providing ddjustments which shall be as nearly
equivalent as may be practical to the adjustmemtgigied in this Article 3. The successor Comparslighail to the Holder a notice
describing the supplemental Debenture.

If securities deliverable upon conversion of thebenture, as provided above, are themselves cdnledrito the securities of an affiliate of a
corporation formed, surviving or otherwise affecsdthe merger or other transaction, that issuall §in in the supplemental Debenture
which shall so provide. If this section appliesct®m 3.5 does not apply.

ARTICLE IV
MISCELLANEOUS

4.1 Default. Upon the occurrence of any one or nebtbe events of default specified or referrethtthe Purchase Agreement or in the other
documents or instrumer



executed in connection therewith, all amounts tle@maining unpaid on this Debenture may be declaré@ immediately due and payable as
provided in the Purchase Agreement.

4.2 Collection Costs. In the event that this Debentshall be placed in the hands of an attornegdbection by reason of any event of default
hereunder, the undersigned agrees to pay reasaatidrieey's fees and disbursements and other rablsoaexpenses incurred by the Holder in
connection with the collection of this Debenture.

4.3 Rights Cumulative. The rights, powers and raewediven to the Payee under this Debenture skal laddition to all rights, powers and
remedies given to it by virtue of the Purchase A&grent, any document or instrument executed in aifuretherewith, or any statute or rule
of law.

4.4 No Waivers. Any forbearance, failure or delsnthe Payee in exercising any right, power or rematter this Debenture, the Purchase
Agreement, any documents or instruments executedrinection therewith or otherwise available toPlagee shall not be deemed to be a
waiver of such right, power or remedy, nor shall aimgle or partial exercise of any right, poweremedy preclude the further exercise
thereof.

4.5 Amendments in Writing. No modification or waiva any provision of this Debenture, the Purch&ageeement or any documents or
instruments executed in connection therewith dhakffective unless it shall be in writing and gdrby the Payee, and any such modification
or waiver shall apply only in the specific instarioewhich given.

4.6 Governing Law. This Debenture and the right$ @loligations of the parties hereto, shall be go®dr construed and interpreted according
to the laws of the State of New York, without gigiaffect to its conflicts of laws rules whereimids negotiated and executed, and the
undersigned consents and agrees that the Stateecaledal Courts which sit in the State of New Y@&kunty of New York shall have
exclusive jurisdiction of all controversies andplites arising hereunder.

4.7 No Counterclaims. The undersigned waives tjig tb interpose counterclaims or set-offs of amglland description in any litigation
arising hereunder and waives the right in anydtiign with the Payee (whether or not arising oubrofelating to this Debenture) to trial by
jury.

4.8 Successors. The term "Payee" and "Holder" @d lnsrein shall be deemed to include the Paye&ssdccessors, endorsees and assigns.

4.9 Certain Waivers. The Company hereby waivesemtesent, demand for payment, protest, notice aiegt@nd notice of non-payment
hereof.

4.10 Stamp Tax. The Company will pay any documgrgeamp taxes attributable to the initial issuaofche Common Stock issuable upon
the conversion of thi



Debenture; provided, however, that the Companyl sleabe required to pay any tax or taxes which fayayable in respect of any transfer
involved in the issuance or delivery of any cectifes for the Common Stock in a name other tharofithe Holder in respect of which such
Common Stock is issued, and in such case the Congbedl not be required to issue or deliver anyifiesite for the Common Stock until the
person requesting the same has paid to the Contharamount of such tax or has established to tmepaay's satisfaction that such tax has
been paid.

4.11 Mutilated, Lost, Stolen or Destroyed Deberguhe case this Debenture shall be mutilated, Bieten or destroyed, the Company shall
issue and deliver in exchange and substitutiomffiok upon cancellation of the mutilated Debenturén tieu of and substitution for the
Debenture, mutilated, lost, stolen or destroyatbw Debenture of like tenor and representing aivatgnt right or interest, but only upon
receipt of evidence reasonably satisfactory tadbmpany of such loss, theft or destruction anchdemnity, if requested, also reasonably
satisfactory to it.

4.12 Maintenance of Office. The Company covenantsagrees that so long as this Debenture shalitstamding, it will maintain an office
or agency in New York (or such other place as tam@any may designate in writing to the holder @ thebenture) where notices,
presentations and demands to or upon the Compamgpect of this Debenture may be given or m



IN WITNESS WHEREOF, Halsey Drug Co., Inc. has caubés Debenture to be signed by its Presidenttate dated the day and year first
above written.

ATTEST [ SEAL] HALSEY DRUG CO., | NC.

By: /s/ M chael Reicher

Narme: M chael Rei cher
Title: Presi dent



ATTACHMENT |
Assignment

For value received, the undersigned hereby assigject to the provisions of Section of the Purehagreement, to

$ principal amount of the 5% Cudille Senior Secured Debenture due March 15, 28@8:nced hereby and hereby
irrevocably appoint attorney todfer the Debenture on the books of the within rdhooporation with full power of
substitution in the premises.

Dated:

In the presence of:



ATTACHMENT II
CONVERSION NOTICE
TO: HALSEY DRUG CO., INC.

The undersigned holder of this Debenture hereleyatably exercises the option to convert $ prirla@paount of such Debenture (which may
be less than the stated principal amount theraetd)shares of Common Stock of Halsey Drug Co., incaccordance with the terms of such
Debenture, and directs that the shares of Commumek$$suable and deliverable upon such conversigether with a check (if applicable)
payment for any fractional shares as provided ahddebenture, be issued and delivered to the uigdexd unless a different name has been
indicated below. If shares of Common Stock areetdsbued in the name of a person other than thersigthed holder of such Debenture, the
undersigned will pay all transfer taxes payabldwitspect thereto.

Name and address of Holc
Signature of Holder
Principal amount of Debenture to be converted $

If shares are to be issued otherwise then to theho

Name of Transfere
Address of Transferee

Social Security Number of Transfer



WARRANT TO PURCHASE
COMMON STOCK, PAR VALUE $.01 PER SHARE

OF
HALSEY DRUG CO,, INC.

THIS WARRANT AND THE COMMON STOCK ISSUABLE UPON EXECISE HEREOF HAVE NOT BEEN REGISTERED UNDER
THE SECURITIES ACT OF 1933, AS AMENDED (THE "ACTNOR UNDER ANY STATE SECURITIES LAW AND MAY NOT BE
PLEDGED, SOLD, ASSIGNED, HYPOTHECATED OR OTHERWISRANSFERRED UNTIL (1) A REGISTRATION STATEMENT
WITH RESPECT THERETO IS EFFECTIVE UNDER THE ACT ANENY APPLICABLE STATE SECURITIES LAW OR (2) THE
COMPANY RECEIVES AN OPINION OF COUNSEL TO THE COMRY OR OTHER COUNSEL TO THE HOLDER OF SUCH
WARRANT REASONABLY SATISFACTORY TO THE COMPANY THATSUCH WARRANT AND/OR COMMON STOCK MAY BE
PLEDGED, SOLD, ASSIGNED, HYPOTHECATED OR TRANSFERBEVITHOUT AN EFFECTIVE REGISTRATION STATEMENT
UNDER THE ACT OR APPLICABLE STATE SECURITIES LAWS.

This certifies that, for value received, ORACLE SYHEGIC PARTNERS, L.P., or registered assigns ("\&@atinolder"), is entitled to
purchase from HALSEY DRUG CO., INC. (the "Companylbject to the provisions of this Warrant, at ime during the Exercise Period
(as hereinafter defined) 505,050 shares of the Goip Common Stock, par value $.01 per share (‘&iaBhares"). The purchase price
payable upon the exercise of this Warrant sha$hé04 per Warrant Share. The purchase price andutmber of Warrant Shares which the
Warrantholder is entitled to purchase are subgeatijustment upon the occurrence of the contingsregt forth in this Warrant, and as
adjusted from time to time, such purchase prideerginafter referred to as the "Warrant Price."

For purposes of this Warrant, the term "Exercisedde means the period commencing on the datesofaisce of this Warrant and ending on
the seventh anniversary of such date.

This Warrant is subject to the following terms aaditions:
1. Exercise of Warrant.

(a) Subject to the terms of Section 1(e) heredd, \tharrant may be exercised in whole or in partrmitfor a fractional share. Upon delivery
this Warrant at the offices of the Company or @hsother address as the Company may designatetizg mmowriting to the registered holder
hereof with the Subscription Form annexed heretp eixecuted, accompanied by payment of the WaRaise for the number of Warrant
Shares purchased {



cash, by certified, cashier's or other check aat#ptto the Company, by Common Stock or other #&zsiof the Company having a Market
Value (as hereinafter defined) equal to the agdges@éarrant Price for the Warrant Shares to be @seth, or any combination of the
foregoing), the registered holder of this Warrdralkbe entitled to receive a certificate or castifes for the Warrant Shares so purchased.
Such certificate or certificates shall be prompitfivered to the Warrantholder. Upon any partiareise of this Warrant, the Company shall
execute and deliver a new Warrant of like tenottifierbalance of the Warrant Shares purchasabledze

(b) In lieu of exercising this Warrant pursuanStection

1(a), the holder may elect to receive shares of f@BomStock equal to the value of this Warrant deieechin the manner described below (or
any portion thereof remaining unexercised) upoivdg} of this Warrant at the offices of the Compamyat such other address as the
Company may designate by notice in writing to thgistered holder hereof with the Notice of Cashlessrcise Form annexed hereto duly
executed. In such event the Company shall isstleetbolder a number of shares of the Company's Gamftock computed using the
following formula:

X =Y (A-B)
A

Where X = the number of shares of Common Stoclets$ued to the holder.

Y = the number of shares of Common Stock purchasa ble under this
Warrant (at the date of such calculation).

A = the Market Value of the Company's Common Stoc k on the business day
immediately preceding the day on which the No tice of Cashless
Exercise is received by the Company.

B = Warrant Price (as adjusted to the date of suc h calculation).

(c) The Warrant Shares deliverable hereu nder shall, upon

issuance, be fully paid and non-assessable anddhgany agrees that at all times during the terthisfWarrant it shall cause to be reserved
for issuance such number of shares of its CommockSts shall be required for issuance and deliupon exercise of this Warrant.

(d) For purposes of Section 1(b) of this Warrdme, Market Value of a share of Common Stock on aig dhall be equal to (A) the closing
sale price per share as published by a nationatities exchange on which shares of Common Stoeltraded (an "Exchange”) on such date
or, if there is no sale of Common Stock on sucle,diie average of the bid and asked prices onExchange at the close of trading on such
date or, (B) if shares of Common Stock are no¢disin an Exchange on such date, the closing peicshare as published on the National
Association of Securities Dealers Automatic Quotatbystem ("NASDAQ") National Market System if thlgares are quoted on such system
on such date, or (C) the average of the bid anddapkices in the ov-the-counter market at the close of trading



such date if the shares are not traded on an Egehamlisted on the NASDAQ National Market System(D) if the security is not traded on
an Exchange or in the over-the-counter marketfdlenarket value of a share of Common Stock ormgsiate as determined in good faith by
the Board of Directors. If the holder disagreeswuiite determination of the Market Value of any sities of the Common Stock determined
by the Board of Directors under Section 1(d)(i){B®@ Market Value shall be determined by an indepehdppraiser acceptable to the
Company and the holder. If they cannot agree oh ancappraiser, then each of the Company and tkderghall select an independent
appraiser, such two appraisers shall select a ititehendent appraiser and Market Value shall bertedian of the appraisals made by such
appraisers). If there is one appraiser, the coteoappraisal shall be shared equally betwee@tmepany and the holder. If there are three
appraisers, each of the Company and the holderafor its own appraiser and shall share equbkycost of the third appraiser.

(e) Notwithstanding anything to the contrary coméal herein, and in accordance with Section 71B@fmerican Stock Exchange Company
Guide, in no event shall this Warrant to be exatdis for, and the Company shall have no obligaioissue, an amount exceeding 68,704
shares of the Company's Common Stock until suck tirm Company's shareholders shall have approeddshance of shares in an amount
exceeding 19.9% of the Company's outstanding Confatock (determined as of the date hereof) at & peiss than the current fair market
value of the Common Stock upon the conversion ®Dkbentures and the exercise of the Warrants {¢8bkler Approval”). Immediately
upon receipt of Shareholder Approval, this Warsdrgll be exercisable in whole or in part in accaogawith the provisions of Section 1
hereof. In accordance with the provisions of Secid 2 of the Purchase Agreement, the Company eoxeno seek Shareholder Approval as
provided herein in this Section 1(e).

2. Transfer or Assignment of Warrant.

(a) Any assignment or transfer of this Warrant ishelmade by surrender of this Warrant at the effiof the Company or at such other
address as the Company may designate in writitigetoegistered holder hereof with the AssignmemtrFannexed hereto duly executed and
accompanied by payment of any requisite transferstaand the Company shall, without charge, exeamdedeliver a new Warrant of like
tenor in the name of the assignee for the portinassigned in case of only a partial assignmeri, asnew Warrant of like tenor to the
assignor for the balance of the Warrant Shareshpsable.

(b) Prior to any assignment or transfer of this k&fat, the holder thereof shall deliver an opiniécaunsel to the Company to the effect that
the proposed transfer may be effected without tedien under the Securities Act of 1933, as amdr{tiee "Securities Act"). Each Warrant
issued upon or in connection with such transfell fle@r the restrictive legend set forth on thenfrof this Warrant unless, in the opinion of
the Company's counsel, such legend is no longeiirerjto insure compliance with the Securities Act.

3. Adjustments to Warrant Price and Warrant SharAsti-Dilution Provisions. In order to preventlution of the exercise right granted
hereunder, the Warrant Price shall be subject jissadent from time to time in accordance with tBection 3. Upon each adjustment of the
Warrant Price pursuant to this Section 3, the hadtiall thereafter be entitl¢



to acquire upon exercise of this Warrant, at thpliépble Warrant Price (as hereinafter definedd,ribmber of shares of Common Stock
obtainable by multiplying the Warrant Price in etfenmediately prior to such adjustment by the namif shares of Common Stock
acquirable immediately prior to such adjustment dindling the product thereof by the Applicable \igant Price resulting from such
adjustment.

The Warrant Price in effect at the time of the eiger of this Warrant shall be subject to adjustnfiemm time to time as follows:

(@) In the event that the Company shall at anytiijyeéleclare or pay to the holders of the Commtotia dividend payable in any kind of
shares of capital stock of the Company; or (ii)radeor divide or otherwise reclassify its Commoocgtinto the same or a different number
of shares with or without par value, or in sharkany class or classes; or (iii) transfer its pmypas an entirety or substantially as an entirety
to any other company or entity; or (iv) make arstritbution of its assets to holders of its Commewock as a liquidation or partial liquidation
dividend or by way of return of capital; then, ugbe subsequent exercise of this Warrant, the hoteéegeof shall receive, in addition to or in
substitution for the shares of Common Stock to Wiitievould otherwise be entitled upon such exer@seh additional shares of stock or
scrip of the Company, or such reclassified shafetogk of the Company, or such shares of the #eior property of the company result
from transfer, or such assets of the Company, wihislould have been entitled to receive had it elsed these rights prior to the happening
of any of the foregoing events. If, at any timeidgrthe Exercise Period, the number of outstandhayes of Common Stock is (i) increased
by a stock dividend payable in shares of CommokSto by a subdivision or split up of shares of @eom Stock, or (ii) decreased by a
combination of shares of Common Stock, then, siamalbusly with the occurrence of such event, ther&aPrice shall be adjusted
automatically to a new amount equal to the prodfi¢f) the Warrant Price in effect on such recoatedand (B) the quotient obtained by
dividing (x) the number of shares of Common Stoatstanding on such record date (without giving effe the events referred to in the
foregoing clauses

(i) or (ii)) by (y) the number of shares of Comm@®tock which would be outstanding immediately after event referred to in the foregoing
clauses (i) or (ii).

(b) If at any time after the date of issuance hiette® Company shall grant or issue any shares airf@on Stock, or grant or issue any right
options for the purchase of, or stock or other s8es convertible into, Common Stock (such coniéetstock or securities being herein
collectively referred to as "Convertible Securifjesther than:

(i) shares issued in a transaction described isestitpn 3(c); or

(i) shares issued, subdivided or combined in taatisns described in subsection 3(a) if and tcetttent that the number of shares of Com
Stock receivable upon exercise of this Warrantl steale been previously adjusted pursuant to suiose8(a) as a result of such issuance,
subdivision or combination of such securities;

for a consideration per share which is less tharFdir Market Value (as hereinafter defined) of@mnmon Stock, then the Warrant Price in
effect immediately prior to such issuance or stie (Applicable Warrant Price") shall, and thereafipon each issuance or sale fi



consideration per share which is less than theNraiket Value of the Common Stock, the Applicablarvdnt Price shall, simultaneously
with such issuance or sale, be adjusted, so tloat Applicable Warrant Price shall equal a priceedained by multiplying the Applicable
Warrant Price by a fraction, the numerator of wsbhll be:

(A) the sum of (x) the total number of shares ofrftwon Stock outstanding when the Applicable WarRaite became effective, plus

(y) the number of shares of Common Stock whichetligregate consideration received, as determinaddordance with subsection 3(d) for
the issuance or sale of such additional CommonkSio€onvertible Securities deemed to be an issuah€ommon Stock as provided in
subsection 3(e), would purchase (including any iclemation received by the Company upon the issuaheay shares of Common Stock
since the date the Applicable Warrant Price becaffeetive not previously included in any computati@sulting in an adjustment pursuan
this subsection 3(b)) at the Fair Market Valueha&f Common Stock; and the denominator of which di=ll

(B) the total number of shares of Common Stocktantting (or deemed to be outstanding as providedlisection 3(e) hereof) immediately
after the issuance or sale of such additional share

For purposes of this Section 3, "Fair Market Valgkall mean the average of the closing price offbmmon Stock for each of the twenty
(20) consecutive trading days prior to such isseancsale on an Exchange or if shares of CommockStiee not listed on an Exchange dui
such period, the closing price per share as repdnyeNASDAQ National Market System if the shares quoted on such system during such
period, or the average of the bid and asked patése Common Stock in the over-the-counter maakehe close of trading during such
period if the shares are not traded on an Exchanfisted on the NASDAQ National Market Systemjfahe Common Stock is not traded on
an Exchange or in the over-the-counter marketfadlenarket value of a share of Common Stock dusingh period as determined in good
faith by the Board of Directors.

If, however, the Applicable Warrant Price thus atetd would result in the issuance of a lesser nurabshares upon conversion than would
be issued at the initial Warrant Price, the ApflleaVarrant Price shall be such initial Warranteri

Upon each adjustment of the Warrant Price purstaatfiis subsection 3(b), the total number of shaféSommon Stock for which this
Warrant shall be exercisable shall be such numbghnares (calculated to the nearest tenth) purblasa the Applicable Warrant Price
multiplied by a fraction, the numerator of whichaitbe the Warrant Price in effect immediately ptim such adjustment and the denominator
of which shall be the exercise price in effect intinagely after such adjustment.

(c) Anything in this Section 3 to the contrary nihstanding, no adjustment in the Warrant Pricdl sleamade in connection wit|



(i) the grant, issuance or exercise of any Conviertbecurities pursuant to the Company's qualifiedon-qualified Employee Stock Option
Plans or any other bona fide employee benefit ptancentive arrangement, adopted or approved &Ctmpany's Board of Directors or
approved by the Company's shareholders, as mamneerded from time to time, or under any other bata émployee benefit plan hereafter
adopted by the Company's Board of Directors; or

(i) the grant, issuance or exercise of any CorilvkerSecurities in connection with the hire or reten of any officer, director or key employ
of the Company, provided such grant is approvethbyCompany's Board of Directors; or

(iii) the issuance of any shares of Common Stoakymnt to the grant or exercise of Convertible 8&ea outstanding as of the date hereof
(exclusive of any subsequent amendments thereto).

(d) For the purpose of subsection 3(b), the follmyyprovisions shall also be applied:

(i) In case of the issuance or sale of additiohates of Common Stock for cash, the consideragoaived by the Company therefor shall be
deemed to be the amount of cash received by the&ayfor such shares, before deducting therefroyrcammissions, compensation or
other expenses paid or incurred by the Compangrigrunderwriting of, or otherwise in connectionhyithe issuance or sale of such shares.

(i) In the case of the issuance of Convertibleusities, the consideration received by the Compéaryefor shall be deemed to be the amount
of cash, if any, received by the Company for tiseidsmce of such rights or options, plus the mininaummounts of cash and fair value of other
consideration, if any, payable to the Company uperexercise of such rights or options or payabli¢ Company upon conversion of such
Convertible Securities.

(iii) In the case of the issuance of shares of Comi®tock or Convertible Securities for a considerain whole or in part, other than cash,
consideration other than cash shall be deemed tioebfair market value thereof as reasonably detexthin good faith by the Board of
Directors of the Company (irrespective of accoumtieatment thereof); provided, however, that dtsaonsideration consists of the
cancellation of debt issued by the Company, theidenation shall be deemed to be the amount thep@oynreceived upon issuance of such
debt (gross proceeds) plus accrued interest arideinase of original issue discount or zero coupdabtedness, accrued value to the date of
such cancellation, but not including any premiundiscount at which the debt may then be tradingtich might otherwise be appropriate
for such class of debt.

(iv) In case of the issuance of additional shafégdammon Stock upon the conversion or exchangepibligations (other than Convertible
Securities), the amount of the consideration reszblwy the Company for such Common St



shall be deemed to be the consideration receivadldbZompany for such obligations or shares soeded or exchanged, before deducting
from such consideration so received by the Compenyyexpenses or commissions or compensation irccorrpaid by the Company for any
underwriting of, or otherwise in connection withetissuance or sale of such obligations or shphes,any consideration received by the
Company in connection with such conversion or ergleaother than a payment in adjustment of intenedtdividends. If obligations or sha

of the same class or series of a class as theabiblig or shares so converted or exchanged havednggnally issued for different amounts
consideration, then the amount of consideratiorived by the Company upon the original issuanaach of the obligations or shares so
converted or exchange shall be deemed to be thagevamount of the consideration received by tha@2my upon the original issuance of
all such obligations or shares. The amount of aEraition received by the Company upon the origsglance of the obligations or shares so
converted or exchanged and the amount of the ceradidn, if any, other than such obligations orrshareceived by the Company upon such
conversion or exchange shall be determined indheesmanner as provided in paragraphs (i) andl@ye with respect to the consideration
received by the Company in case of the issuanegldifional shares of Common Stock or Convertibleugiges.

(v) In the case of the issuance of additional shafeCommon Stock as a dividend, the aggregate auoftshares of Common Stock issue
payment of such dividend shall be deemed to hage Esued at the close of business on the recoedigdad for the determination of
stockholders entitled to such dividend and shalié&emed to have been issued without considergironjded, however, that if the Company,
after fixing such record date, shall legally abamie plan to so issue Common Stock as a divideaddjustment of the Applicable
Conversion Price shall be required by reason ofifireg of such record date.

(e) For purposes of the adjustment provided faulbsection 3(b) above, if at any time the Compdiayl $ssue any Convertible Securities,
Company shall be deemed to have issued at thedfitte issuance of such Convertible Securitiesthgimum number of shares of Comn
Stock issuable upon conversion of the total amoéistich Convertible Securities.

(f) On the expiration, cancellation or redemptidrany Convertible Securities, the Warrant Pricenthreeffect hereunder shall forthwith be
readjusted to such Warrant Price as would have bktined (a) had the adjustments made upon tharise or sale of such expired, canc
or redeemed Convertible Securities been made upobasis of the issuance of only the number ofeshalr Common Stock theretofore
actually delivered upon the exercise or conversiosuch Convertible Securities (and the total ctesition received therefor) and (b) had all
subsequent adjustments been made on only thedfdbis Warrant Price as readjusted under this stibse3(f) for all transactions (which
would have affected such adjusted Warrant Pricajenadter the issuance or sale of such Convertibteisties.

(9) Anything in this Section 3 to the contrary nithgtanding, no adjustment in the Warrant Pricdl éfearequired unless such adjustment
would require an increase or decrease of at I@ashisuch Warrant Price; provided, however, thatadjustments which b



reason of this subsection 3(g) are not requirdzbtmade shall be carried forward and taken intowauicin making subsequent adjustments.
All calculations under this Section 3 shall be mawlthe nearest cent.

(h) If, at any time while this Warrant is outstamglithe Company shall pay any dividend payableashor in Common Stock, shall offer to
the holders of its Common Stock for subscriptioporchase by them any shares of stock of any olaary other rights, shall enter into an
agreement to merge or consolidate with anotheraratjon, shall propose any capital reorganizatioreolassification of the capital stock of
the Company, including any subdivision or combimatdf its outstanding shares of Common Stock aretkball be contemplated a voluntary

holder of this Warrant at its address appearinthenegistration books of the Company, at leastytli80) days prior to the record date as of
which holders of Common Stock shall participatsuich dividend, distribution or subscription or athights or at least thirty (30) days prior
to the effective date of the merger, consolidatienrganization, reclassification or dissolutioqpdd any adjustment of any Warrant Price,
then and in each such case the Company shall pipdgliver a notice to the registered holder oftWarrant, which notice shall state the
Warrant Price resulting from such adjustment, sgttorth in reasonable detail the method of calimeand the facts upon which such
calculation is based.

(i) If the Company is a party to a merger or otfnensaction which reclassifies or changes its antihg Common Stock, upon consumma
of such transaction this Warrant shall automatydaicome exercisable for the kind and amount airétées, cash or other assets which the
holder of this Warrant would have owned immediatdter such transaction if the holder had convetitesiWarrant at the Warrant Price in
effect immediately before the effective date of titamsaction. Concurrently with the consummatioswth transaction, the person obligate
issue securities or deliver cash or other assein agercise of this Warrant shall execute and deliv the holder a supplemental Warrant so
providing and further providing for adjustments whshall be as nearly equivalent as may be pra¢tiche adjustments provided in this
Section 3. The successor company shall mail tthtihder a notice describing the supplemental Warrant

If securities deliverable upon exercise of this Yaat, as provided above, are themselves conveititileor exercisable for the securities of an
affiliate of a corporation formed, surviving or etiwise affected by the merger or other transacthuat,issuer shall join in the supplemental
Warrant which shall so provide. If this subsectigi) applies, subsection 3(a) does not apply.

4. Charges, Taxes and Expenses. The issuancetifitatrs for Warrant Shares upon any exercisdisfWarrant shall be made without
charge to the holder of this Warrant for any taxibrer expense in respect to the issuance of srtifieates, all of which taxes and expenses
shall be paid by the Company, and such certificsitedl be issued only in the name of the holdehisf Warrant.

5. Miscellaneous.

(a) The terms of this Warrant shall be binding upad shall inure to the benefit of any successoessigns of the Company and of the ho
or holders hereof ar



of the shares of Common Stock issued or issualda the exercise hereof.

(b) No holder of this Warrant, as such, shall bitled to vote or receive dividends or be deemebleé@ stockholder of the Company for any
purpose, nor shall anything contained in this Watrbee construed to confer upon the holder of thaaaht, as such, any rights of a
stockholder of the Company or any right to voteegdr withhold consent to any corporate actionereenotice of meetings, receive
dividends or subscription rights, or otherwise.

(c) Receipt of this Warrant by the holder hereddllstonstitute acceptance of an agreement to tlegyéong terms and conditions.

(d) The Warrant and the performance of the pahiesunder shall be construed and interpreted iordance with the laws of the State of
New York without giving effect to its conflict oalvs rules wherein it was negotiated and executddtenparties hereunder consent and &
that the State and Federal Courts which sit irSta¢e of New York and the County of New York shelil/e exclusive jurisdiction with respect
to all controversies and disputes arising hereunder

(e) This Warrant is subject to certain provisionatained in the Debenture and Warrant Purchaseefggat dated May 26, 1999 among the
Company and various other parties, (including, aidtHimitation, the registration rights provisioofArticle XI thereof) copies of which are
on file with the Secretary of the Company. Shassaed upon exercise of this Warrant shall contdégend substantially to the same effec
the legend set forth on the first page of this \&fafrr

IN WITNESS WHEREOF, the Company has caused thisr@ato be signed by its duly authorized officed é&s corporate seal to be affixed
hereto.

Dated as of May 26, 1999

HALSEY DRUG CO,, INC.

Name: Michael Reicher Title: Preside



SUBSCRIPTION FORM

(TO BE EXECUTED BY THE REGISTERED HOLDER
IF HE DESIRES TO EXERCISE THE WARRANT)

TO: HALSEY DRUG CO., INC.

The undersigned hereby exercises the right to pgech shares of Common Stock, par valdep®iOshare, covered by the attached
Warrant in accordance with the terms and condittbeseof, and herewith makes payment of the Wakaiot for such shares in full.

SIGNATURE
ADDRESS

DATED:



NOTICE OF EXERCISE OF COMMON STOCK WARRANT
PURSUANT TO NET ISSUE ("CASHLESS") EXERCISE PROVISI ONS

[ Date ]
Aggregate Price of $
Halsey Drug Co., Inc.
a New York corporation of Warrant
695 N. Perryville Road Aggregate Price
Being
Rockford, Illinois 61107 Exercised: $
Attention:
Warrant Price
(per share): $
Market Value
(per share): $

Number of Shares
of Common Stock
under this
Warrant:

Number of Shares
of Common Stock
to be Issued
Under this

Notice:

CASHLESS EXERCISE
Gentlemen:

The undersigned, the registered holder of the WiateaPurchase Common Stock delivered herewith (f&vd"), hereby irrevocably exercis
such Warrant for, and purchases thereunder, sbteke Common Stock of HALSEY DRUG CO., INC., a N&ark corporation, as

provided below. Capitalized terms used herein,sstgherwise defined herein, shall have the meardign in the Warrant. The portion of
the Aggregate Price (as hereinafter defined) tagmied toward the purchase of Common Stock putdoahis Notice of Exercise is $,
thereby leaving a remainder Aggregate Price (if)@nual to $ . Such exercise shall be pursuartamet issue exercise provisions of
Section 1(b) of the Warrant; therefore, the holdekes no payment with this Notice of Exercise. amber of shares to be issued pursuant
to this exercise shall be determined by refereadkd formula in Section 1(b) of the Warrant whiehuires the use of the Market Value (as
defined in Section 1(d) of the Warrant) of the Camgs Common Stock on the business day immediptelyeding the day on which this
Noatice is received by the Company. To the exteatftlhegoing exercise is for less than the full Aggate Price of the Warrant, the remair

of the Warrant representing a num



of Shares equal to the quotient obtained by digjdire remainder of the Aggregate Price by the WiafPaice (and otherwise of like form,
tenor and effect) may be exercised under Sectiandf(the Warrant. For purposes of this Noticetdten "Aggregate Price” means the prot
obtained by multiplying the number of shares of @wn Stock for which the Warrant is exercisable srttee Warrant Price.

SIGNATURE

Date:

Address



ASSIGNMENT

(TO BE EXECUTED BY THE REGISTERED HOLDER
IF HE DESIRES TO TRANSFER THE WARRANT)

FOR VALUE RECEIVED, the undersigned hereby seltsigns and transfers unto the right to purchaseesttd Common Stock of HALSE
DRUG CO., INC., evidenced by the within Warrantd @loes hereby irrevocably constitute and appoint Attorney to transfer-
said Warrant on the books of the Company, withgollver of substitution.

Signature
Address

Dated:

In the Presence of:



Exhibit 10.75
LEASE TERMINATION AND SETTLEMENT AGREEMENT

THIS LEASE TERMINATION AND SETTLEMENT AGREEMENT (tis "Agreement”) is made as of March 21, 2000, by baetween
MILTON J. ACKERMAN, SUE ACKERMAN, LEE HINDERSTEINTHELMA HINDERSTEIN and MARILYN WEISS, individualsaing
business as MILTON J. ACKERMAN, ET AL. and ATLANTIBROPERTY COMPANIES, each a [New York] general parship
(collectively "Landlord"), and HALSEY DRUG CO., INCa New York corporation ("Tenant").

WITNESSETH:

WHEREAS, Landlord and Tenant are parties to cedgieements described on Exhibit A annexed hevetcl agreements are hereinafter
collectively referred to as the "Lease"), pursuanvhich Landlord leased to Tenant and tenant decugertain premises located in Brooklyn,
New York, as further described in the Lease (thrertitses"); an

WHEREAS, Landlord and Tenant have agreed to tertmitiee Lease and settle all disputes, claims atigations between Landlord and
Tenant, and Tenant has agreed to surrender thagegrall upon the terms and conditions containgtis Agreement;

NOW, THEREFORE, for good and valuable consideratibe receipt and legal sufficiency of which isétgr acknowledged by each of 1
parties hereto, Landlord and Tenant agree as fellow

1. Simultaneous with the execution of this Agreem&anant has paid to Landlord the sum of $215@®&0epresenting all rent and other
charges payable by Tenant to Landlord under thed&@ough and including March 31, 2000, receiptloich is hereby acknowledged by
Landlord.

2. Tenant has advised Landlord that Tenant is ntlyreegotiating a transaction with an unrelataditparty which, among other things,
would provide funds sufficient for Tenant to satigb obligations under this Agreement (the "THiarty Transaction"). Landlord understal
that there is no assurance that Tenant will consat@m Third Party Transaction acceptable to itramedore April 18, 2000. Tenant may
rescind its obligations under this Agreement byveeing written notice to that effect to Landlortdamy time after April 18, 2000, if it shall
not have consummated a Third Party Transactionpdaioke to it in its sole discretion on or before thate on which Tenant delivers its
termination notice to Landlord. Landlord may reskits obligations under this Agreement by delivgrio Tenant written notice to that effect
at any time after April 18, 2000 if Tenant shalt have paid the amounts specified in ParagrapHd@en or before April 18, 2000.

3. On the earlier to occur of April 18, 2000 and second business day immediately following thsinfpand funding of the Third Party
Transaction, Tenant shall pay the following amoumtsnmediately available funds by wire transfer:

(&) To Landlord, in accordance with the wire tran



(b)

©

(d)

instructions set forth on Exhibit B, the s
representing the fair value for the use an
Premises by Tenant for the period April 1,
including August 31, 2000, in lieu of any
other amounts payable by Tenant under the

To Landlord, in accordance with the
instructions set forth on Exhibit B, the s
in consideration of the termination of the
stated expiration date and the agreements
contained in this Agreement.

To St. John & Wayne, L.L.C. ("Tenan
accordance with the wire transfer instruct
Exhibit C annexed hereto, the sum of $390,
shall (i) constitute the "Liquidated Amoun
Paragraph 5, and (ii) be held in escrow by
accordance with the provisions of Paragrap
Agreement.

To Graubard, Mollen & Miller ("Land
accordance with the wire transfer instruct
Exhibit D annexed hereto, the sum of $200,
however, Landlord acknowledges that it is
a security deposit under the Lease the sum
amount shall be credited against Tenant's
under this Paragraph 3(d), leaving a balan
under this Paragraph 3(d) of $118,627), wh
constitute the (i) "Restoration Amount" de
6, and (ii) be held in escrow by Landlord'
accordance with the provisions of Paragrap
Agreement.

um of $488,250.00,
d occupancy of the
2000 through and
and all rent and
Lease.

wire transfer

um of $1,150,000.00
Lease prior to its

of the parties

t's Counsel"), in

ions set forth on
600.00, which amount
t" described in
Tenant's Counsel in
h 5 of this

lord's Counsel"), in
ions set forth on
000.00(provided,
currently holding as
of $81,373 which
payment obligation
ce payable by Tenant
ich amount shall
scribed in Paragraph
s Counsel in

h 6 of this

4. The term of the Lease shall expire and the abibgs of Landlord and Tenant under the Lease shratlinate at 11:59 p.m. on the date (the
"Termination Date") which is the later to occur(af August 31, 2000 and (b) the Surrender Datee{hafter defined). The "Surrender Date"
shall be the date on which Tenant has (i) remoteettade fixtures, equipment and other persongigntg of Tenant located in the Premises,
except for those items described on Schedule Hdéieprovided notice to Landlord that Tenant ltasised all business operations at and
vacated the Premises, and (iii) delivered to thedl@rd all keys to the Premises in its possesdione is of the essence for the Surrender

to occur on or before March 31, 2001. Simultanesitis the execution of this Agreement, Tenant hascated and delivered to the Landlol
Counsel a written Stipulation consenting to theyeat a final judgment of possession with respedhie Premises and a warrant of eviction in
the form of Exhibit G annexed hereto, which shalheld in escrow by Landlord's Counsel and shdlbeaeleased from escrow and
presented to the court for entry until after MaBdh 2001 as long as Tenant complies with the pimvisof Paragraph 3 hereof. If Tenant fails
to comply with the provisions of Paragraph 3 anddlard or Tenant has rescinded its obligations utiiie Agreement in accordance with
Paragraph 2 hereof, the Stipulation, this Agreemaedtthe other documents needed to implement thiseinent shall be null and void and of
no force or effect



5. (a) If the Surrender Date shall occur on ogfi¢r September 1, 2000, Landlord shall be entitbedceive the Liquidated Amount and all
interest earned thereon, or (i) before AugustZ®D0, Tenant shall be entitled to receive the ldgtéd Amount and all interest earned
thereon. The parties agree that the Liquidated Athoepresents the (i) consideration for Landloggdanting to Tenant the right to remain in
possession of the Premises after August 31, 20@D(ia fair value for the use and occupancy of fremises by Tenant for any period of t
from and after September 1, 2000 through and imetuthe Surrender Date, in lieu of any and all mmbther charges payable by Tenant
under the Lease.

(b) The Liquidated Amount shall be deposited iriraarest bearing attorney trust account by Ten&uisnsel, which account shall be
reasonably acceptable to Landlord and Tenant.

(c) If Landlord shall claim that the Surrender Dateurred on or after September 1, 2000, it shralige written notice thereof to Tenant,
with a copy to Tenant's Counsel and Landlord's Gelyrspecifying in reasonable detail the facts bictvsuch claim is based. In the event
that Tenant does not dispute such claim withingl{) business days after receipt of Landlord'&apfenant's Counsel shall on the fourth
(4th) business day after receipt of Landlord'saepromptly deliver to Landlord the Liquidated Anmband all interest earned thereon. In the
event, however, that Tenant shall elect to disputd claim, it shall be required, within three i§85siness days after receipt of Landlord's
notice hereunder, to provide written notice thetedfandlord, with a copy to Tenant's Counsel aaddlord's Counsel, specifying in
reasonable detail the facts on which any such tksigtbased. In the event of any such dispute, loathénd Tenant agree that such dispute
shall be settled by arbitration in accordance g provisions of Paragraph 7 of this Agreemenhaf¢s Counsel shall retain the Liquidated
Amount until its receipt of a certified copy of asych final and non-appealable arbitration decisioaward or joint written notice from
Landlord and Tenant stating the dispute has ba#ledand specifying the manner in which the Liguet Amount is to be disbursed, at
which time it shall promptly deliver to Landlord denant, as the case may be, the Liquidated Amanuh@ll interest earned thereon.

(d) If Tenant shall claim that the Surrender Dateusred on or before August 31, 2000, it shall ptewvritten notice thereof to Landlord,
with a copy to Tenant's Counsel and Landlord's Geliin the event that Landlord does not disputd slaim within three (3) business days
after receipt of Tenant's notice, Tenant's Cousisall on the fourth (4th) day after receipt of Tiet'snotice promptly deliver to Tenant the
Liguidated Amount and all interest earned therdothe event, however, that Landlord shall dispauteh claim it shall be required, within
three (3) business days after receipt of Tenantisay to provide written notice thereof to Tenamith a copy to Tenant's Counsel and
Landlord's Counsel, specifying in reasonable détailfacts on which any such dispute is basedhdretent of any such dispute, Landlord
Tenant agree that such dispute shall be settldohélyand non-appealable arbitration in accordamitie the provisions of Paragraph 7 of this
Agreement. Tenant's Counsel shall retain the Liageid Amount until its receipt of a certified copgyamy such arbitration decision or awart
joint written notice from Landlord and Tenant statithe dispute has been settled and specifyinghirener in which the Liquidated Amot

is to be disbursed, at which time it shall promphbfiver to Landlord or Tenant, as the case mayhwel iquidated Amount and ¢



interest earned thereon.

(e) Landlord and Tenant agree that Tenant's Cowhséll not be liable for any error or judgment @r &ny mistake of fact, law for anything
which it may do or refrain from doing in connectioarewith, except its own gross negligence or ulilfhisconduct. Landlord and Tenant
agree to indemnify, hold harmless and defend Ten@uunsel from any loss, damage, claim, liabijitggment, expense (including attorne
fees and disbursements) or other charge incurredstained by it by reason of any act or omissinfiopmed or omitted hereunder, but this
indemnity shall not be applicable to any loss,ilinh damage, claim, judgment, expense or othergh resulting from the gross negligenc
willful misconduct of Tenant's Counsel. Tenant'si@gel shall have the right to rely conclusively mploe notices delivered hereunder, and
shall be under no obligation to ascertain the autbigy of such notices, nor to determine the fattccuracy thereof. Tenant's Counsel is
acting as a stakeholder only with respect to tlgiidated Amount. If there is any dispute as to WwhefTenant's Counsel is obligated to
deliver the Liquidated Amount and/or to whom it sltbbe delivered, Tenant's Counsel shall not malyedelivery, but in such event Tenai
Counsel shall hold the Liquidated Amount until riptdy Tenant's Counsel of an authorization in wgtsigned by all parties having an
interest in such dispute directing the disposittbsame, or in the absence of such authorizatioraiies Counsel shall hold the Liquidated
Amount until the final determination of the rigtdkthe parties in an appropriate proceeding. Ihswdtten authorization is not given, or
proceedings for such determination are not begtimma reasonable period of time and diligentlytamred, Tenant's Counsel shall have the
right, at any time thereafter, to commence an aatioproceeding, at the sole cost of expense oflloat and Tenant, in the nature of
interpleader in any court having jurisdiction thafreand to deposit the Liquidated Amount with sgolrt, and thereupon be discharged from
any and all further liability hereunder. Landlorckaowledges that Tenant's Counsel is a law firncivinépresents Tenant and Tenant's
Counsel shall be entitled to represent Tenant yneaua all matters arising, directly or indirectbyt of the Lease and this Agreement and the
transactions contemplated hereby, including, withionitation, the disposition of the Liquidated Arnat. Landlord waives any conflicts of
interest or appearance of impropriety, if any, thaly be occasioned by Tenant's Counsel's rolestekaholder, witness or party in any
proceedings involving the parties. Notwithstandamything in this Paragraph 5(e) to the contrarydlerd shall not be liable to Tenant's
Counsel for the payment of any attorneys' feessimisements which are attributable to Tenant'sx€elis representation of Tenant.

6. (a) The Restoration Amount shall be depositeghiinterest bearing trust account by Landlord'srSel, which account shall be reasonably
acceptable to Landlord and Tenant.

(b) On the Surrender Date, Tenant shall surreridePtemises to Landlord in its then "as is" conditiand, notwithstanding anything to the
contrary contained in the Lease, except to thengxe specifically provided in Paragraph 6(c) @ thgreement, Tenant shall not be required
to perform any maintenance, repair, alteration ropment, replacement or restoration to the Presnlseconsideration of any maintenance,
repair, alteration, improvement, restoration or ogal obligation of Tenant under the Lease and aipaid water, sewer or utility charges
allocable to the Premises through and includingsheender Date for which Tenant was obligated utiteLease, including, without
limitation, under Articles 3, 4, 22 and 29 of thedse (collectively, the "Tenant Obligations"), Tienaas deposited the Restorat



Amount. The parties agree that the Restoration Arhshball be payable to Landlord if and to the ektkat Landlord, on or before the period
expiring one hundred and fifty (150) days after werender Date (the "Outside Date"), shall inaw eosts in respect of the Tenant
Obligations. The parties agree that the Tenant Baak no liability in respect of any or all of thenant Obligations other than the Restorz
Amount as provided in Paragraph 3(d) above and loadid recovery of any amounts claims, damages, fassts or for such Tenant
Obligations are expressly limited to the Restoradnount.

(c) Notwithstanding the foregoing, prior to the funder Date

(i) Tenant shall perform normal and customary naiahce and repair services and pay all water, samekutility bills relating to the
Premises; provided, however, that Tenant shalbeaibligated to maintain, repair or replace any paportion of the Premises, including,
without limitation, the HVAC systems, where the ttossuch maintenance or repair shall exceed $25j0Ghe aggregate for all such
maintenance, repair or replacement items (basedgwod faith estimate received by Tenant), and’énant shall exercise reasonable care in
the removal of its equipment, fixtures and othaspral property from the Premises. Each of the fieaad the Landlord hereby acknowle
and agree that any breach by Tenant of the tershpavisions of this Paragraph 6(c) shall not bended to constitute or otherwise result |
default or breach by Tenant of this Agreement erlthase and Landlord's sole remedy for a breadfebgnt of its obligations under this
Paragraph 6(c) shall be a claim against the RegiorAmount and any insurance maintained by Tefarhe Premises where the Landlor
named as an insured under such insurance.

(d) Within thirty (30) days after the Outside Ddtendlord shall provide notice to Tenant, with @gdo Landlord's Counsel and Tenant's
Counsel, describing in reasonable detail the werkgpmed and the costs incurred by Landlord onafoile the Outside Date in respect of
Tenant Obligations for which Landlord claims ieistitled to reimbursement under Paragraph 6(b)"f®&storation Claim"). If Tenant does
not dispute the Restoration Claim in whole or intpaithin ten (10) days after receipt by Landlsr@ounsel of the Restoration Claim notice,
Landlord's Counsel shall on the eleventh (11th)afégr receipt of such notice promptly deliver @nidlord such portion of the Restoration
Amount equal to the amount of the Restoration Cldmthe event, however, that Tenant shall eleclispute the Restoration Claim, in whole
or in part, it shall be required, within ten (1@yd after receipt of the Restoration Claim notioenf Landlord, to provide notice thereof to
Landlord, with a copy to Landlord's Counsel anddrefs Counsel. In the event of any such disputmntest, Landlord and Tenant hereby
agree that any such dispute shall be settled bgraibn in accordance with the provisions of Paagdy 7 of this Agreement. Landlord's
Counsel shall disburse the portion, if any, of Restoration Amount equal to any Restoration Claimictvis not disputed by Tenant and shall
retain the portion of the Restoration Amount coddrg any such dispute until its receipt of a caxtifcopy of any final and non-appealable
arbitration decision or award or joint written retifrom Landlord and Tenant stating the disputebess settled and specifying the manner in
which the Restoration Amount is to be disbursedytath time it shall promptly deliver to the apprigte party or parties a check or checks in
the amount of any such judgment or award.

(e) On the date which is thirty (30) days after @éside Date, Landlord's Counsel shall deliveF¢oant the balance of the Restoration
Amount (plus accrued interes



reduced by any amounts due to Landlord pursuathietberms of this Paragraph 6 and any amounts véiielhe subject of an Unresolved
Claim. The term "Unresolved Claim" shall mean alajne which may be made against the Restoration Arhouaccordance with this
Paragraph 6, until such time as such claim has paiehin full or otherwise fully settled, compromdsor adjusted by the parties and
Landlord's Counsel, and the amount of any such ddéiwved Claim shall remain with Landlord's Coungdiliso settled or adjusted and then
paid to the party to whom such funds are to be parduant to such agreement, settlement, compramniadjustment.

(f) Landlord and Tenant agree that Landlord's Celsisall not be liable for any error or judgmentarany mistake of fact, law for anything
which it may do or refrain from doing in connectioarewith, except its own gross negligence or ulilthisconduct. Landlord and Tenant
agree to indemnify, hold harmless and defend LadidCounsel from any loss, damage, claim, lighijitdgment, expense (including
attorney's fees and disbursements) or other chiacgered or sustained by it by reason of any admission performed or omitted hereunder,
but this indemnity shall not be applicable to amgs|, liability, damage, claim, judgment, expensetber charge resulting from the gross
negligence or willful misconduct of Landlord's Caeh Landlord's Counsel shall have the right tg celinclusively upon the notices delivered
hereunder, and shall be under no obligation toresioghe authenticity of such notices, nor to deiee the factual accuracy thereof.
Landlord's Counsel is acting as a stakeholder witly respect to the Restoration Amount. If therary dispute as to whether Landlord's
Counsel is obligated to deliver the Restoration Antaand/or to whom it should be delivered, Land®f@ounsel shall not make any delive
but in such event Landlord's Counsel shall holdRbsetoration Amount until receipt by Landlord's @sel of an authorization in writing
signed by all parties having an interest in sucpulie directing the disposition of same, or inghsence of such authorization Landlord's
Counsel shall hold the Restoration Amount untilfinal determination of the rights of the partiasan appropriate proceeding. If such written
authorization is not given, or proceedings for sdetermination are not begun within a reasonabieg®f time and diligently continued,
Landlord's Counsel shall have the right, at anyetthrereafter, to commence an action or proceedirthe sole cost of expense of Landlord
and Tenant, in the nature of interpleader in anyrtdoaving jurisdiction thereof, and to deposit Bestoration Amount with such court, and
thereupon be discharged from any and all furtladmility hereunder. Tenant acknowledges that LamBo€ounsel is a law firm which
represents Landlord and Landlord's Counsel shadnided to represent Landlord in any and all evatarising, directly or indirectly, out of
the Lease and this Agreement and the transactamtemplated hereby, including, without limitatiahe disposition of the Restoration
Amount. Tenant waives all conflicts of interestagpearance of impropriety, if any, that may be simeed by Landlord's Counsel's role as
stakeholder, witness or party in any proceedingsliing the parties. Notwithstanding anything iistRaragraph 6(f) to the contrary, Tenant
shall not be liable to Landlord's Counsel for tlgment of any attorneys' fees or disbursementshndnie attributable to Landlord's Counsel's
representation of Landlord.

7. (a) In the event that any contest or disputdécstt in Paragraphs 5 or 6 of this Agreement ibdaesolved by arbitration, the party invok
the arbitration procedure (the "First Party") skyalie written notice (the "Arbitration Notice") tbe other party (the "Second Party"), and <

in such Arbitration Notice appoint an arbitratoritmbehalf. Within ten (10) days after its recepsuch Arbitration Notice, the Second Party
by notice to the First Par



shall appoint an arbitrator on its behalf; and& second arbitrator shall not be so appointed suitth ten (10) days, the First Party shall
appoint the second arbitrator. The two arbitraggmsointed pursuant to the above shall try to agothird independent arbitrator. If, within
fourteen (14) days after the appointment of th@sdarbitrator they have not agreed upon the appeint of a third independent arbitrator,
then either party may apply to the American Arliitna Association ("AAA") for the appointment of duthird independent arbitrator and the
other party shall not raise any questions as t&\#a's full power and jurisdiction to entertain tapplication and make the appointment.
Each arbitrator shall have at least ten (10) yeyserience in a calling pertaining to the typenattter in dispute. The date on which the third
independent arbitrator is appointed is referreadstthe "Appointment Date". Discovery shall be p#&edi including, without limitation, the
production of documents, identification of withessed experts and depositions.

(b) As soon as practicable after the AppointmenrteDtéhe matter in dispute shall be arbitrated leyptarties in accordance with the comme
rules then in force of the AAA,; provided, howeviirat each party shall be entitled to discovery gealings in accordance with the rules of
New York Civil Practice Law and Rules, and thededl of any party to so submit to such discoveryruihe request of the other shall prov
the basis for termination of arbitration procedanel the filing of a law suit in the Supreme Codrthe State of New York, County of Kings.
The resolution of the dispute shall be determingthle majority of the three arbitrators, shall ddoge an "award” within the meaning of the
applicable rules of the AAA and applicable law, gmdigment may be entered thereon in any court ofpsient jurisdiction.

(c) Landlord and Tenant hereby submit to the irspeam jurisdiction of the AAA in the State of NewrK and agree that any process in any
arbitration proceeding hereunder may be persosallyed upon Landlord or Tenant within or outside $itate of New York. The arbitration
shall be conducted at a location in New York Citytoally acceptable to Landlord and Tenant.

(d) Each party shall pay its own fees and experadasng to the arbitration (including, without litation, the fees and expenses of its coutl
its arbitrator and any experts or witnesses retbineit). Each party shall pay one-half (1/2) of fiees and expenses of the third independent
arbitrator and of the AAA.

8. Simultaneous with the payment by Tenant of theunts described in Paragraph 3 of this Agreenfapt,andlord shall execute and deli
to Tenant a release in the form of Exhibit E anndxereto ("Landlord's Release"), and
(b) Tenant shall execute and deliver to Landlordlease in the form of Exhibit F annexed heret@(idnt's Release").

9. Notwithstanding anything to the contrary con¢gimerein or in the Tenant's Release, Landlord de&#nd, hold harmless and indemnify
Tenant from and against any and all third partyntéa causes of actions, proceedings and demands bas relating to, arising out of or in
connection with the Premises (the "Claims"), extephe extent such Claims are in the nature ad@hexpressly excluded from the Landlo
Release. Nothing contained herein or in the Lamtidrelease is intended, and shall not be deemednstitute a waiver or modification by
Tenant of, or Tenant's release of Landlord frony, @daim for indemnification



contribution or similar claims, rights, interestsmedies Tenant may possess against the Landlatthgeto, arising from, pertaining to,
directly or indirectly, any federal, state or lo&al, rule, ordinance or regulation governing eoninental claims, conditions or obligations
impacting or otherwise affecting the Premises.

10. Tenant shall maintain in effect through anduding the Surrender Date such third-party insueacmverage as Tenant is required to
maintain under the Lease. Tenant agrees that fif sistirance does not afford coverage on an "oacoetebasis, Tenant shall, on or before
Surrender Date, purchase a "tail" policy, namingdlard as an additional insured thereon, whicH™'@olicy shall provide coverage for
claims made for a period of not less than threg/€ays after the Surrender Date.

11. Landlord and Tenant warrant and representdb ether as follows:

(a) All consents or approvals required for the egien of this Agreement and the performance ofdablgations of the parties hereunder, if
any, have been obtained.

(b) The Lease, the Term Sheet dated March 16, 288Qhis Agreement, are the only agreements irieands with respect to the demise and
lease of the Premises by Landlord to Tenant and¢keand occupancy of the Premises by Tenant.

(c) Neither party has dealt with any real estatkér or similar agent in connection with the negftidin or execution of this Agreement.

(d) Each party has the full power and authoritgnter into this Agreement and perform its obligasibereunder, subject to the provisions of
this Agreement, and the individuals executing #gseement on behalf of each party have the full @oand authority to bind such party.

12. This Agreement and the covenants and conditontained in this Agreement shall be binding upod inure to the benefit of the parties
hereto and their respective successors and as3igissAgreement sets forth the entire agreemenuadérstanding between the parties with
respect to the subject matter of this Agreementsampersedes all other prior agreements and unddistgs of the parties. This Agreement
may not be terminated, modified or otherwise chdng&cept pursuant to a written agreement signedabglord and Tenant.

13. All notices and other communications under fgseement must be in writing and will be deemetidage been duly given when (a)
delivered by hand (with written confirmation of edat), (b) sent by telecopier (with written conftion of receipt), provided that copy is
mailed by certified malil, return receipt requesiad(c) received by the addressee, if sent by immaty recognized overnight delivery service
(receipt requested), in each case to the apprepaddresses and telecopier numbers set forth l{eloiw such other addresses and telecopier
numbers as a party may designate by notice totttex parties):

If to Landlord:
Marilyn Weiss

1100 Park Avenu



New York, New York 1002!
Facsimile No.: (212) 534-4181

If to Landlord's Counsel:

Graubard, Mollen & Miller
600 Third Avenue
New York, New York 10016

Attention: Michael A. Salberg, Esg.
Facsimile No.: (212)818-8881
If to Tenant:

Halsey Drug Co., Inc.

695 Perryville Road

Crimson Bldg. 2

Rockford, lllinois 61107

Attention: Peter A. Clemens Facsimile No.: (8153990

If to Tenant's Counsel:
St. John & Wayne, L.L.C.

Two Penn Plaza East
Newark, New Jersey 071(
Attention: John P. Reilly, Esq.

Facsimile No.: (973)491-3555

A copy of any notice given to Landlord shall alsodiven to Landlord's Counsel, and a copy of articeaiven to Tenant shall also be given
to Tenant's Counsel. Notice is given by an attofoeya party shall be deemed to be notice givesunh party.

14. This Agreement shall be governed by and coedtunder the laws of the State of New York (exespprovided in Paragraphs 5, 6 and 7
of this Agreement) and all disputes, law suits atieer controversies shall be instituted exclusivelthe courts of the State of New York.

15. Landlord warrants and represents to Tenanthleandividuals executing this Agreement on bebélfandlord have a full power and
authority to execute this Agreement on behalf aidlard and to bind all parties comprising the Land|



W TNESS:
By: /s/ Mchael A. Solberg

Name: M chael A. Sol berg

W TNESS:
By: /s/ Mchael A. Sol berg

Name: M chael A. Sol berg

ATTEST:

By: /s/ Carol Whitney
Name: Carol Whitney

Title: Vice President, Admnistration

IN WITNESS WHEREOF, this Agreement was executedfdke date set forth above.

LANDL ORD:
M LTON J. ACKERVAN, ET AL

By: /s/ Mlton J. Ackerman

Name: M lton J. Ackerman
Title: General Partner

ATLANTI C PROPERTI ES COVPANY
By: /s/ Mlton J. Ackerman

Name: Mlton J. Ackernman
Title: General Partner

HALSEY DRUG CO., | NC.

By: /s/ Peter A Cenens
Name: Peter A. C enens

Title: Vice President and Chi ef

Fi nancial O ficer



EXHIBIT A

(1) The Madification, Consolidation & Extension Agment (the "Modification Agreement"), dated Octakie 1994, by and among Miltor
Ackerman, Sue Ackerman, Lee Hinderstein, Thelmalklistein and Marilyn Weiss, individuals doing besis as Milton J. Ackerman, et al.
and Atlantic Properties Company, collectively agllard, and Tenant, as tenant, as amended byAfitendment to Modification,
Consolidation and Extension Agreement, dated Augu$996, between Milton J. Ackerman, Sue Ackernhae, Hinderstein, Thelma
Hinderstein and Marilyn Weiss, individuals doingsimess as Atlantic Properties Company, and TeaadtSecond Amendment to
Modification, Consolidation and Extension Agreemelated March 10, 1998, between Milton J. Ackerngre Ackerman, Lee Hinderstein,
Thelma Hinderstein and Marilyn Weiss, individuatsrdy business as Atlantic Properties Company, awamt, and to all of the leases and
agreements incorporated therein and/or modifiedsclidated and extended thereby (including, withmuitation, the March 1985 Lease, the
February 1988 Lease, the February 1989 Lease,ubest 1989 Lease and the January 1990 Lease desstrdtbow), and

(2) The Agreement of Lease (the "Additional Leasdé&ted October 31, 1994, by and among Milton kefman, Sue Ackerman, Lee
Hinderstein, Thelma Hinderstein and Marilyn Weissljviduals doing business as Milton J. Ackermaraleand Atlantic Properties
Company, collectively as landlord, and Tenanteasit.

Leases included in Modification Agreement

1. Lease (the "March 1985 Lease") dated March 285between Milton J. Ackerman, Thelma Hindersteid Marilyn Weiss, Landlord and
Halsey Drug Co., Inc., Tenant as to the premisesvknas 1827-1829 Pacific Street, 1830 Atlantic Axeril842 Atlantic Avenue, 1825
Pacific Street, 1828 Atlantic Avenue and 1824 AlilaAvenue, Brooklyn, NY (collectively designates Barcels A through F in said Lease)
and between Milton J. Ackerman, Sue Ackerman, Leelétstein, Thelma Hinderstein and Marilyn Weisandlord and Halsey Drug Co.,
Inc., Tenant as to premises known as 1787 Deart3trel Block 1343 Lots 37, 38 and 29, Brooklyn, (¢¥llectively designated as Parcel:
and H in said Lease).

2. Lease (the "February 1988 Lease") dated asloiuBey 19, 1988 between Milton J. Ackerman, Sueehelan, Lee Hinderstein, Thelma
Hinderstein and Marilyn Weiss, Landlord and HalBeyg Co., Inc., Tenant for premises known as 17@&arDStreet, Brooklyn, NY.

3. Lease (the "February 1989 Lease") dated astoiuBey 17, 1989 between Milton J. Ackerman, Thehivaderstein and Marilyn Weiss
D/B/A Milton J. Ackerman, et al, Landlord and Hatderug Co., Inc., Tenant for approximately 7,500 feet of space in a portion of the
premises known as 1823 Pacific Street, Brooklyn, NY

4. Lease (the "August 1989 Lease") dated as of A11di989 between Milto



J. Ackerman, Sue Ackerman, Lee Hinderstein, Thettimaerstein and Marilyn Weiss D/B/A Milton J. Ackean, et al, Landlord and Halsey
Drug Co., Inc., Tenant for premises known as 176831Dean Street, Brooklyn, NY.

5. Lease (the "January 1990 Lease") dated as abdaid, 1990 between Milton J. Ackerman, Thelmadenstein and Marilyn Weiss D/B/A
Atlantic Properties Company, Landlord and Halseyd>€o., Inc., Tenant for premises

known as 1838 Atlantic Avenue, Brooklyn, N



Exhibit 23.1
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our report dated March 30, 200@napanying the consolidated financial statementuided in the Annual Report of Halsey
Drug Co., Inc. on Form 10-K for the year ended Dalger 31, 1999. We hereby consent to the incorpmrdly reference of said report in the
Registration Statement of Halsey Drug Co., IncForm S-8 (File NO. 33-98396, effective October 1995).

/'S GRANT THORNTON LLP

GRANT THORNTON LLP
New Yor k, New Yor k

April 14, 2000



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED CONSOLIDATE
STATEMENT OF FINANCIAL CONDITION AT DECEMBER 31, 19 AND THE CONDENSED CONSOLIDATED STATEMENT OF
INCOME FOR THE YEAR ENDED DECEMBER 31, 199 AND ISUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH

FINANCIAL STATEMENTS.
MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 78€
SECURITIES 0
RECEIVABLES 3,141
ALLOWANCES 42¢
INVENTORY 3,50z
CURRENT ASSET¢ 7,21
PP&E 14,00¢
DEPRECIATION 10,99¢
TOTAL ASSETS 12,49t
CURRENT LIABILITIES 12,39¢
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 14¢
OTHER SE (42,522
TOTAL LIABILITY AND EQUITY 12,49¢
SALES 11,42(
TOTAL REVENUES 11,42(
CGS 15,31¢
TOTAL COSTS 15,31¢
OTHER EXPENSES 11,67¢
LOSS PROVISION 0
INTEREST EXPENSE 4,57:
INCOME PRETAX (20,063
INCOME TAX 0
INCOME CONTINUING (20,063
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (20,063
EPS BASIC (1.40
EPS DILUTED (1.40
End of Filing
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