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PART I

ITEM 1.

BUSINESS

Overview

IGI Laboratories, Inc. is a Delaware corporation formed in 1977. As used in this report, the terms the Registrant, the
Company, IGI Laboratories and IGI refer to IGI Laboratories, Inc. unless the context requires otherwise. We develop

manufacture, fill and package topical semi-solid and liquid products for cosmetic, cosmeceutical and pharmaceutical
customers. Our products are used for a variety of skin conditions, including the treatment of symptoms of dermatitis,

acne, psoriasis and eczema. We are building upon this foundation by filing our own Abbreviated New Drug
Applications, or ANDAs, and continuing to expand into the prescription pharmaceutical arena. Our strategy is based

upon three initiatives: increasing the current contract services business, developing a portfolio of prescription generic
formulations in topical dosage forms and creating unique opportunities around our licensed Novasome® technology.

All of our product development and manufacturing is performed at our 23,000 sq.ft. facility in Buena, NJ.

Our Services and Products

We have two major sources of revenue; our contract services business and development of prescription
pharmaceutical products. Our expertise is specific to topical formulations; creams, ointments, lotions, gels, and topical
liquids. The customer base for our contract services business is comprised of companies engaged in marketing topical
preparations to the pharmaceutical, cosmetic, and cosmeceutical markets. Our prescription pharmaceutical
development business is focused on in-house development of generic versions of approved topical drug products.

Contract Services Business

Our contract services business includes two services: contract formulation and contract manufacturing. These services
are offered to pharmaceutical, over-the-counter ( OTC ), and cosmetic customers. The products include pure cosmetic
formulations sold by retail stores directly to the public as well as prescription drug formulations promoted directly to
physicians. All contract services products are produced in our customer s label.
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Contract formulation involves developing topical formulations to satisfy a customer s product request. Our
experienced formulators can replicate an existing formula through reverse engineering or develop one from scratch.
We offer full support to the products we develop through developing test methods, full analytical services,
manufacturing scale-up criteria, validation, and regulatory assistance. Upon completion of our contract formulation
projects for a fee, we are often successful in obtaining the contract manufacturing services contract to manufacture the
products we helped the customer develop.

Our contract services business provides a consistent and reliable source for product manufacturing to our customers.
We offer flexibility in batch sizing and package design, which gives our customer the opportunity to select the
appropriate presentation for each product. Our high-speed packaging lines can accommodate a variety of tubes,
bottles, pumps, and jars.

We believe that our contract services business will continue to be crucial to our success. The fact that we specialize in
dermatologic product forms and offer high-quality formulation capabilities, we believe, sets us apart from others in
this competitive market space.

We will continue to seek out strategic partnerships with prestigious companies like The NeoStrata Company, Inc.
(NeoStrata) and Medimetriks Pharmaceuticals, Inc. (Medimetriks), as we further establish ourselves in the
dermatology marketplace.

Our contract services customers include pharmaceutical companies, for whom we formulate, test and/or manufacture
prescription pharmaceutical products and medical devices.

An integral part of our strategy is to partner with leading pharmaceutical and skin care companies. We intend to assist
our partners in developing and manufacturing products for sale in the pharmaceutical and OTC markets.

On January 10, 2011, we submitted our second ANDA with the United States Food and Drug Administration (US
FDA or FDA). We have successfully integrated the development of ANDA products into our ongoing contract
services business.

On October 24, 2011, we were acknowledged as the 23 rd ranked company on Deloitte and Touche s 2011 Greater
Philadelphia Fast 50 Ranking of the 50 Fastest Growing companies.
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On November 21, 2011, we announced the submission of two more ANDAs to the US FDA. These submissions were
further additions to the development of our portfolio of topical drug products,

On December 8, 2011, we entered into a long term strategic partnership with Medimetriks. This strategic partnership
designates us as the developer and manufacturer of a family of prescription topical drug products owned by
Medimetriks. In addition, as part of this long term relationship, Medimetriks has appointed us as Medimetriks®
authorized generic distributor of certain products in this line. Medimetriks expects to launch its new line of
prescription topical brands during the second quarter of 2012. IGI Laboratories is expected to begin the authorized
generic distribution of certain of those products shortly thereafter.

On December 22, 2011, we extended our turnkey supply agreement with NeoStrata for three years. Under the
extension, we will continue to supply NeoStrata with fully packaged market-ready skin care products that will be
available worldwide through consumer outlets, physician s offices and spas.

On December 29, 2011, we announced the submission of our fifth ANDA with US FDA. The latest submission
remains consistent with our portfolio of topical products.

IGI s Prescription Pharmaceutical Business

We are leveraging our expertise in pharmaceutical formulation and manufacturing to expand our own product
offerings. We are focused on developing a portfolio of topical generic drug products via the submission of ANDAs
with the US FDA. ANDAs are submitted to the FDA for generic drug products that are bioequivalent versions of
innovator brand drug products. ANDA approval by the FDA allows for the interchangeability in the United States of
the generic product with the innovator drug, meaning that the generic version may be substituted for the brand product
by either a physician or pharmacist when dispensing a prescription.

In September 2010, we filed our first ANDA with the FDA in our own name. We have filed five ANDAs to date, and
we have a number of additional product candidates in various stages of development. We continue to anticipate filing
four to six ANDASs per year on an ongoing basis, assuming sufficient financial resources to support these product
development plans. Our entry into the market is subject to approval of our ANDA applications by the US FDA. The
FDA reports that its current average review time is about 30 months and that there is a backlog of more than 2,500
applications. A proposed Generic Drug User Fee program could reduce review times and the backlog.

We believe the topical market to be an attractive one. Topical drugs are defined as those intended for local external
application, meaning used on the skin, scalp, eyes, and ears. We believe that this market segment is an attractive niche
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due to a number of factors, including the aging of the US population. IMS Health reports the US dermatology market
at $8.7 billion, with generics representing 25.9%, leaving significant room for growth by generic companies. The
market for prescription generic topical products is dominated by a few large marketers. We believe that there is room
for IGI to compete in selected product areas.

As a result, topical products have distinctive requirements for demonstrating bioequivalence in the context of an
ANDA. The sponsor of an ANDA can reference the innovator s original new drug application for safety and efficacy
data, thus avoiding the costly studies required to demonstrate these qualities. It is the responsibility of the ANDA
sponsor to demonstrate bioequivalence to the innovator drug product. For topical drugs there are three means of
addressing bioequivalence: by requesting a waiver from FDA for certain older products and solutions, performing
vasoconstriction studies for corticosteroids and by performing comparative clinical trials against the innovator drug
for products indicated for the treatment of acne, rosacea, fungal infections, bacterial infections and viral infections of
the skin. We intend to develop, submit applications for, and market topical drugs meeting all three bioequivalence
requirements.

Novasome® Technology Platform

We have an exclusive license for use of the patented Novasome® encapsulation technology in topical formulations,
from Novavax, Inc., until December 11, 2015. The technology utilizes non-phospholipid structures for enhanced
absorption via topical delivery of pharmaceuticals and cosmeceuticals. The Novasome® technology is inexpensive to
manufacture, and its structures are stable, biodegradable, and highly hydrophobic and hydrophilic, making them
suitable for a wide range of topical applications. Novasome® encapsulation has been demonstrated to provide the
following benefits:

10
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Improved product stability;

Reduced skin irritation;

Extended release of active ingredients;

Improved skin permeation;

Improved product aesthetics; and

Allowance of novel product forms.

Our Novasome® technology has been successfully used in a number of OTC products, including cosmetic and
cosmeceutical products. We intend to continue to pursue collaboration opportunities with established skin care and
pharmaceutical companies seeking to develop topical products with unique properties that allow us to utilize and
capitalize on the Novasome® license. In addition, we will explore line extension opportunities through innovative
packaging or alternate dosage forms of existing pharmaceutical molecules.

Many of the Novasome® patents under this license have expired and more will expire before this license terminates
on December 11, 2015. We have already filed our own patents based on this technology. An integral piece of this
technology is manufacturing know-how which will not be lost as a result of the expiration of the license. As we
continue to implement our new strategy, we believe that sales related to the Novasome® technology will constitute a
smaller percentage of our sales in the future.

Our Competitive Strategy

Our goal is to become a leading provider of contract service solutions for topical cosmetic, cosmeceutical and
pharmaceutical products and to become a leading developer of generic topical, semi-solid and liquid cosmetic,
cosmeceutical and pharmaceutical products. The key elements of our strategy include:

11
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Continue to Expand Relationships with Customers. We have developed strong customer relationships, which we
believe provide us with both recurring revenue streams from those customers and opportunities to increase our
product offerings to our customers. Revenue from our top two customers has increased 71% over the past two years.
We intend to continue to capitalize on our strong customer relationships to increase our contract services revenues.

Leverage Experience to Expand Contract Services. Our senior management team has significant experience in product
selection, formulation, methods development and regulatory affairs for topical pharmaceutical products. We intend to
continue to leverage this significant experience to expand our contract services relationships with our current
customers and to provide our contract development, manufacturing, filling and packaging services to new customers.

Develop Generic Pharmaceuticals. We intend to continue to develop topical generic products and utilize our expertise
in pharmaceutical formulation and manufacture to expand our own product offerings. Through the ANDA process, we
intend to develop several topical products and then leverage our internal research and development, or R&D, licensing
and other business development relationships to market these products through sales partners.

Leverage our Flexible Manufacturing Capabilities. We have an FDA-registered, cGMP-compliant facility that is
equipped for manufacturing topical, semi-solid and liquid products. The design and configuration of our
manufacturing facility provides flexibility in manufacturing batch sizes from 250 kg up to 4,000 kg. We intend to
leverage this flexibility and capacity to increase our contract services business and further advance our generic product
development.

Diversify our Revenues. Currently, all of our revenue comes from our contract services and licensing of the
Novasome® technology platform. We intend to diversify the sources of our income by increasing our focus on the
identification, development, manufacturing and sales of generic topical products. We believe that growth of the
pharmaceutical market and the relatively few competitors in the topical generic market, present attractive revenue
growth and diversification opportunities for us.

Our Customers

We have successfully broadened our customer base for our contract services business to increase our revenue growth.
Our customers in the contract services business generally consist of pharmaceutical companies as well as cosmetic,
cosmeceutical and OTC product marketers who require product development/manufacturing support. Based on
product sales in our contract services business, we have two (2) major customers. Major customers are defined as
having sales for the latest fiscal year equal to or greater than 10% of that year s total gross product sales. The loss of
any of these customers would have a material adverse effect on us. In 2011, the Company had sales to two customers
which individually accounted for more than 10% of the Company s product sales. These customers had sales of
$2,813,000 and $1,106,000, respectively, and aggregately represented 58% of revenues from product sales. In 2010,
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two customers individually accounted for more than 10% of product sales. These customers had purchases of
$2,288,000 and $580,000, in aggregate representing 55% of revenue from product sales.

13
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Research and Development

Our R&D activities are integral to our business and are conducted at our facility in Buena, New Jersey. Our R&D
department consists of eight full-time employees and their responsibilities include: formulation, reverse engineering,
methods development, analytical and microbiologic testing and scale up. Our employees have specific expertise in
developing topical products in a wide range of dosage forms, including simple solutions through complex creams. All
ANDA development is conducted in-house except for bioequivalence testing, which is performed by a qualified
contract research organization.

We have been steadily increasing our investment in R&D as we believe that R&D is the future of IGI. We spent $2.1
million and $1.5 million in 2011 and 2010, respectively.

Sales and Marketing

Our sales and marketing activities are currently focused on increasing our contract development and manufacturing
activities. We currently have an experienced senior executive leading this effort. We offer our contract manufacturing
services directly to our customer base of cosmetic and OTC customers. These products are sold to the public under the
brand of our customer.

The initial group of prescription ANDAs will be marketed to national chain drug stores and drug wholesalers. We are
evaluating the timing for launching our own sales force for marketing our own generic pharmaceutical products.
Depending on the timing of the approval of our submissions, we may market our new portfolio through our own sales
force or we may elect to use carefully-selected established partners. These partners could be responsible for sales and
marketing of our manufactured generic products. To date, we have filed five ANDAs with the FDA in our own name.

We will also look to out-license in-house developed products arising from Novasome® technology and products that
are granted market exclusivity. This technology consists of the technology we license from Novavax, Inc. as well as
our own patented technology.

Competition

The contract manufacturing services market is highly competitive and includes larger organizations with substantially
greater resources than us. Many of our competitors are those companies that commercialize and/or manufacture their

14
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required products at their own facilities. These competitors include major pharmaceutical companies, generic drug
manufacturers and consumer health product companies who have substantially greater manufacturing, R&D,
marketing and financial resources than us and, in some cases, have more geographically diversified international
operations. We compete specifically with a number of different privately held contract manufacturing companies,
including DPT Laboratories, Ltd. and Harmony Labs, Inc. Although this market is competitive, the competition is
somewhat limited due to the need for specific expertise in topical formulations and cGMP facilities. We believe that
we have the expertise required and that we will continue to create opportunities in this market by providing high
quality, customer-oriented service.

With respect to our development of pharmaceutical and cosmetic products, once we launch our first generic product,
we will face competition in the topical generic drug market from other generic drug manufacturers and brand-name
pharmaceutical companies through authorized generics. Although there are a significant number of competitors in the
generic drug market, there are fewer competitors in the topical generic drug market. The three dominant companies in
the topical generic drug market consist of Taro Pharmaceutical Industries, Ltd., Nycomed International Management
GmbH and Perrigo Company. Collectively, these three competitors control approximately fifty percent (50%) of the
generic topical market. We believe the concentrated nature of the topical generic drug market creates an opportunity
for us. We believe we will be able to compete based on a variety of factors, including our focus on niche opportunities
within the market segment and our dedication to quality in every area of our business.

Government Regulation and Regulatory Proceedings

The R&D, manufacturing and marketing of our products are subject to extensive regulation by the FDA and by other
federal, state and local entities, which regulate, among other things, R&D activities, testing, manufacturing, labeling,
storage, record keeping, advertising and promotion of pharmaceutical and OTC products.
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FDA approval is required before any dosage form of any drug product, including a generic equivalent of a previously
approved drug product, can be marketed. All applications for FDA approval must contain information relating to
product formulation, stability, manufacturing processes, packaging, labeling and quality control. Compliance with
FDA s cGMP regulations is required at all times during the manufacture and processing of drugs. Such compliance
requires considerable Company time and resources in the areas of production and quality control.

We are subject to the periodic inspection of our facilities, procedures and operations and/or the testing of our products
by the FDA and other authorities, which conduct periodic inspections to ensure that our facilities remain in
compliance with cGMP regulations. In addition, in connection with its review of our applications for new products,
the FDA conducts pre-approval and post-approval reviews and plant inspections to determine whether our systems
and processes comply with cGMP and other FDA regulations. Our last FDA inspections took place in March 2011 and
February 2012.

The two most frequently used applications seeking FDA approval to market and sell a drug product in the United
States are:

Y

NDA. Generally, the NDA procedure is required for drugs with active ingredients and/or with a dosage form, dosage
strength or delivery system of an active ingredient not previously approved by the FDA. We do not have any NDAs
pending approval with the FDA as of December 31, 2011.

2)

ANDA. The Hatch-Waxman Act established a statutory procedure for submission of ANDAs to the FDA covering
generic equivalents of previously approved brand-name drugs. Under the ANDA procedure an applicant is required to
provide data illustrating that the generic drug formulation is bio-equivalent to a previously approved drug.

The FDA may deny an ANDA if applicable regulatory criteria are not satisfied. The FDA may withdraw product
approvals if compliance with regulatory standards is not maintained.

FDA policy and its stringent requirements have increased the time and expense involved in obtaining ANDA
approvals and in complying with the FDA's cGMP standards. The ANDA approval process takes approximately 18 to
36 months but may at times take even longer.
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We are also subject to regulation under other federal, state and local regulations regarding work place safety,
environmental protection and hazardous substance controls, among others.

Reimbursement legislation, such as Medicaid, Medicare, and other programs, governs reimbursement levels. All
pharmaceutical manufacturers rebate to individual states a percentage of their revenues arising from
Medicaid-reimbursed drug sales. Generic drug manufacturers currently rebate an applicable percentage of calculated
average manufacturer price ( AMP ) marketed under ANDAs. We believe that the federal and state governments may
continue to enact measures in the future aimed at reducing the cost of drugs and devices to the public. We cannot
predict the nature of such measures or their impact on our profitability.

Environmental Matters

Our operations are subject to a variety of environmental, health and safety laws and regulations, including those of the
United States Environmental Protection Agency and equivalent state and local regulatory agencies. These laws and
regulations govern, among other things, air emissions, wastewater discharges, the use, handling and disposal of
hazardous substances and wastes, soil and groundwater contamination and employee health and safety. Our
manufacturing facility uses, in varying degrees, hazardous substances in its processes. Contamination at our facility
can result and has resulted in liability to us, for which we have recorded appropriate reserves as needed. For example,
two of the Company s facilities are currently undergoing remediation of environmental contamination. See Note 15 to
the Company s Consolidated Financial Statements.

Intellectual Property

To compete effectively, we need to develop and maintain a proprietary position with regard to our own technology,
product candidates and business. Our goal is to safeguard our trade secrets and know-how, attain, maintain and
enforce patent protection for our product candidates, formulations, processes, methods and other proprietary
technologies, and operate without infringing on the proprietary rights of others. We seek to obtain, where appropriate,
the broadest intellectual property protection possible for our current product candidates and any future product
candidates, proprietary information and proprietary technology. We seek to achieve this protection through a
combination of contractual arrangements and patents.
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We depend upon the skills, knowledge, experience and know-how of our management and R&D personnel, as well as
that of our consultants, advisors and collaborators. To help protect our proprietary know-how, which is not patentable,
and for inventions for which patents may be difficult to enforce, we currently rely and will in the future rely on
confidentiality agreements to protect our interests. We require our employees, consultants, advisors and collaborators
to enter into confidentiality agreements that prohibit the disclosure of confidential information to any other parties.
We also require our employees and consultants to disclose and assign to use their ideas, developments, discoveries
and inventions. We understand that these agreements may not provide us with adequate protection for our trade
secrets, know-how, or other proprietary information in the event of any unauthorized use or disclosure.

We also seek to obtain patent protection when necessary and we understand that this may not provide us with
complete protection against competitors who may attempt to circumvent our patents.

Facility and Operations

Our executive administrative offices are located in Buena, New Jersey, in a 23,000 square foot facility built on 2.8
acres of land in 1995, which we own. This facility is also used for production, product development, marketing and
warehousing for our pharmaceutical, cosmeceutical and cosmetic products. Our manufacturing capabilities encompass
a full suite of competencies including regulatory, quality assurance and in-house validation.

The facility is equipped to manufacture semi-solids, ointments, gels and liquids in solution form. The facility is also
configured to provide flexibility in manufacturing. Pilot batches typically range from 30 to 250 kg, while commercial
batches may range from 250 to 4,000 kg.

We operate our facility in accordance with GMP, utilizing the same high standards as our pharmaceutical customers.
Our facility is registered with the FDA. We believe that our facility and equipment are in good condition, are well
maintained and are able to operate at present levels. Our manufacturing operations are focused on regulatory
compliance, continuous improvement, process standardization and excellence in execution across the organization.

Employees

On December 31, 2011, we had a total of 36 full-time employees. In addition, as the need arises, we occasionally
utilize short-term, part-time employees who are paid on an hourly basis. We do not have a collective bargaining
agreement with our employees and we believe that our employee relations are good.
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Recent Developments

On January 10, 2011, we submitted our second ANDA with the US FDA. We have successfully integrated the
development of ANDA products into our ongoing contract services business.

On October 24, 2011, we were acknowledged as the 23rd ranked company on Deloitte and Touche s 2011 Greater
Philadelphia Fast 50 Ranking of the 50 Fastest Growing companies.

On November 21, 2011, we announced the submission of two more ANDAs to the US FDA. These submissions were
further additions to the development of our portfolio of topical drug products.

On December 8, 2011, we entered into a long term strategic partnership with Medimetriks. This strategic partnership
designates us as the developer and manufacturer of a family of prescription topical drug products owned by
Medimetriks. In addition, as part of this long term relationship, Medimetriks has appointed us as Medimetriks®
authorized generic distributor of certain products in this line. Medimetriks expects to launch its new line of
prescription topical brands during the second quarter of 2012. IGI Laboratories is expected to begin the authorized
generic distribution of certain of those products shortly thereafter.

On December 22, 2011, we extended our turnkey supply agreement with NeoStrata for three years. Under the
extension, we will continue to supply NeoStrata with fully packaged market-ready skin care products that will be
available worldwide through consumer outlets, physician s offices and spas.

On December 29, 2011, we announced the submission of our fifth ANDA with US FDA. The latest submission
remains consistent with our portfolio of topical products.
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ITEM 1A.

RISK FACTORS

Our current business and future results may be affected by a number of risks and uncertainties, including those
described below. The risks and uncertainties described below are not the only risks and uncertainties we face.
Additional risks and uncertainties not currently known to us or that we currently deem immaterial also may impair our
business operations. If any of the following risks actually occur, our business, results of operations and financial
condition could suffer. The risks discussed below also include forward-looking statements and our actual results may
differ substantially from those discussed in these forward-looking statements.

Risks Related to our Business

We have a history of losses and cannot assure you that we will become profitable, and as a result, we may have to
cease operations and liquidate our business.

Our expenses have exceeded our revenue in each of the last seven years, and no net income has been available to
common stockholders during each of these years. As of December 31, 2011, our stockholders equity was $7.8 million
and we had an accumulated deficit of $39.5 million. Our future profitability depends on revenue exceeding expenses,
but we cannot assure you that this will occur. If we do not become profitable or continue to raise external financing,
we could be forced to curtail operations and sell or liquidate our business, and you could lose some or all of your
investment.

We face intense competition in the consumer products business.

Our business competes with large, well-financed cosmetic, pharmaceutical and consumer products companies with
development and marketing groups that are experienced in the industry and possess far greater resources than those
available to us. There is no assurance that we can compete successfully against our competitors or that we can develop
and market products that will be favorably received in the marketplace. In addition, certain of our customers that use
our Novasome® lipid vesicles in their products may decide to reduce their purchases from us or shift their business to
other technologies.

Rapidly changing technologies and developments by our competitors may make our technologies and products
obsolete.
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We expect to sublicense our technologies to third parties, which would manufacture and market products
incorporating these technologies. However, if our competitors develop new and improved technologies that are
superior to our technologies, our technologies could be less acceptable in the marketplace and our business could be
harmed.

We will need to raise additional capital that will be required to operate and grow our business, and we may not be
able to raise capital on terms acceptable to us or at all.

Operating our business and maintaining our growth efforts will require additional cash outlays and capital
expenditures. If cash on hand and cash generated from operations are not sufficient to meet our cash requirements, we
will need to seek additional capital, potentially through debt or equity financings, to fund our growth. We cannot
assure you that we will be able to raise needed cash on terms acceptable to us or at all. Financings may be on terms
that are dilutive or potentially dilutive to our stockholders, and the prices at which new investors would be willing to
purchase our securities may be lower than the current price per share of our Common Stock. The holders of new
securities may also have rights, preferences or privileges which are senior to those of existing holders of Common
Stock. If new sources of financing are required, but are insufficient or unavailable, we will be required to modify our
growth and operating plans based on available funding, if any, which would harm our ability to grow our business or
even stay in business. We currently have $2.5 million available funds under an existing line of credit at December 31,
2011.

We rely on a limited number of customers for a large portion of our revenues.

We depend on a limited number of customers for a large portion of our revenue. In 2011, the Company had sales to
two customers which individually accounted for more than 10% of the Company s product sales. These customers had
sales of $2,813,000 and $1,106,000, respectively, and aggregately represented 58% of revenues from product sales.
The loss of one or more of these customers could have a significant impact on our revenues and harm our business and
results of operations.

We face increased financial risk from the inaccurate pricing of our agreements.

Since our product development agreements are often structured as fixed price agreements, we bear the financial risk if
we initially under-price our agreements or otherwise over-run our cost estimates. Such under pricing or significant
cost overruns could have a material adverse effect on our business, results of operations, financial condition, and cash
flows. Further, the period of revenue recognition under such agreements are based upon the timing of work performed
or completed.
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We rely on third parties for raw materials used in our contract manufacturing services business.

We currently rely on several third party suppliers to provide us with the raw materials necessary to manufacture
cosmetic and over-the-counter products. The loss of one or more of these suppliers, the non-performance of one or
more of their materials or the lack of availability of raw materials could suspend our manufacturing process related to
these products. This interruption of the manufacturing process could impair our ability to fill our customers orders as
they are placed, which could put our business at a competitive disadvantage. In addition, while we have processes
intended to reduce volatility in component and material pricing, we may not be able to successfully manage price
fluctuations which may have an adverse effect on our results of operations.

We are subject to stringent regulatory requirements. Failure to adhere to such requirements could harm our
business and results of operations.

In the United States, pharmaceuticals are subject to rigorous FDA regulations. Any non-compliance with the
regulatory guidelines may necessitate corrective action that may result in additional expenses and use of more of our
resources.

We are also subject to regulation under the Occupational Safety and Health Act, the Toxic Substances Control Act,
the Resource Conservation and Recovery Act and other present and potential future federal, state or local regulations.
Failure to adhere to such regulations could harm our business and results of operations. In addition, our analytical
department uses certain hazardous materials and chemicals in limited and controlled quantities. We have implemented
safety procedures for handling and disposing of such materials, however, such procedures may not comply with the
standards prescribed by federal, state and local regulations. Even if we follow such safety procedures for handling and
disposing of hazardous materials and chemicals and such procedures comply with applicable law, the risk of
accidental contamination or injury from these materials cannot be completely eliminated. In the event of such an
accident, we could be held liable for any damages and any such liability could exceed our resources.

Our operations and properties are also subject to a wide variety of increasingly complex and stringent federal, state
and local environmental laws and regulations, including those governing the remediation of contaminated soil and
groundwater. Such environmental laws may apply to conditions at properties and facilities presently or formerly
owned or operated by us, as well as to conditions at properties at which wastes or other contamination attributable to
us have been sent or otherwise come to be located. Two of our facilities are currently undergoing remediation of
environmental contamination. The total estimated costs for the clean-up and remediation is $739,000, of which
approximately $63,000 remains accrued as of December 31, 2011 for one facility. The remediation and disposal on
the second facility was completed in 2011 at a cost of approximately $61,000. The Company received a No Further
Action Letter from the New Jersey Department of Environmental Protection on May 23, 2011. Based on information
provided to us from our environmental consultants and what is known to date, we believe the reserves are sufficient
for the remaining remediation of the environmental contamination. There is a possibility, however, that the
remediation costs may exceed our estimates. In addition, we can give no assurance that the future cost of compliance
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with existing environmental laws will not give rise to additional significant expenditures or liabilities that would be
material to us. Future events, such as new information, changes in existing environmental laws or their interpretation,
and more vigorous enforcement policies of federal, state or local regulatory agencies, may have a material adverse
effect on our business, financial condition and results of operations.

We are subject to extensive government regulation that increases our costs and could prevent us from marketing or
selling our products.

The manufacturing, processing, formulation, packaging, labeling, testing, storing, distributing, marketing, advertising
and sale of the Company s products is subject to extensive regulation by one or more U.S agencies, including the FDA,
the Federal Trade Commission, and the Consumer Products Safety Commission, as well as by several state and local
agencies in localities where the Company s products are stored, distributed or sold. In addition, the Company
manufactures and markets certain of its products in accordance with standards set by organizations, such as the United
States Pharmacopeial Conventions ( USP ). The FDA regulates the testing, manufacture, labeling, marketing and sale
of pharmaceutical products. Approval by the FDA is generally required before any new drug or the generic equivalent

to any previously approved drug may be marketed or sold in the United States. In order to receive approval from the
FDA for our product candidates that are generic versions of brand-name drugs, we intend to use the Abbreviated New
Drug Application ( ANDA ) process and thus demonstrate to the FDA that each generic product candidate is
bioequivalent to a drug previously approved by the FDA through the new drug approval process, known as an
innovator, or brand-name reference drug. Bioequivalency may be demonstrated by comparing the generic product to
the innovator drug product in dosage form, strength, route of administration, quality, performance characteristics and
intended use. However, if the FDA determines that an ANDA for a generic drug product is not adequate to support
approval, it could deny our application or request additional information, including preclinical and clinical trials,
which could delay approval of the product and impair our ability to compete with other versions of the generic drug
product.
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If our product candidates receive FDA approval through the ANDA process, the labeling claims and marketing
statements that we can make for our generic drugs are limited by statutes and regulations and by the claims made in
the brand-name product s label. In addition, following regulatory approval, the labeling, packaging, adverse event
reporting, storage, advertising and promotion for the product will be subject to extensive and ongoing regulatory
requirements. As a manufacturer of pharmaceutical products distributed in the United States, we must also comply
with cGMPs, which include requirements related to production processes, quality control and assurance and
recordkeeping. Our manufacturing facilities and procedures and those of our suppliers are subject to periodic
inspection by the FDA and foreign regulatory agencies. Any material deviations from cGMPs or other applicable
standards identified during such inspections may result in enforcement actions, including delaying or preventing new
product approvals, a delay or suspension in manufacturing operations, consent decrees or civil or criminal penalties.
Further, discovery of previously unknown problems with a product or manufacturer may result in restrictions or
sanctions, including withdrawal of the product from the market.

We are susceptible to product liability claims that may not be covered by insurance and could require us to pay
substantial sums.

We face the risk of loss resulting from, and adverse publicity associated with, product liability lawsuits, whether or
not such claims are valid. We may not be able to avoid such claims. In addition, our product liability insurance may
not be adequate to cover such claims and we may not be able to obtain adequate insurance coverage in the future at
acceptable costs. A successful product liability claim that exceeds our policy limits could require us to pay substantial
sums. In addition, product liability coverage for pharmaceutical companies is becoming more expensive and
increasingly difficult to obtain and, as a result, we may not be able to obtain the type and amount of coverage we
desire or to maintain our current coverage.

The manufacture and storage of pharmaceutical and cosmetics products are subject to inherent risk.

Because chemical ingredients are used in the manufacture of our products and due to the nature of the manufacturing
process itself, there is a risk of incurring liability for damages caused by or during the storage or manufacture of both
the chemical ingredients and the finished products. Although we have never incurred any material liability for
damages of that nature, we may be subject to liability in the future. In addition, while we believe our insurance
coverage is adequate, it is possible that a successful claim would exceed our coverage, requiring us to pay a
substantial sum.

The failure to obtain, maintain or protect patents, trade secrets, know-how and other intellectual property could
impact our ability to compete effectively.
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To compete effectively, we need to develop and maintain a proprietary position with regard to our own technology,
products and business. We rely on a combination of patents, trade secrets, proprietary know-how and other intellectual
property to protect our proprietary technology and rights. We own nine patents and through a license agreement we
have obtained the use of patents relating to the Novasome® technology for specified uses. We also maintain a number
of trade secrets, know-how and other intellectual property.

The risks and uncertainties that we face with respect to patents and other proprietary rights include the following:

the pending patent applications we have filed or may file, or to which we have exclusive rights, may not result in
issued patents, or may take longer than we expect to result in issued patents;

changes in U.S. patent laws may adversely affect our ability to obtain or maintain our patent protection;

we may be subject to interference proceedings;

the claims of any patents that are issued may not provide meaningful protection;

we may not be able to develop additional proprietary technologies that are patentable;

the patents licensed or issued to us or our collaborators may not provide a competitive advantage;
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other companies may challenge patents licensed or issued to us or our collaborators;

other companies may independently develop similar or alternative technologies, or duplicate our technology;

other companies may design around technologies we have licensed or developed; and

enforcement of patents is complex, uncertain and expensive.
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If we are unable to effectively enforce our proprietary rights, or if we are found to infringe the rights of others, we
may be in breach of our license agreements with our partners.

Our success also depends upon trade secrets, proprietary know-how and the skills, knowledge and experience of our
personnel. As a result, we require our employees, consultants, advisors, and collaborators to enter into confidentiality
agreements that prohibit the disclosure of confidential information to any other parties. We also require our employees
and consultants to disclose and assign to us their ideas, developments, discoveries, and inventions. These agreements
may not, however, provide adequate protection for our trade secrets, know-how, or other proprietary information in
the event of any unauthorized use or disclosure. If any material trade secret or proprietary know-how were to be
disclosed to or independently developed by a competitor, our competitive position may be materially harmed.

Our product offerings and our customers products may infringe on the intellectual property rights of third
parties.

From time to time, third parties have asserted intellectual property infringement claims against us and our customers
and there can be no assurance that third parties will not assert infringement claims against either us or our customers
in the future. While we believe that our product offerings do not infringe in any material respect upon proprietary
rights of other parties and/or that meritorious defenses would exist with respect to any assertions to the contrary, there
can be no assurance that we would not be found to infringe on the proprietary rights of others. Patent applications in
the U.S. and some foreign countries are generally not publicly disclosed until the patent is issued or published, and we
may not be aware of currently filed patent applications that relate to our offerings or processes. If patents later issue on
these applications, we may be found liable for subsequent infringement. There has been substantial litigation in the
pharmaceutical and biotechnology industries with respect to the manufacture, use and sale of products and processes
that are the subject of conflicting patent rights.

Any claims that our product offerings or processes infringe these rights, regardless of their merit or resolution, could
be costly and may divert the efforts and attention of our management and technical personnel. We may not prevail in
such proceedings given the complex technical issues and inherent uncertainties in intellectual property litigation. If
such proceedings result in an adverse outcome, we could, among other things, be required to:

pay damages in the form of lost profits and/or a reasonable royalty for any infringement;

pay substantial damages (potentially treble damages in the U.S. if any such infringement is found to be willful);
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pay attorney fees of a prevailing party, if the case is found to be exceptional;

cease the manufacture, use or sale of the infringing offerings or processes;

discontinue the use of the infringing technology;

expend significant resources to design around patented technology and develop non-infringing technology; and

license patented technology from the third party claiming infringement, which license may not be available on
commercially reasonable terms, or may not be available at all.

In addition, our customers products may be subject to claims of intellectual property infringement and such claims
could materially affect our business if their products cease to be manufactured and they have to discontinue the use of
the infringing technology which we may provide. Further, depending on the particular circumstances of any given
claim, it may be the case that we may be responsible for indemnifying our customer for a claim of intellectual
property infringement.

If we were to assert any of our own intellectual property against third parties and the third parties were found not to
infringe our intellectual property or our intellectual property was found to be invalid, and/or unenforceable, we would
lose the opportunity to leverage our own intellectual property, for example, through licensing of our technology to
others, collection of damages and/or royalty payments based upon successful assertion of our intellectual property
rights or market exclusivity via enjoining others from practicing the technology at issue.

Any of the foregoing could affect our ability to compete or have a material adverse effect on our business, financial
condition and results of operations.
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The expiration of certain patents related to the Novasome technology could negatively impact our ability to
generate income from the Novasome products.
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We license certain patents related to the Novasome technology platform pursuant to a license agreement. Many of the
patents under this license have expired and more will expire before this license terminates on December 11, 2015. The
loss of patent protection could allow additional competition. To the extent such competition develops, it could
negatively impact the income we generate from the Novasome technology platform.

Economic conditions could severely impact us.

Current economic conditions may cause a decline in business and consumer spending which could adversely affect
our business and financial performance. Our operating results are impacted by the health of the North American
economies. Our business and financial performance, including collection of our accounts receivable, realization of
inventory, recoverability of assets including investments, may be adversely affected by current and future economic
conditions, such as a reduction in the availability of credit, financial market volatility and recession.

Adverse conditions in the economy and disruption of financial markets could negatively impact our customers and
therefore our results of operations.

An economic downturn in the businesses or geographic areas in which we sell our products could reduce demand for
these products and result in a decrease in sales volume that could have a negative impact on our results of operations.
Volatility and disruption of financial markets could limit our customers ability to obtain adequate financing or credit
to purchase and pay for our products in a timely manner, or to maintain operations, and result in a decrease in sales
volume that could have a negative impact on our results of operations. Additionally, economic conditions and market
turbulence may also impact our suppliers causing them to be unable to supply in a timely manner sufficient quantities
of product components, thereby impairing our ability to manufacture on schedule and at commercially reasonable
costs.

If the U.S. economy rapidly contracts or expands, we may have difficulty quickly scaling our operations in response,
which may negatively impact our business and financial position.

If we are unable to hire additional qualified personnel, our ability to grow our business may be harmed.

We will need to hire additional qualified personnel with expertise in nonclinical testing, government regulation,
formulation and manufacturing, sales and marketing and finance. We compete for qualified individuals with numerous
pharmaceutical and consumer products companies, universities and other research institutions. Competition for such
individuals is intense, and we cannot be certain that our search for such personnel will be successful. Attracting and
retaining qualified personnel will be critical to our success.
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If we fail to comply with the reporting obligations of the Exchange Act and Section 404 of the Sarbanes-Oxley Act
of 2002, or if we fail to achieve and maintain adequate disclosure controls and procedures and internal control
over financial reporting, our business results of operations and financial condition, and investors' confidence in
us, could be materially adversely affected.

As a public company, we are required to comply with the periodic reporting obligations of the Exchange Act
including preparing annual reports, quarterly reports and current reports. Our failure to prepare and disclose this
information in a timely manner could subject us to penalties under federal securities laws, expose us to lawsuits and
restrict our ability to access financing. In addition, we are required under applicable law and regulations to integrate
our systems of disclosure controls and procedures and internal control over financial reporting. Our management
assessed our existing disclosure controls and procedures as of December 31, 2011 and December 31, 2010, and our
management concluded that our disclosure controls and procedures were effective as of such time.

If we fail to achieve and maintain the adequacy of our disclosure controls and procedures and internal control over
financial reporting, we may not be able to ensure that we can conclude that we have effective disclosure controls and
procedures and internal control over financial reporting in accordance with the Sarbanes-Oxley Act of 2002.
Moreover, effective disclosure controls and procedures and internal control over financial reporting are necessary for
us to produce reliable financial reports and are important to help prevent fraud. As a result, our failure to satisfy the
requirements of Section 404 of the Sarbanes-Oxley Act of 2002 on a timely basis could result in the loss of investor
confidence in the reliability of our financial statements, which in turn could harm our business and negatively impact
the trading price of our Common Stock.

The pharmaceutical industry in which we operate is intensely competitive. We are particularly subject to the risks
of competition. For example, the competition we encounter may have a negative impact upon the prices we may
charge for our products, the market share of our products and our revenue and profitability.
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The pharmaceutical industry in which we operate is intensely competitive. The competition which we encounter has
an effect on our product prices, market share, revenue and profitability. Depending upon how we respond to this
competition, its effect may be materially adverse to us. We compete with:

the original manufacturers of the brand-name equivalents of our generic products; and

other generic drug manufacturers.

Most of the products that we are developing are either generic drugs or products without patent protection. These
drugs and products do not benefit from patent protection and are therefore more subject to the risk of competition than
patented products. In addition, because many of our competitors have substantially greater financial, production and
research and development ( R&D ) resources, substantially larger sales and marketing organizations, and substantially
greater name recognition than we have, we are particularly subject to the risks inherent in competing with them. For
example, many of our competitors may be able to develop products and processes competitive with, or superior to, our
own. Furthermore, we may not be able to successfully develop or introduce new products that are less costly than
those of our competitors or offer purchasers of our products payment and other commercial terms as favorable as
those offered by our competitors.

Our ability to market products successfully depends, in part, upon the acceptance of the products not only by
consumers, but also by independent third-parties.

Our ability to market generic pharmaceutical products successfully depends, in part, on the acceptance of the products
by independent third-parties (including pharmacies, government formularies, managed care providers, insurance
companies and retailers), as well as patients. In addition, unanticipated side effects or unfavorable publicity
concerning any of our products, or any brand-name product of which our generic product is the equivalent, could have
an adverse effect on our ability to achieve acceptance by managed care providers, pharmacies and other retailers,
customers and patients.

Risks Related to Our Securities

Shares of our Common Stock are relatively illiquid which may affect the trading price of our Common Stock.
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For the year ended December 31, 2011, the average daily trading volume of our Common Stock on the NYSE Amex
was approximately 16,000 shares. As a result of our relatively small public float, our Common Stock may be less
liquid than the stock of companies with broader public ownership. Among other things, trading of a relatively small
volume of our Common Stock may have a greater impact on the trading price for our shares than would be the case if
our public float were larger.

We have not paid dividends in the past nor do we expect to pay dividends in the foreseeable future, and any return
on investment may be limited to potential future appreciation on the value of our Common Stock.

We currently intend to retain any future earnings to support the development and expansion of our business and do not
anticipate paying cash dividends in the foreseeable future. Our payment of any future dividends will be at the
discretion of our Board of Directors after taking into account various factors, including without limitation, our
financial condition, operating results, cash needs, growth plans and the terms of any credit agreements that we may be
a party to at the time. To the extent we do not pay dividends, our stock may be less valuable because a return on
investment will only occur if and to the extent our stock price appreciates, which may never occur. In addition,
investors must rely on sales of their Common Stock after price appreciation as the only way to realize their
investment, and if the price of our stock does not appreciate, then there will be no return on investment. Investors
seeking cash dividends should not purchase our Common Stock.

If we fail to meet the continued listing standards of the NYSE Amex our Common Stock could be delisted and our
stock price could suffer.

On May 6, 2008, we were notified by NYSE Amex that we were below certain of the NYSE Amex continued listing
standards. Specifically, we are required to reflect income from continuing operations and/or net income in one of our
five most recent fiscal years and a minimum of $6 million in stockholders equity to remain listed on the exchange. We
had net income from continuing operations in our 2002 fiscal year, but had net losses and losses from continuing
operations in each of our 2003, 2004, 2005, 2006, 2007, 2008 and 2009 fiscal years. Our stockholders equity at June
30, 2010 was $4.9 million.

On June 8, 2008, we submitted a plan to NYSE Amex for compliance with the continued listing standards. On July
15, 2008, NYSE Amex notified us of its acceptance and granted us an extension until May 6, 2009 to regain
compliance subject to periodic review by NYSE Amex during the extension period.
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On March 13, 2009, we completed a $6,000,000 private placement offering with certain investment funds affiliated
with Signet Healthcare Partners, G.P. In recognition of our efforts in connection with the offering, NYSE Amex
granted us an extension from May 6, 2009 until May 31, 2009 to regain compliance with these continued listing
standards.

On June 19, 2009, we were notified by NYSE Amex that we had resolved its continued listing deficiencies and would
retain our status as a listed issuer on NYSE Amex. However, as of March 31, 2010, our stockholders equity had again
fallen below the $6 million threshold.

On May 25, 2010, we were notified by NYSE Amex that we were below certain of the NYSE Amex continued listing
standards. Specifically, we are required to reflect a minimum of $6 million in stockholders equity to remain listed on
the exchange. On June 24, 2010, we submitted a plan to NYSE Amex for compliance with the continued listing
standards, which included our plan to increase out stockholders equity through additional offerings.

On August 6, 2010, NYSE Amex notified us that it accepted our plan of compliance and granted us an extension until
February 25, 2011 to regain compliance with the continued listing standards. We were subject to periodic review by
NYSE Amex Staff during the extension period. On December 10, 2010, NYSE Amex notified us that we had resolved
our continued listing deficiencies referenced in its May 2010 letter, and that we were in compliance with the NYSE
Amex alternative listing standards, which require at least a $50 million market capitalization.

If we fail to meet the continued listing standards, our Common Stock could be delisted and our stock price could
suffer. A delisting of our Common Stock could negatively impact us by further reducing the liquidity and market price
of our Common Stock and the number of investors willing to hold or acquire our Common Stock, which could
negatively impact our ability to raise equity financing.

Our principal stockholders, directors and executive officers own a significant percentage of our stock and will be
able to exercise significant influence over our affairs.

Our current principal stockholders, directors and executive officers beneficially own approximately 68% of our
outstanding capital stock entitled to vote. As a result, these stockholders, if acting together, would be able to influence
or control matters requiring approval by our stockholders, including the election of directors and the approval of
mergers, acquisitions or other extraordinary transactions. They may also have interests that differ from yours and may
vote in a way with which you disagree and which may be adverse to your interests. This concentration of ownership
may have the effect of delaying, preventing or deterring a change of control of our company, could deprive our
stockholders of an opportunity to receive a premium for their Common Stock as part of a sale of our Company and
might ultimately affect the market price of our Common Stock.
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Our stock price is, and we expect it to remain, volatile and subject to wide fluctuations, which may make difficult
for stockholders to sell shares of Common Stock at or above the price for which they were acquired.

Our stock price is, and we expect it to remain, volatile, which could limit investors ability to sell stock at a profit.
During 2011, our stock closed at a low of $0.85 and a high of $1.80. The volatile price of our stock makes it difficult
for investors to predict the value of their investment, to sell shares at a profit at any given time, or to plan purchases
and sales in advance. A variety of factors may affect the market price of our Common Stock. These include, but are
not limited to:

publicity regarding actual or potential clinical results relating to products under development by our competitors or us;

delay or failure in initiating, completing or analyzing nonclinical or clinical trials or the unsatisfactory design or
results of these trials;

achievement or rejection of regulatory approvals by our competitors or us;

announcements of technological innovations or new commercial products by our competitors or us;

developments concerning proprietary rights, including patents;

developments concerning our collaborations;

regulatory developments in the U.S. and foreign countries;

economic or other crises, especially given the recent financial deterioration in the markets in which we compete, and
other external factors;
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stock market price and volume fluctuations of other publicly traded companies and, in particular, those that are in the
cosmetic, pharmaceutical and consumer products industry;

actual or anticipated sales of our Common Stock, including sales by our directors, officers or significant stockholders;

period-to-period fluctuations in our revenues and other results of operations;

speculation about our business in the press or the investment community;

changes in financial estimates by us or by any securities analysts who might cover our stock; and

sales of our Common Stock.
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In the past, securities class action litigation has often been instituted against companies following periods of volatility
in their stock price. This type of litigation, even if it does not result in liability for us, could result in substantial costs
to us and divert management s attention and resources.

If the holders of our Series A Convertible Preferred Stock, Series C Convertible Preferred Stock, options and
warrants to purchase Common Stock exercise their conversion rights, our Common Stock will be diluted.

We have outstanding shares of Series A Convertible Preferred Stock and Series C Convertible Preferred Stock, as well
as outstanding options and warrants to purchase shares of our Common Stock. If all or any number of these holders of
derivative securities were to exercise their conversion rights, our Common Stock would be substantially diluted,
which could negatively impact our stock price.

ITEM 1B.

UNRESOLVED STAFF COMMENTS

We are a smaller reporting company as defined by Rule 12b-2 of the Securities Exchange Act of 1934, as amended
(the Exchange Act ) and are not required to provide the information required under this item.

ITEM 2.

PROPERTIES

The Company s executive administrative offices are located in Buena, New Jersey, in a 23,000 square foot facility
built on 2.8 acres of land in 1995, which the Company owns. This facility is also used for production, product
development, marketing and warehousing for the Company s pharmaceutical, cosmeceutical and cosmetic products.
We believe this facility is in good operating condition for adequately serving our needs. The Company also owns four
acres of land adjacent to its main facility that can be used for future expansion.

ITEM 3.

LEGAL PROCEEDINGS
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We are involved from time to time in claims which arise in the ordinary course of business. In the opinion of
management, we have made adequate provision for potential liabilities, if any, arising from any such matters.
However, litigation is inherently unpredictable, and the costs and other effects of pending or future litigation,
governmental investigations, legal and administrative cases and proceedings (whether civil or criminal), settlements,
judgments and investigations, claims and changes in any such matters, and developments or assertions by or against us
relating to intellectual property rights and intellectual property licenses, could have a material adverse effect on our
business, financial condition and operating results.

ITEM 4.

MINE SAFETY DISCLOSURES

Not Applicable
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PART II

ITEM S.

MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

The Company has never paid cash dividends on its common stock ($.01 par value) and does not intend to pay cash
dividends on its common stock in the foreseeable future. Additionally, the Company s Credit Agreement with Amzak
Capital Management, LLC (as described below) prohibits the Company from declaring cash dividends with respect to
its capital stock, except as otherwise required by the Company s existing organizational documents. The principal
market for the Company s Common Stock is the NYSE Amex (symbol: IG ).

The following table shows the range of high and low prices on the NYSE Amex for the periods indicated:

High Lo
011
First quarter $1.80 $1.50
Second quarter 1.54 0.99
Third quarter 1.15 0.85
Fourth quarter 1.20 0.97
010
First quarter $0.83 $0.65
Second quarter 1.14 0.68
Third quarter 1.57 0.99
Fourth quarter 1.90 1.42

The approximate number of holders of record of the Company s Common Stock at March 21, 2012 was 610 (not
including stockholders for whom shares are held ina nominee or street name).

ITEM 6.

SELECTED FINANCIAL DATA
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We are a smaller reporting company as defined by Rule 12b-2 of the Securities Exchange Act of 1934, as amended
(the Exchange Act ) and are not required to provide the information required under this item.

ITEM 7.

MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATION

Forward-Looking Statements

This Management s Discussion and Analysis of Financial Condition and Results of Operation section and other
sections of this Annual Report on Form 10-K contain forward-looking statements that are based on current
expectations, estimates, forecasts and projections about the industry and markets in which the Company operates and
on management s beliefs and assumptions. In addition, other written or oral statements, which constitute
forward-looking statements, may be made by or on behalf of the Company. Words such as expects, anticipates,
intends, plans, Dbelieves, seeks, estimates, variations of such words and similar expressions are intended to i
such forward-looking statements. These statements are not guarantees of future performance, and involve certain
risks, uncertainties and assumptions, which are difficult to predict. (See Item 1A: Risk Factors above.) Therefore,
actual outcomes and results may differ materially from what is expressed or forecasted in such forward-looking
statements. The Company undertakes no obligation to update publicly any forward-looking statements, whether as a
result of new information, future events or otherwise.
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Company Overview

Strategic Overview

IGI is engaged in the formulation, development, manufacture and packaging of topical semi-solid and liquid products
for pharmaceutical, cosmeceutical and cosmetic customers. The Company s strategic plan is to build upon this
foundation by expanding into the prescription pharmaceutical arena. This strategy will be based upon three initiatives:
increasing the current contract manufacturing services business, developing a generic portfolio of formulations in
topical dosage forms, and creating unique opportunities around the Company s licensed Novasome® technology and
novel dosage forms.

The Company has structured a new management team to implement this plan. The team brings a wealth of experience
in the generic pharmaceutical industry to IGI. IGI s facilities and manufacturing equipment have been designed to
produce topical and liquid products and support the Company s target prescription dosage forms.

Contract manufacturing services will continue to be crucial to IGI s success. The customer base for these services is
pharmaceutical companies as well as cosmetic, cosmeceutical, and OTC product marketers who require product
development/manufacturing support. This is a highly-competitive market with a number of larger, greater-resourced
companies offering similar services. IGI looks to create niche opportunities for itself by providing high quality,
customer-oriented service.

IGI plans to build a prescription pharmaceutical portfolio in the specialty areas of topical dosage forms. This will be
accomplished through in-house formulation and development, and submission of ANDAs to the FDA. The entire
approval process can take 3-5 years before a product is approved, of which the FDA approval portion is approximately
18 - 36 months. The Company plans to submit multiple ANDAs each year. To date, IGI has submitted five ANDAs.
We filed one application in September 2010, January 2011 and December 2011, and we filed two applications in
November 2011. All of the submissions are for generic topical prescription drugs.

IGI has exclusive rights for the use of Novasome® technology in topical formulations and intends to pursue
collaboration opportunities with established pharmaceutical companies seeking to develop topical products with
unique properties. In addition, the Company will explore line extension opportunities through innovative packaging or
alternate dosage forms of existing pharmaceutical molecules.

Results of Operations
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2011 Compared to 2010

The Company had a net loss of $3,007,000, or $(0.08) per share, in 2011 compared to a net loss attributable to
common stockholders of $4,707,000, or $(0.20) per share, in 2010 which resulted from the following:

For the years ended
Revenues December 31, 2011 December 31, 2010 8 change Y% change

(in thousands)

Product Sales, net $6,729 $5,163 $ 1,566 30 %
Research and Development Income 921 666 255 38 %
Licensing and Royalty Income 100 248 (148) (60)%
Other Income 56 17 39 229 %
Total Revenues $ 7,806 $ 6,094 $1,712 28 %

The increase in product sales for the year ended December 31, 2011 as compared to the same period in 2010 was
primarily due to increased annual product sales to the Company s major customers and product sales to new customers.
Research and development income will not be consistent and will vary, from period to period, depending on the
required timeline of each development project. The increase in research and development income during the year
ended December 31, 2011 as compared to the same period in 2010 is attributable to new customer relationships and
their desire to have the Company develop, manufacture and package their new products or line extensions and the
continued strong relationships with our current customer base. Licensing and royalty income decreased due to the
decrease in sales of Novasome based products marketed by our licensees. The Company believes the loss of certain
royalties is related to the normal life cycle of the products and that certain royalties of the Company may continue to

decline.
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For the years ended
Cost of Sales December 31, 2011 December 31, 2010 8 change Y% change

(in thousands)

Cost of Sales $ 5,546 $4,989 $ 557 11%

Cost of sales increased by approximately $557,000 for the year ended December 31, 2011 as a result of the increase in
product sales by 30%. We also had a decrease of approximately $179,000 in the reserves for products that the
Company is no longer producing and obsolete and expired inventory for the year ended December 31, 2011. Cost of
sales as a percentage of product sales was 82% for the year ended December 31, 2011 as compared to 97% for the
year ended December 31, 2010. We expect cost of sales as a percentage of revenue to decline over time.

For the years ended
Operating Expenses December 31, 2011 December 31, 2010 8 change % change

(in thousands)

Selling General and Administrative Expenses $ 3,078 $ 3,226 $(148) 5)%
Product Development and Research Expense $2,151 $1,510 $ 641 42 %

Selling, general and administrative expenses for the year ended December 31, 2011 decreased as compared to the
same period in 2010 due to a decrease of $120,000 in salaries and related costs, a decrease of $69,000 in employees
compensation payable in stock, a decrease of $115,000 in professional fees, a decrease in travel related expenses of
$97,000 and a decrease of $21,000 in listing fees, offset by an increase in consulting fees of $173,000, an increase of
$30,000 in recruiting fees, an increase of $23,000 in the expense from the issuance of stock options and an increase of
$23,000 in board fees. As we continue to increase our development activities and prepare to market our own products,
we would expect operating expenses to increase over time.

As the Company created its pharmaceutical foundation, transitioning from a contract manufacturer to a generic topical
pharmaceutical company, product development and research expenses for the year ended December 31, 2011
increased as compared to the same period for 2010 as follows. Consistent with our strategy to create our
pharmaceutical foundation, we increased spending on clinical studies, outside testing and supplies by $458,000,
increased the headcount in the Quality Analytical Department, which resulted in an increase of $171,000 in salaries
and related costs and increased consulting fees by $100,000. These increases were partially offset by a decrease in a
decrease in compensation payable in stock of $84,000 and a decrease in professional fees of $38,000.

For the years ended
Interest income (expense), net December 31, 2011 December 31, 2010 3 change % change

(in thousands)

Interest Income and Other Income, net $ 17 $ 4 $ 13 325%
Interest Expense $281 $13 $268 2062%
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Interest income increased for the year ended December 31, 2011 as compared to the same period in 2010 due to higher
average cash balances in 2011. Interest expense increased for the year ended December 31, 2011 as compared to the
same period in 2010 due to amortization of debt issuance costs of $161,000 and interest expense of $110,000 for the
year ended December 31, 2011 and the fact that $500,000 of the Notes Payable Related Party (See Note 6 to our
Consolidated Financial Statements) was drawn down in March 2011, and there was no debt outstanding during the
year ended December 31, 2010.

For the years ended
Income Taxes December 31, 2011 December 31, 2010 8 change Y% change

(in thousands)

Income Taxes $ 226 $217 $9 4%

The tax benefit of $226,000 in 2011 and $217,000 in 2010 was the result of a sale of a portion of the Company s state
tax operating loss carry forwards to a third party, pursuant to a program run by the State of New Jersey. There can be
no assurance of continuation.
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For the years ended
Net loss attributable to common stockholders December 31, 2011 December 31, 2010 $ change % change

(in thousands, except per share numbers)

Net loss attributable to common stockholders $(3,007) $(4,707) $(1,700) (36)%
Net loss per share $ (0.08) $ (0.20) $ (0.12) (60)%

The decrease in net loss attributable to common stockholders for the year ended December 31, 2011 as compared to
the same period in 2010 is due to the preferred stock dividends of $1,284,000 in 2010, which did not occur in 2011
offset by the increase in Revenues and the increase in Costs and expenses and Interest Expense noted above.

Liquidity and Capital Resources

The Company s business operations have been primarily funded over the past three years through private placements
of our capital stock. As described more fully in Notes 6, 8, 9 and 10 to our Consolidated Financial Statements, we
raised an aggregate of $7,213,000 through private placements of equity with accredited investors in 2010 and
$5,304,000 in 2009 principally from private equity investors. In 2010, we also entered into a $3,000,000 line of credit.
The Company may require additional funding and this funding will depend, in part, on the timing and structure of
potential business arrangements. If necessary, the Company may continue to seek to raise additional capital through
the sale of its equity or through a strategic alliance with a third party. There may also be additional acquisition and
growth opportunities that may require external financing. There can be no assurance that such financing will be
available on terms acceptable to the Company, or at all. We believe that our existing capital resources including the
recently completed line of credit and private placement detailed below will be sufficient to support our current
business plan beyond March 2013.

On December 21, 2010, we entered into a Credit Agreement with Amzak Capital Management, LLC pursuant to
which Amzak has agreed to extend a $3,000,000 credit facility to the Company. The Company had no amounts
outstanding under the facility at December 31, 2010. The Company drew down $500,000 in principal amount in
March 2011. To secure payment of the amounts financed under the Credit Agreement, the Company has granted to the
Lender a security interest in and against, generally, all of its tangible and intangible assets, except intellectual
property, pursuant to that certain Pledge and Security Agreement with the Lender dated December 21, 2010. In
addition, the Company has pledged to the Lender its equity interests in IGEN, Inc., one of the Company s
wholly-owned subsidiaries.

On December 8, 2010, we completed the sale of 5,909,087 shares of the Company s common stock, $0.01 par value
per share, to several accredited investors, as defined in Rule 501 of Regulation D under the Securities Act of 1933, as
amended at a price of $1.10 per share, or an aggregate of approximately $6,500,000. The Company paid placement
agent fees of $650,000 and issued warrants to purchase 354,546 shares of Common Stock at $1.21 per share. The
Common Stock and the warrants were issued in reliance upon the exemption from registration provided by Section
4(2) of the Securities Act and Rule 506 promulgated thereunder.
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On March 29, 2010, the Company completed a $1,550,000 private placement with certain investors, including
investment funds affiliated with Signet Healthcare Partners, G.P. and Jane E. Hager, which we refer to as the Series C
Offering. As part of the Series C Offering, the Company issued 1,550 shares of Series C Convertible Preferred Stock.
The Series C Convertible Preferred Stock has a par value of $0.01 per share and the holders are entitled to quarterly
dividends at an annual rate of 5%, when and if declared by the Board of Directors. Furthermore, each share of Series
C Preferred Stock is convertible into shares of common stock equal to (i) 1,000 plus any accrued and unpaid
dividends, divided by (ii) $0.69 (the closing price of the Company s common stock on the date of issuance of the
Series C Convertible Preferred Stock).

The Company's operating activities used $2,394,000 of cash during the year ended December 31, 2011 compared to
$3,013,000 used in the comparable period of 2010. The use of cash for the year ended December 31, 2011 and for the
same period of 2010 was substantially a result of the net loss for the period offset by non-cash expense items.

The Company s investing activities used $350,000 of cash in the year ended December 31, 2011 compared to $195,000
of cash used in investing activities in the comparable period of 2010. The funds used for the year ended December 31,
2011 were for additional equipment and related services for the analytical and production area, and the funds used for
the year ended December 31, 2010 were for additional equipment and related services for the analytical area.

The Company's financing activities provided $542,000 of cash in the year ended December 31, 2011 compared to
$7,200,000 provided in the year ended December 31, 2010. The cash provided for the year ended December 31, 2011
was mainly the proceeds from the drawdown of the Note Payable Related Party as more fully described in Note 6 to
our Consolidated Financial Statements. The cash provided for the year ended December 31, 2010 was primarily the
proceeds of the sale of the Company s common stock as more fully described in Note 10 to our Consolidated Financial
Statements and the Series C Convertible Preferred Stock financing as more fully described in Note 9 to the our
Consolidated Financial Statements.
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The Company s principal sources of liquidity are cash and cash equivalents of approximately $2,914,000 at December
31, 2011, the $2,500,000 available on the $3,000,000 credit facility detailed in Note 6 and future cash from operations.
The Company had working capital of $4,370,000 at December 31, 2011.

Recent Pronouncements

There were no new accounting pronouncements for the twelve months ended December 31, 2011 that have a material
impact on the Company s consolidated financial statements.

Critical Accounting Policies and Estimates

The SEC defines critical accounting policies as those that require application of management s most difficult,
subjective or 