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Indicate by <check mark if there is no disclosure herein of
delinquent filers pursuant to Item 405 of Regulation S-B, and if, to the

best of registrant's know edge, no disclosure wll be contained in
definitive proxy or information statements incorporated by reference in
Part 1l of this Form 10-KSB or any amendnent to this Form 10-KSB. [ X]

The Registrant's revenues for the fiscal year ended Decenber 31
2001 were $9, 583, 682.

On March 1, 2002 the aggregate narket value of the Registrant's
Common Stock (based upon the closing sales price of such shares on the
American Stock Exchange as reported in The Wall Street Journal) held by
non-affiliates of the Registrant was approximtely $14, 186, 525 ( Aggregate
mar ket value has been estimated solely for the purposes of this report.
For the purpose of this report it has been assuned that all officers and
directors of the Registrant are affiliates of the Registrant and no
person, other than Alfred R G obus, is an affiliate by virtue of his
st ockhol di ngs. The statenents nade herein shall not be construed as an
adm ssion for determning the affiliate status of any person.)

As of March 1, 2002 the Registrant had issued 4,932,639 shares
of Common Stock, $.10 par value per share ("Common Stock"), of which
4,870,439 shares were outstandi ng and 62,200 held as Treasury stock as of
t hat date.

Transitional Small Business Disclosure Format (check one):
Yes [ ] No [X]

DOCUMENTS | NCORPORATED BY REFERENCE:

Certain information required by Part 11l (portions of Item9, as
well as Items 10 and 11) is incorporated by reference to the Registrant's
definitive proxy statement (the "2002 Proxy Statenment”) in connection
with its 2002 annual neeti ng of stockholders, which is to be filed no
later than April 30, 2002 with the Securities and Exchange Conm ssion
pursuant to Regulation 14A of the Securities Exchange Act of 1934, as
amended.

Cover Page 2 of 2 Pages



<PAGE>

This annual report on Form 10-KSB contains both historical and
"forward-1ooking statenents” within the meaning of the Private Securities
Litigation Reform Act of 1995 which provides a safe harbor for
forward-1 ooking statenments by the Registrant about its expectations or
beliefs concerning future events, such as financial performance, business
prospects, and simlar matters. The Regi strant desires to take advantage
of such "safe harbor" provisions and is including this statenent for that
express purpose. Whrds such as "anticipates", "believes", "expects"
"intends", “"future", and simlar expressions identify forward-I| ooking
statenments. Any such "forward-| ooking" statenments in this report reflect
the Registrant's current views wth respect to future events and
financial performance, and are subject to a variety of factors that could
cause Registrant's actual results or performance to differ nmaterially
fromhistorical results or fromthe anticipated results or performnce
expressed or inplied by such forward-1ooking statenents. Because of such
factors, there can be no assurance that the actual results or
devel opments antici pated by the Registrant wll be realized or, even if
substantially realized, that they will have the anticipated results. The
ri sks and uncertainties that may affect Registrant's business include,
but are not limted to: economc conditions, gover nment al regul ati ons,
technol ogi cal advances, pricing and conpetition, acceptance by the
mar ket pl ace of new products, retention of key personnel, the sufficiency
of financial resources to sustain and expand Regi strant's operations, and
other factors described in this report and in prior filings wth the
Securities and Exchange Conm ssion. Readers should not place undue
reliance on such forward-|ooking statenents, which speak only as of the
date hereof, and should be aware that except as nay be otherw se legally
required of Registrant, Registrant wundertakes no obligation to publicly
revise any such f or war d- 1 ooki ng statenents to reflect events or
circunstances that may arise after the date hereof.

PART |
Item 1. Description of Business
(a) General Devel opnent of Business

The Registrant is a Del aware corporation that conducts research,
product devel opnment, manufacturing and marketing of cosnetic ingredients,

personal and health care products, pharmaceuticals, and specialty
i ndustrial products. The Registrant also distributes a Iine of over 3,000
fine organic chem cal s, research chem cals, test sol utions, i ndi cators,

dyes and reagents through a wholly owned subsidiary.
The Regi strant operates in two business segnents:

(1) The Guardian Laboratories Division ("Guardian") conducts
research, product developnment, manufacturing and marketing of cosmetic
i ngredi ents, personal and health care products, pharmaceuticals, and
specialty industrial products. The Research and Devel opnment Department of
Guardi an engages in research and devel opment in the fields of cosnetics,
health care products, and specialty industrial chem cal products, for the
pur pose of devel opi ng new products, and refining existing products that
will be marketed or |icensed by Guardian. Many of the products
manuf act ured by Guardian, particularly its LUBRAJEL(R) |ine of products,
are marketed worldwide through a network of distributors, and are
currently used by many of the major nultinational cosnetic conpanies.
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The Regi strant presently has a broad range of products, sone
of which are currently marketed, sonme of which are marketable but are not

currently marketed by the Registrant, and some of which are still in the
devel opmental stage. O the products being actively marketed, the two
| argest product |ines are Registrant's LUBRAJEL(R) line of cosnetic

i ngredi ents, which accounted for approximtely 59% of the Registrant's
sales in 2001, and its RENACIDIN(R) | RRIGATION, a pharmaceutical product
that accounted for approximately 17% of the Registrant's sales in 2001.
The Registrant actively seeks other conpanies as potential marketers for
its products, particularly for those products that are not yet being
actively marketed by the Registrant.

(2) Eastern Chem cal Corporation ("Eastern"), a wholly-owned
subsidiary of the Registrant, distributes an extensive line of fine
organi ¢ chenicals, research chemnicals, test solutions, i ndi cators, dyes,
stains, and reagents. Since the Registrant's business activities and
marketing efforts over the past several years have focused increasingly
on the Guardian division, which the Registrant believes has greater
growth potential, the Registrant is in the process of reducing Eastern's
inventory levels in order to make the subsidiary nore marketable in the
event Registrant decides to sell the Eastern operation at sonme future
date. Registrant believes that if the Registrant were to sell Eastern,
the 1 oss of revenue fromthat subsidiary would not significantly inpact
the Registrant's net incone.

(b) Narrative Description of Business
Guar di an Laboratories Division

Guar di an conducts research, product devel opnent, rmanufacturing
and marketing of many different personal care products, pharmaceuticals,
medi cal devices, health care products, cosnetic bases, and proprietary
specialty chem cal pr oduct s, all of which are developed by the
Regi strant, and many of which have wunique properties. The products
manuf actured by Guardian are marketed through nmarketing partners,
distributors, direct advertising, mai | i ngs, and trade exhibitions.
Guardian's proprietary cosnmetic and specialty chem cal products are sold
through nmarketing partners and distributors and are incorporated into
products marketed by many of the major international cosmetic conpanies.
Many of Guardian's products are marketed through coll aborative agreenents
with |arger conpanies. The pharmaceutical products are sold to end users
primarily through drug whol esal ers and surgical supply houses. There are
al so indirect sales to the Veteran's Adm nistration and ot her governnent
agencies, and to sone hospitals and physicians.

During 2001, Guardian's sal es accounted for approxi mately 85% of
Regi strant's total product sales.

Guardian's products are sold under trademarks or trade nanes
owned by the Registrant. The nmarks for the nost inportant products,
LUBRAJEL and RENACIDIN, are registered as trademarks in the United States
Patent and Trademark Office ("Patent O fice"). |In 2001 sales fromthese
two product lines accounted for approximately 89% of Guardian's sales,
and 76% of the sales of the Registrant as a whole.
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LUBRAJEL

LUBRAJEL is a |line of nondrying water-based npoisturizing and
lubricating gels that have applications in the cosnetic industry
primarily as a noisturizer and as a base for other cosmetic products, and
in the nmedical field primarily as a lubricant. |In the cosnetic industry
it is used primarily as a stable gel for application around the eyes and
on the face and as an ingredient in skin creanms and npoisturizers, nmakeup,
body | oti ons, hair preparations, sal ves, and ointnents. As a nedical
lubricant it has been used on prelubricated enenmn tips and thernoneters,
and as a lubricant for catheters. During 2001, sal es of LUBRAJEL products
decreased 13. 7% from $6,542,880 in 2000 to $5, 649,557 in 2001. Sal es of
LUBRAJEL products represented 70% of Guardian's sales and 59% of the
sales of the Registrant as a whole. The npbst inportant product in the
LUBRAJEL I|ine in 2001 was LUBRAJEL CG (the original formof LUBRAJEL),
whi ch decreased in sales from $2,175,097 in 2000 to $1, 951,990 in 2001, a
decrease of 10% Sales of the second |argest revenue producer in the
Lubr aj el i ne, LUBRAJEL WS, decreased 33% from $1,730,202 in 2000 to
$1, 161,907 in 2001. Sales of LUBRAJEL O L, another inportant product in
the LUBRAJEL 1line, decreased 12% from $651,456 in 2000 to $571,291 in
2001. The Regi strant believes that the decrease in LUBRAJEL sal es was the
result of (a) an overall decline in sales of personal <care products in
whi ch the Lubrajel products are used, as a result of the global economc
decline in 2001, and (b) an effort on the part of sonme of Registrant's
custoners to maintain lower inventory levels at the end of 2001. It is
too soon for Registrant to determ ne whether any or all of the decline
was due to | oss of custoners.

Regi strant believes that Registrant's ability to increase sales
of its LUBRAJEL products will depend on (a) the ability of Registrant's
marketing partners and distributors to continue to bring the product to
the attention of new custoners, and (b) Registrant's success in bringing
to market a new formof LUBRAJEL that is «currently under devel opnent.
Regi strant believes that there is still significant potential to increase
sales in certain territories that have only been devel oped recently, such
as Asia, and in particular, China. Any sales increases may be offset
sonmewhat by continuing conpetition from products i ntroduced by
Regi strant's conpetitors. Despite this conpetition Registrant believes
that it will still be able to expand the market for its LUBRAJEL product
line. Registrant believes that LUBRAJEL'S reputation for quality and
custoner service will enable it to continue to conpete effectively in the
mar ket pl ace.

RENACI DI N

RENACIDIN is a urological prescription drug used primarily to
prevent the formation of and to dissolve calcifications in catheters
inplanted in the urinary bladder. It is marketed as a ready to use 10%
sterile solution wunder the nanme "RENACID N |RRI GATION'. RENACI DI N
| RRI GATION is al so approved for use in dissolving certain types of kidney
st ones. On Cctober 9, 1990, the Patent Ofice issued to the Registrant a
patent covering the nethod of manufacturing RENACIDIN |IRRI GATION. Sal es
of RENACIDIN | RRI GATION in 2001 accounted for 20% of Guardi an's sal es and
17% of the sales of the Registrant as a whole. Sales of RENACID N
| RRIGATION in 2001 increased slightly from $1,566,068 in 2000 to
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$1,606,498 in 2001. This increase was the result of a price increase in
April 2000 that affected the entire 2001 fiscal year but only two-thirds
of the 2000 fiscal year.

Ot her Products

Ot her significant products that are nmanufactured and sold by
Guardian but which did not individually conprise nore than 5% of the
Regi strant's sales in 2001 are as foll ows:

CLORPACTIN(R) WCS-90 is a mcrobicidal product used primarily in
urology and surgery as an antiseptic for treating a wide range of

| ocalized infections in the wurinary bladder, the peritoneum t he
abdom nal cavity, the eye, ear, nose and throat, and sinuses. The product
is a white powder that is nade into a |liquid prior to use. It is a

power f ul di sinfectant, fungicide, deodori zer, bl each, and detergent.
Sal es of CLORPACTIN decreased slightly from $303,814 in 2000 to $297, 414
in 2001 due to normal year to year fluctuations.

KLENSOFT(TM is a surfactant that can be used in shanpoos, body
washes, makeup renovers, and other cosnetic formulations. The primary
custoner for Klensoft over the past few years has been in Taiwan, and
over the past few years there have been a few new custoners for the
product in the United Kingdom France and Korea. Klensoft sal es declined
significantly from $240,102 in 2000 to $38,788 in 2001 due to a
significant decline in demand fromthe main custonmer for the product in
Tai wan. Based on initial sal es for 2002, which in January al one al npst
equal ed all of 2001, Registrant believes that Klensoft sales will once
again increase in 2002 based on renewed sales to the mpjor custoner in
Taiwan. Registrant also believes that the extreme vyear to year sales
fluctuations for this product are the result of erratic inventory control
and poor sales forecasting on the part of the mpjor custonmer for this
pr oduct .

LUBRAJEL PF is a preservative-free formof LUBRAJEL currently
bei ng marketed primarily by Societe D Etudes Dermatol ogi ques ("Sederm")
under the tradename "Norgel". Sederma is the Registrant's distributor of
LUBRAJEL in France and a major European cosnetic supplier. It is also
di stributed by some of Registrant's other marketing partners under the
name LUBRAJEL PF. Tests conducted by Sederma indicated that the product
sel f-preserved, and aided in the preservation of other cosnetic
ingredients with which it was fornul ated. Sales of Lubrajel PF declined
from $211,260 in 2000 to $138,880 in 2001, a decrease of 34% (these sales
are already included in the total Lubrajel sales figure nentioned
previously). Registrant believes that this decrease is attributable both
to a reduction in demand for this product as well as the timng of
orders.

CONFETTI (TM || DERVMAL DELIVERY FLAKES is a new product line
i ntroduced in 2000 to replace a previous product line, CONFETTI DERMAL
ESSENTI ALS. That product Iline, which had been introduced in 1996,

i ncorporated various functional oil-soluble ingredients into colorful
flakes that <could be added to and suspended in various water-based
products. The product color and ingredients could be custom zed to neet
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the needs of individual custoners. Sales of this previous product line
declined from $170,381 in 1999 to $63,936 in 2000 as a result of the
i nconpatibility of the product with certain cosnmetic formulations, which
limted its use. In 2000 the Registrant reformulated this product and
late in the year introduced CONFETTI |1 DERMAL DELI VERY FLAKES into the
cosnetic market. This inmproved product has much broader conpatibility,
enabling it to be incorporated into cosnmetic formulations with which it
was previously inconpatible. As a result of the inproved fornulation,
sales of all types of CONFETTI in 2001 increased to $214,863, an increase
of 236% over 2000. Since nore than half of the 2001 sales were to a
custoner that is not expected to purchase additional product in 2002,
Regi strant cannot yet project whether or not CONFETTI sales in the next
fiscal year will equal or exceed the sales level of 2001

LUBRAJEL RR and RC are special grades of LUBRAJEL that can
withstand sterilization by ganm radiation, which is one of the nethods
of termnally sterilizing medical and hospital products. On April 11,
1995, the Registrant was granted a U.S. patent for this unique form of
LUBRAJEL. In Septenber, 1994 the Registrant entered into a marketing
agreenent with Horizon Medical, Inc., a California conpany engaged in the
devel opment and manufacturing of products and services to the nedica
devi ce and pharnmaceutical industries. Horizon has been actively marketing
LUBRAJEL RC since January, 1996. Sales of LUBRAJEL RC and RR decreased by
9% from $580,220 in 2000 to $528,295 in 2001 (these sales are already
included in the total Lubrajel sales figure nmentioned previously).

Ot her products that do not have significant sales at the present
time but have the potential for increased sales in the future, and whi ch
as a group constituted approximately 4% of Registrant's sales in 2001
are as foll ows:

LUBRASI L and LUBRASIL DS are special types of LUBRAJEL in which
silicone oil is incorporated into a LUBRAJEL base by mi croenul sification,
whi |l e mai ntai ning much of the clarity of regular LUBRAJEL. The products
have a silky feel, and are water resistant while noisturizing the skin.

RAZORI DE(TM is a clear, water-based, surfactant and soap-free
shaving product with excellent lubricity and noisturizing properties.
Registrant is currently selling this product in bulk to two conpanies
marketing it as a shaving product, one in an institutional market, and
the other in a health care market.

UNITWX(R) is a cosnetic additive used as a thickener for oils
and oil-based liquids. It is a proprietary, unpatented product that does
not require government approval to market. A new form of Unitw x was
introduced in fiscal year 2000. Sales in 2001 were nore than double the
sal es of the previous year.

DESELEX(R) is a replacenment for phosphates in detergents.

B-122(TM and a related product, LUBRASLIDE(TM), are powdered
lubricants used in the manufacture of cosnetics such as pressed powders,
eye liners, and rouges. They are used as binders for these products,
increasing their drop strength and lowering the coefficient of friction
and water-repellency. Sales are expected to increase in 2002 due to a new
customer for B-122.
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FOAMBREAKER(TM) is a defoamer for cleansing solutions in the
el ectroplating, painting, and electronics industries. The product does
not |eave the typical "fish-eye" residues associated wth silicone
defoaners. It is an industrial product that does not require governnenta
registrations or approvals. It is an unpatented, proprietary product.

ORCHI D COWPLEX(TM is a successor product to our previous Ol of
Orchids product and is base for skin creans, | oti ons, cl eansers, and
ot her cosnetics. This product is an extract of fresh orchids, nodified by
extract ants, stabilizers, and preservatives, and is characterized by its
excellent lubricity, spreadability and light enolliency. Because of its
al cohol solubility it may also be used in fragrance products such as
perfumes and toiletries. Its light emolliency | ends use in shanpoos, bath
products and facial. <cleansers. It is also a superior emollient for
sunscreens, vitamn creans, toners and skin seruns. It is sold in two
forms, water-soluble and oil soluble. It is too early to project sales as
the product was introduced in the fourth quarter of 2001.

Devel opnent Activities

Guardi an's Research and Devel opnent Departnment has devel oped a

| arge nunber of products that can be used in many different industries,
i ncluding the pharmaceutical, medi cal , cosnetic, health care, and
specialty chemical industries. These products are in various stages of

devel opment, sonme being currently nmarketable and sone being in the very
early stages of developnment requiring a substantial anount of devel opnent
work to bring themto market. New uses for currently marketed products
are also being developed. Once a product is created, the initial
devel opment work on it may consist of one or nore of the follow ng: (a)
| aboratory refinenments and adjustnents to suit the intended uses of the
product; (b) stability studies to determ ne the effective shelf-life of
the product and suitable storage and transportation conditions for the
product; and (c) | aboratory efficacy tests to determ ne the effectiveness
of the product under different conditions.

After the Research and Devel opnent Departnment has conpleted its
initial work on a product and is satisfied with the results of that work,
further devel opnent work to bring the product to market will continue,
including some or all of the following: (a) animl and human clinica
studi es needed to deternmine safety and effectiveness of drug or nedical
devi ce products, which would be needed for subnissions to the appropriate
regul atory agenci es, such as the United St at es Food and Drug
Adm nistration ("FDA") or the United States Environnental Protection
Agency ("EPA"); (b) preparatory work for the filing of |Investigationa
New Drug Applications or New Drug Applications; (c) market research to
determine the marketability of the product, including the potenti al
mar ket size and nost effective nmethod of marketing the product; (d)
scaling up from |l aboratory production batches to pilot batches, and then
to full scale production batches, including the determ nation of the type
of equi pnment necessary to produce the product; (e) upgrading or
purchasing new equipnment to mnufacture the products; and (f) the
negotiation of joint venture or distribution agreenents to devel op and/or
mar ket the product. Sone of the foregoing work may be done by outside
contractors.
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Whil e there can be no assurance that any particular project wll
result in a new marketable product or a comercially successful product,
the Registrant believes that a nunber of its developnment projects,
i ncludi ng those di scussed bel ow, may have commerci al potential.

LUBRAJEL

1) Registrant's mjor research project at the current tinme is
the devel opnment of a new form of Lubrajel that will enable it to be used
in low pH and salt formulations. The current form of Lubrajel, as well as
the conpetitive products to Lubrajel, cannot be used to gel |ow pH or
sal t - cont ai ni ng formul ati ons. Regi st r ant believes that if it s
successful it will open up significant new markets for the Lubrajel
products. Several prototype products are now being tested, and Regi strant
is optimstic that it will be successful in devel oping this new product.

2) Prelimnary studies indicated that LUBRAJEL may help to
accel erate the healing of wounds, such as |leg ulcers, when applied daily
and used in conjunction wth a Spandex or simlar bandage. Horizon
Medical, Inc. (see "LUBRAJEL RR" discussion above) had done sonme work
with the product for this use, and received authorization fromthe FDA to
mar ket the product as an accessory to a medical device for specific wound
heal i ng uses. Registrant believes that an additional study done on a
| arger group of patients is warranted, but will not be proceeding further
on this project until it can |ocate a partner to assist with the funding.
Ot her conpanies in this market have been working i ndependently on the use
of Lubrajel as a wound heal ing agent.

3) The Registrant is continuing to work on a project wth a
gl obal personal care products conpany based in the United Kingdom for the
use of LUBRAJEL FLUI D, a nmodified formof LUBRAJEL, in a globally
mar ket ed consuner health product. The exact nature of this project cannot
yet be disclosed due to confidentiality agreenments between the Regi strant
and this U K conpany. In 2000 the Registrant began to ship small
quantities of product, but full- scale marketing wll not begin unti
t hat conpany resolves some packaging issues, which is not expected to
occur until the second half of 2002.

CLORONI NE

Cloronine is a powerful disinfectant, germ ci de, and sanitizer
for di sinfecting medi cal and surgi cal instruments and equi pnent
(particularly wher e autocl aves are not avail able), and for the
purification of water supplies. The product had been approved for certain
uses in France and Canada, and is still being sold in Canada. Before this
product can be marketed in the United States for any purpose, additional
tests will have to be done to determne if the product can be registered
with the EPA as a sterilant or germcide. These tests would conprise
| aboratory mcrobiological studies, conpatibility studies, and specific
studies on its intended uses. The product will also have to be registered
with the FDA as an accessory to a nedical device. Neither registration
process has yet begun. Due to the expense and tinme required, the
Regi strant hopes to work jointly with other conpanies to obtain these
regi strations. The Registrant was granted two patents for this product.
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CLORPACTI N

The Registrant has just conpleted a prelimnary clinical trial
to determine the effectiveness of Clorpactin in the treatnment of
periodontal disease. The initial test was perfornmed at the School of
Dent al Medicine at Boston University. Registrant is currently awaiting
the final report fromthose tests. |If the test results are positive,
Regi strant will either proceed on its own to do further clinical testing,
or will resune its previous efforts to locate a partner to work with it
on this project. Regulatory approvals would be needed in order to market
the product for this new use.

ANTI - VI RAL COMPOUND

Regi strant is working wth a conmpany that has developed a new
anti-viral conmpound and has requested the assistance of the Registrant in
devel oping a water-based gel base to carry the product. Because of
Regi strant's | ong experience in devel oping water-based gels, Registrant
believes that it is in an excellent position to develop a suitable
carrier for the product. If Registrant is successful, it would supply the
base product and incorporate their anti-viral conpound. \hile the market
potential for this product is very significant, regulatory approvals
woul d be needed before the product could be nmarketed. As a result, even
if Registrant is successful in developing this product it does not
antici pate any revenue being generated for several years.

Trademar ks and Patents

The Registrant strongly believes in protecting its intell ectual
property and i ntends whenever possible to make efforts to obtain patents
in connection wth its product developnent program The Registrant
currently owns many United States patents relating to its products. The
Regi strant has patent applications pending with respect to a number of
its research and developnment products. Patents fornerly held by the
Regi strant on certain products have expired. There can be no assurance
that any patents held by the Registrant wll be valid or otherw se of
value to the Registrant or that any patent applied for will be granted.
However, the Registrant believes that its proprietary manufacturing
techni ques and procedures with respect to certain products offer it sonme
protection from duplication by conpetitors regardless of the patent
status of the products.

The various trademarks and trade nanes owned or used by the
Registrant in Guardian's business are of varying inportance to the
Regi strant. The nost significant products for which the Registrant has a
regi stered trademark are LUBRAJEL, RENACI DI N, and CLORPACTI N.

Set forth belowis a table listing certain information wth
respect to all unexpired U S. patents held by the Registrant:
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<TABLE>
<CAPTI ON\>
PATENT NAME PATENT # | SSUE DATE EXPI RATI ON
DATE
<S> <C <C <C
Treat nent of Hazardous Waste 4,581, 130 4/ 8/ 86 4/ 8/ 03
Treat ment of Hazardous Materials; Dehal ogenation 4,601, 817 7/ 22/ 86 7/ 22/ 03

wi th sodi um copper-1ead all oy

Treat ment of Hazardous Waste - ternary alloy and oil 4, 695, 400 9/ 22/ 87 9/ 22/ 04
slurry thereof; sodium copper, |ead

| odophor; Pol yet hyl ene @ ycol Al kylaryl-sulfonate 4,873,354 10/ 10/ 89 10/ 10/ 06
| odi ne conpl ex

Thermal Resistant M crobial Agent ("C oronine") 4,954, 316 9/ 4/ 90 9/ 4/ 07

Met hod of Preparing Tinme-Stable Solutions of Non- 4,962, 208 10/ 9/ 90 10/ 9/ 07
Pyrogeni ¢ Magnesi um d uconocitrate ("Renacidin
Irrigation")

Use of dorpactin for the Treatnment of Aninal 4,983, 634 1/ 8/ 91 1/ 8/ 08
Mastitis & the applicator used in that treatnent
(owned jointly by the Registrant and Diversey Ltd.)

| odophor; biocide; reacting polyethyl ene glycol, 5,013, 859 5/7/91 5/ 7/ 08
al kyl aryl sul fonate and | odi ne wat er-propyl ene gl ycol
sol vent refl uxing

Stabilized Beta Carotene 5, 023, 355 6/11/91 6/ 11/ 08

Stabl e, Active Chlorine Containing Anti-nicrobial 5,128, 342 717192 7/ 7/ 09
Conposi tions ("C oronine")

Ganma Radi ati on Resistant Lubricating GCel 5, 405, 622 4/ 11/ 95 4/ 11/ 12

Delivery systemfor oil soluble actives in cosnetic/ 6,117, 419 9/ 12/ 00 9/ 12/ 17
personal care products

M croenul sion of silicone in a water-based gel that 6, 348, 199 2/ 19/ 02 2/ 19/ 19
forms a clear, transparent, highly stable noisturizer
and lubricant for cosnetic and nedical use
</ TABLE>

The Registrant requires all enployees and consultants who may
receive proprietary information to agree in witing to keep such
proprietary information confidenti al

East ern Cheni cal Corporation

Eastern Chemical Corporation is a wholly owned subsidiary of the

Registrant. It distributes an extensive line of fine organic chem cals,
research chemcals, test solutions, i ndi cators, dyes and st ai ns, and
reagents. |In 2001, Eastern's sales accounted for approximtely 14.9% of

the total product sales of the Registrant versus 14.5% in 2000. Eastern's
sal es decreased by 5.1% in 2001. The decrease was the result of |oss of

Page 9



<page>

sales resulting fromthe Registrant's continuing efforts to reduce
Eastern's inventory, which resulted in an inability to service certain
purchase requests that required i medi ate shiprment frominventory.

Mar ket i ng

Guardian markets its products through (a) distributors; (b)
advertising in nedical and trade journals, by milings to physicians and
to the trade; and (c) exhibitions at appropriate nedical mneetings. The
phar maceuti cal products are generally sold in the United States to drug
whol esal ers, surgical supply houses and drug stores for resale, and
directly to hospitals, physicians, the Veteran's Adm nistration, and
ot her governnment agenci es. The proprietary cosnetic and specialty
chemi cal products are sold to distributors for resale and directly to
manuf acturers for use as ingredients or additives in the nmanufacture or
conpoundi ng of other cosmetic or chem cal products.

Eastern's products are marketed through advertising in trade
publications and direct mailings. They are sold to distributors and
directly to users in a wide variety of applications. Eastern does not
sell any unique products and is not dependent on any single custoner or
group of customers on a continuous basis.

Donesti c Sal es

In the United States Registrant's cosnetic products are marketed
exclusively by International Specialty Products ("ISP") in accordance
with a marketing agreenent entered into on July 5, 2000, which repl aced
and superseded two previous marketing agreenents entered into in 1994 and
1996 (see "Marketing Agreenments" below). ISP also has sonme rights to sell
sone of Registrant's other industrial and medical products. In 2001 ISP s
purchases for distribution in the United States were estinmated to be
approxi mately $1,210,749 conpared to $1,443,000 in 2000, and accounted
for approximately 12.6% of the Registrant's sales (an estinmate based on
sales information provided to Registrant by |ISP; Registrant has no way of
i ndependently determning which of ISP's purchases from Registrant are
i ntended for donestic sale and which are intended for foreign sale.)

Regi strant's donmestic sales of pharmaceutical products are
handled primarily through the major full-line drug wholesalers and
account for approximately 19.7% of Registrant's sales. Registrant's other
products, such as its industrial products, are sold directly to end-users
by the Regi strant and account for |ess than 4% of Registrant's sales

Forei gn Sal es

In 2001 Regi strant derived approximtely 46. 7% of its sales from
custoners in foreign countries, primarily fromsales of its cosnetic
products in Europe and Asia, conpared to 43.2%in 2000. The Registrant
currently has 6 distributors for its cosnmetic products outside the United
States: S. Black Ltd. in the United Kingdom ("S. Black"); Sederma in
Fr ance; Luigi & Felice Castelli S.R L. in Italy; S. Bl ack Gtbh in
Swi t zer | and; C&M I nternational i n Korea; and ISP in Germny, Spai n
Scandi navi a, Eastern Europe, the Benelux countries, Canada, Mexico, South
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& Central Anerica, Asia (with the exception of Korea), and nost of the
remai ni ng foreign nmarkets. The percentage of Registrant's sal es
attributable to its |argest foreign distributors were as follows: |SP
19.8% (an estimate of | SP's purchases intended for sale outside the U S.,
based on foreign sales figures provided to the Registrant by |ISP);
Sederma: 9.2% S. Black: 4.5% and C&M I nternational: 3.5%

Mar keti ng Agreenents
| SP

In 2000 Registrant entered into a new marketing agreement with
I SP, which nodified and consolidated two previous marketing agreenents
entered into wth ISP in 1994 and 1996. The previous agreenents had
granted ISP the right to market Registrant's personal care products, as
well as sone nedical and industrial pr oduct s, in the United States,
Canada, Mexi co, Central and South Anerica, Europe (excluding France,
Italy, and Switzerland), Asia (except Korea), Australia, and Africa. The
2000 agreenent gave Registrant greater flexibility in appointing other
marketing partners in areas where ISP is not active or has not been
successful, and gave | SP certain additional territories in which they can
mar ket the Registrant's products. The agreenment provided for exclusivity
for ISP in those markets as |ong as annual m ni mum purchase requirenments
were nmet. ISP manufactures and markets an extensive |ine of personal
care, pharmaceutical, and industrial products on a gl obal basis.

Regi strant believes that in the event ISP were to cease
mar keting Registrant's products, alternative arrangenments could be nade
to continue to supply product to the customers currently usi ng
Regi strant's products wi thout any significant interruption of supply.

Regi strant has other marketing arrangenents wth narketing
partners in the U K, Fr ance, Switzerl and, Korea, and Italy, but all of
these other arrangenents are operating under either verbal agreenents or
expired witten agreenments, and are subject to term nation at any tinme by
ei ther party.

Raw Material s

The principal raw materials wused by the Registrant consist of
comon industrial organic chemicals, |aboratory reagents, and common
i norganic chemicals. Mst of these materials are available in anple
supply from nunmerous sources. The Registrant's principal raw materi al
suppliers are Proctor and Ganbl e, Call ahan Chem cal Conpany, Van Waters &
Roger s, I nc., Prot ameen Chem cals Inc., Alzo, I nc., Morton Thi okol
Esprit Chem cal Conpany LP, Eastman Chem cal Products, Cl ariant Corp.,
I shihara U.S. A, Nissei Trading Co., and Varessa, Ltd.

| nventories; Returns and All owances
The Registrant's business requires that it maintain noderate
i nventories of certain of its finished goods. Historically, returns and

al | owances have not been a significant factor in the Registrant's
busi ness.
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Backl og

The Regi strant currently does not have any significant backl og.
Conpetition

Guar di an has many products or processes that are either unique
in their field or have sone unique characteristics, and therefore are not
in direct conpetition with the products or processes of other
phar maceuti cal , chem cal , or health <care conpanies. However, the
pharmaceutical, health <care, and cosnmetic industries are all highly
conpetitive, and the Registrant expects conpetition to intensify as
advances in the field are made and becone w dely known. There may be many
donestic and foreign conpanies that are engaged in the same or simlar
areas of research as those in which the Registrant is engaged, many of
whi ch have substantially greater financial, research, manpower, narketing
and distribution resources than the Registrant. In addition, there are
many | arge, integrated and established pharmaceutical, chemcal and
cosnmetic conpanies that have greater capacity than the Registrant to
develop and to commerci al i ze types of products upon which the
Regi strant's research and devel opnent prograns are based. The Regi strant
believes that manufacturing, regulatory, distribution and marketing

expertise will be increasingly inmportant conpetitive factors. |In this
regard, the Registrant believes that arrangenents with major health care
and medi cal or hospital products suppliers will be inportant factors in

the comrercialization of many of the products which it is currently
devel opi ng.

Eastern faces conpetition from nmany other chem cal manufacturers
and distributors, many of which have nuch greater financial resources
than those of the Registrant. Eastern's conpetition is based primarily
upon price, service and quality. Eastern attenpts to mintain its
conpetitive position in the industry through its ability to (i) |ocate
and make whol esale arrangenments to purchase the chenmicals with suppliers
| ocated all over the world, (ii) maintain a sufficient inventory of each
of its itens at all tines, and (iii) custom ze each order as to quantity
of the item requested and to tailor the price of the order to such
guantity. Eastern's primary conpetitors are SA Fine Chenmicals, Acros
Organics, Pfaltz & Bauer, Inc., and Spectrum Chem cal Mg. Corp

| SO- 9000 REG STRATI ON

On November 24, 1998 the Registrant earned | SO 9002 registration
fromUnderwiters Laboratories, I nc., i ndi cating that the Registrant's
docunmented procedures and overall operations had attained the high |evel
of quality needed to receive I1SO registration. Registrant continues to be
evaluated every six nmonths for continued conpliance wth |SO 9002
standards, and is currently in good standing under this registration.

Gover nment Regul ati on
Regul ati on by governnmental authorities in the United States and
other countries is a significant factor in the manufacturing and

mar keting of many of the Registrant's products. The Registrant and many
of Registrant's products are subject to certain governnment regulations.
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Products that nmay be devel oped and sold by the Registrant in the United
States may require approval from federal regulatory agencies, such as the
FDA, as well as state regul atory agencies. Products that may be devel oped
and sold by the Registrant outside of the United States my require
approval fromforeign regulatory agencies. Any nedical device products
devel oped by the Registrant wll be subject to regulation by the Center
for Devices and Radiological Health of the FDA, and will usually require
a 510(k) pre-market notification. Mst pharmceutical products will
require clinical evaluation under an |Investigational New Drug ("I1ND")
application prior to subm ssion of a New Drug Application ("NDA") for
approval of a new drug product.

A drug product normally must go through several phases in order
to obtain FDA approval. The research phase involves work up to and
i ncluding discovery, research, and initial production. Next is the
pre-clinical phase, which involves studies in animal nodels necessary to
support an IND application to the FDA and foreign health registration
authorities to commence clinical testing in humans. Clinical trials for
phar maceuti cal products are conducted in three phases. |In Phase I,
studies are conducted to deternmne safety and dosages. |In Phase II,
studies are conducted to gain prelimnary evidence as to the efficacy of
the product. In Phase Ill, studies are conducted to provide sufficient
data for the statistical proof of safety and efficacy, including dose
reginmen. Phase Ill is the final stage of such clinical studies prior to
the subm ssion of an application for approval of an NDA. The anmount of
time necessary to conplete any of these phases cannot be predicted wth
any certainty.

In all cases, the Registrant is required to conply with al
pertinent Good Manufacturing Practices of the FDA for medical devices and
drugs. Accordingly, the regulations to which the Registrant and certain
of its products may be subject, and any changes with respect thereto, nmay
materially affect the Registrant's ability to produce and market new
products devel oped by the Registrant.

The Registrant's present and future activities are, and wll
i kely continue to be, subject to varying degrees of additional
regul ati on wunder the Occupational Safety and Health Act, Environnental
Protection Act, inport, export and custons regul ati ons, and ot her present
and possible future foreign, federal, state and | ocal regul ations.

Portions of the Registrant's operating expenses are directly

attributable to conplying with federal, state, and |ocal environnental
statutes and regulations. 1In 2001 and 2000 the Registrant incurred
approxi mately $48, 000 and $44, 000 respectively, in environnmenta

conpliance costs.
Research and Devel opnment Expense

Portions of the Registrant's operating expenses are directly
attributable to research and devel opnent the Registrant performs. In 2001
and 2000, the Registrant incurred approximtely $334,000 and $294, 000,
respectively, in research and devel opnent expenses. The expenses consi st
of direct costs as well as factory overhead. No portion of the research
and devel opnent expenses was directly paid by the Registrant's custoners.
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Enmpl oyees

The Registrant presently enploys 42 people, 6 of whom serve in
an executive capacity, 21 in research, quality control and manufacturing,
5 in mai ntenance and construction and 10 in office and admnistrative
work. OF the total nunmber of enployees, 39 are full tine enployees. None
of the Registrant's enployees are covered by a collective bargaining
agreenent. The Registrant believes that its relations with its enpl oyees
are satisfactory.

The Registrant maintains its principal offices and conducts nopst
of its research at 230 Marcus Boul evard, Hauppauge, New York 11788. These
prem ses, which the Registrant owns, contain approxi mtely 30,000 square
feet of manufacturing space, 15,000 square feet of warehouse space, and
5,000 square feet of office and |aboratory space on approximately 2.7
acres of land. The Registrant has now fully devel oped the 2.7 acres, and
fully utilizes the buildings occupying the |and. The Regi strant believes
that the aforenentioned property is adequate for its inmmediately
foreseeable needs. The property is presently unencunmbered and is
adequately insured.

Item 3. Legal Proceedings

On January 25, 2002 Registrant received notice that it had been
named as a co-defendant in a nedical malpractice claim filed in the
Superior Court of Santa Clara County, California. The claim alleged
negligence on the part of the plaintiff's physi ci an during the

adm ni stration of Clorpactin, one of Registrant's nedical products. It
al so alleged that Registrant's product was responsible for some of the
injuries caused to the Plaintiff. No damages were specified. Registrant

has turned the claimover to its 1insurance carrier, which has retained
| egal counsel for the Registrant in California. Registrant intends to
vigorously defend this suit and is confident that it will be determ ned
that its product was not responsible for Plaintiff's injuries.

In February, 2002 Registrant was notified that it m ght be made
a third party defendant in a lawsuit filed by the New York State
Department of Environnmental Conservation ("DEC') against seven gl obal
chem cal conpanies in connection wth the cleanup of a hazardous waste
site previously occupi ed by Hexagon Laboratories in the Bronx, New York
The State of New York is trying to recover its cleanup costs from anyone
who did business with Hexagon over its 40 year existence. Paragon Organic
Chemi cals, a wholly owned subsidiary of the Registrant, purchased small
guantities of Hexagon products during the period 1963 through 1982, and
was one of approximately 172 conpanies notified that they m ght be made
parties to this action to help contribute to the cleanup costs. As of
this witing there is a proposal for all potential parties to pay $50, 000
each to be released fromthe acti on, but the Registrant does not believe

that it will have to pay this ampunt. Registrant has entered into direct
di scussions with the DEC and has offered a proposal that would allow
smal | conpani es |i ke Paragon to be dism ssed fromthe action with a nuch
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| ower paynment, using a tiered structure based on the relative revenues of
the conpanies involved. Registrant is also considering taking the
position that has been taken by about 70 of the other potential
def endants so far, which is not to participate in the settlenment and
allow the DEC to work out a settlement wth the |arger conpanies. This
position would be based on the Registrant's belief that it is unlikely
that the DEC will seek contribution fromthe smaller conpanies involved,
such as Paragon, making this a viable option for the Registrant.

Item 4. Subm ssion of Matters to a Vote of Security Hol ders.

PART |1

Item 5. Market for Common Equity and Rel ated Stockhol der Matters.

Mar ket | nformati on

The Commmon Stock of the Registrant is traded on the Anerican
Stock Exchange (the "AMEX") under the synbol "UG'. The following table
sets forth for the periods indicated the high and | ow closing sale prices
of the shares of Common Stock, as reported by the AMEX Market Statistics
for the period January 1, 2000 to Decenber 31, 2001. The quotations
represent prices between dealers and do not include retail markup
mar kdown or conm ssi on:

Year Ended Year Ended

Quarters Decenmber 31, 2001 Decenmber 31, 2000

Hi gh Low Hi gh Low
First (/1 - 3/31) $ 5.75 $ 4.25 $ 5. .31 $ 3.38
Second (4/1 - 6/30) $ 8.00 $ 4.95 $ 5.19 $ 4.00
Third (7/1 - 9/30) $ 6.36 $ 4.60 $ 5.25 $ 4.25
Fourth (10/1 - 12/31) $ 5.60 $ 5.07 $ 5.00 $ 3.75

Hol ders of Record

As of March 1, 2002 there were 1,130 hol ders of record of Commpn
St ock.

Cash Di vi dends
On January 10, 2002 the Registrant paid a $.10 per share
dividend to all st ockhol ders of record as of Decenber 26, 2001. On

January 5, 2001 the Registrant paid a $.10 per share dividend to all
st ockhol ders of record as of Decenber 18, 2000.
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Iltem 6. Managenent's Di scussion and Analysis or Plan of Operation

Results OF Operations:
Year Ended Decenber 31, 2001 Conpared to
Year Ended Decenber 31, 2000

Revenue

Consol i dated revenue in 2001 decreased by $863,692 (8% conpared
to 2000 due to a revenue decrease in the Guardian Division of $786,478 (
9% and a revenue decrease in the Eastern Division of $77,214 (5% . The
Guardian sales decrease is due to a slight decline in demand for
Guardian's products resulting fromthe econonmic slowdown taking place
both in the United States as well as markets overseas. The decrease in
Eastern sales was the result of both a downsizing of the Eastern
operation as well as normal fluctuations in the purchasing patterns of
customers.

Costs and Expenses

Costs and expenses in 2001 decreased by $327,785 (4% conpared
to the prior year due to decreases in cost of sales of $403,771 (8% and
increases in operating expenses of $75,986 (3% . Costs of sales as a
percentage of sales increased slightly from48.4%in 2000 to 48.6%in
2001.

The increase in operating expenses in 2001 was primarily due to
i ncreases in payroll and payroll related costs.

O her Inconme (Expense)

| nvest ment i ncome i ncreased from $238, 144 to $244, 415
principally due to the investing of excess cash provided from operations.
The Registrant realized | osses on sale of assets of $5,6302 in 2001.

Provision for | nconme Taxes

The provision for incone taxes decreased from $1,313,132 in
2000 to $941,055 in 2001. The decrease in the effective tax rate in 2001
was primarily due to the Registrants wutilization of the foreign incone
excl usi on.

Li quidity and Capital Resources

Wor ki ng capital i ncreased from $6, 882, 794 as of the end of 2000
to $8,501, 914 as of the end of 2001, an increase of $1,619,120 (24% . The
current ratio increased from7.8 to 1 at Decenber 31, 2000 to 9.1 to 1 at
Decenmber 31, 2001. The increase in working capital was due primarily to
i ncreases in cash provided by operations.

The Registrant has a line of credit agreement with a bank for

borrowi ngs of up to $700,000. As of Decenmber 31, 2001, there were no
out st andi ng borrowi ngs on this line of credit.
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The Regi strant generated cash from operations of $2,261,653 in
2001 conpared to $2,428,412 in 2000. The decrease in 2001 was primarily
due to the decline in earnings. During the years 2001 and 2000 the
Regi strant invested approximtely $173,000 and $147,000, respectively,
for plant and equi prment. Cash used in investing activities was $2,490, 709
and $1, 846, 013 in the years ended Decenber 31, 2001 and 2000
respectively. The increase in 2001 was mainly due to an increase in the
purchase of marketable securities. Cash used in financing activities was
$397,899 and $370,143 in the years ended Decenber 31, 2001 and 2000
respectively. The increase was prinmarily due to an increase in dividends
paid in 2001. While the Registrant believes that its working capital is
sufficient to support its operating requirenents for the next fisca
year, the Registrant's long-term liquidity position will be dependent
upon its ability to generate sufficient cash flow from operations.
Regi strant has no material commtnments for future capital expenditures.

I npact of Inflation, Changing Prices, and Seasonality

While it is difficult to assess the inpact of inflation on the
Regi strant's operations, managenent believes that, because of the
proprietary nature of the majority of its product line, inflation has had
little inpact on net sales. Sales have changed as a result of volunme and
product mix. Wile inflation has had an inpact on the cost of sales and

payroll, these increases have been recaptured by price increases to the
greatest extent possible. Registrant's products and sales are not
considered to be seasonal, and are generally distributed evenly

t hr oughout the year.

ltem 7. Fi nanci al St atenments.

Annexed hereto starting on page F-1

Item 8. Changes in and Di sagreenents with Accountants on Accounting and
Fi nanci al Di scl osure.

Not Requi r ed.
PART 111

ltem 9. Directors, Executive Oficers, Pronpters and Control Persons;
Compliance Wth Section 16(a) of the Exchange Act.

Directors and Executive O ficers

Set forth in the table belowis certain information as of March
9, 2002 with respect to the executive officers and directors of the
Regi strant:

Name Age Position(s) with the Registrant

Dr. Alfred R d obus 81 Chai rman of the Board, Chief Executive Officer
and Director
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Kenneth H. d obus 50 Presi dent, Chief Financial Officer, Genera
Counsel and Director

Robert S. Rubi nger 59 Executive Vice President, Secretary, Treasurer
and Director

Charles W Castanza 69 Senior Vice President and Director

Der ek Hanpson 62 Vi ce President

Joseph J. Vernice 43 Vi ce President

Lawrence Muietta 44 Di rector

Henry P. d obus 79 Di rector

Benj ami n Wn Mehl man 91 Di rector

Alan E. Katz 58 Di rector

Art hur Dresner 60 Di rector

Dr. Alfred G obus has been Chairman of the Board and Chi ef
Executive Officer of the Registrant since July, 1988. He served as
Chai rman of the Board and President of the Registrant fromthe inception
of the Registrant in 1942 until July, 1988. He has been a director of the
Regi strant since 1942.

Kenneth H. G obus has been President and General Counsel of the
Regi strant since July, 1988. He served as Vice President and Genera
Counsel of the Registrant fromJuly, 1983 until July, 1988. He has been a
director of the Registrant since 1984. He becane the Chief Financial
Officer in Novenber, 1997.

Robert S. Rubinger has been Executive Vice President and
Secretary of the Registrant since July, 1988, and Treasurer since Muy,
1994. He served as Vice President and Secretary of the Registrant from
February, 1982 until July, 1988. He has been a director of the Registrant
since 1982.

Charles W Castanza has been a Senior Vice President of the

Regi strant since March 2000. He served as Vice President fromApril, 1986
until March 2000. He served as Operations Manager of Chenicals and
Phar maceuticals of the Registrant from February, 1982 until April, 1986.

He has been a director of the Registrant since 1982.

Derek Hampson has been a Vice President of the Registrant since
Cct ober, 1987. He has served as Manager of the Eastern Chemical Corp
subsi di ary since 1971

Joseph J. Vernice has been a Vice President of the Registrant

since February, 1995. He served as Assistant Vice President of the
Regi strant from Novenber, 1991 until February, 1995.
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Lawr ence Maietta has been a partner in the public accounting
firmof Bonamassa, Maietta & Cartelli, LLP in Brooklyn, NY since Cctober,
1991. For nore than five years prior to that he was a partner in the
public accounting firmof WIlfred, Wler & Co. in New York, NY. He was
controller for the Registrant from October, 1991 until Novenber, 1997,
and a director of the Registrant since February, 1994.

Henry P. d obus has been a consultant to the Registrant since
July, 1988. He served as Executive Vice President of the Registrant from
1982 until July, 1988. He has been a director of the Registrant since
1947.

Benjamn WIliam Mehlman was fornerly a judge and attorney in
private practice until he retired fromthe practice of law in February,
1999. From 1984 to 1998 he had been counsel to the law firmof WIlliamT.
Friedman and its predecessor, Fri edman and Shaft an. He has been a
director of the Registrant since 1964.

Alan E. Katz has been a partner in the lawfirmof Geenfield
Stein & Seni or, LLP, New York, NY since Novenber, 1984. He has been a
director of the Registrant since February, 1994.

Arthur Dresner is an attorney in private practice and an
i ndependent business consultant. From June 1998 to the present he has
been engaged as "Of Counsel™ to the law firmof Reed Smth, LLP (fornmerly
McAul ay Nissen Goldberg Kiel & Hand in New York City). From 1974 until
1997 he was enployed as a Vice President in the corporate devel opnent
area and general mnagement of ISP. He has been a director of the
Regi strant since April, 1997.

Dr. Alfred R G obus and Henry P. G obus are brothers. Kenneth
H. G obus is the son of Henry P. @ obus and the nephew of Dr. Alfred R
G obus. There are no other famly relationships between any directors or
officers of the Registrant.

Compliance with Section 16(a) of the Exchange Act

The information required by this section is incorporated herein
by reference to the section entitled "Directors and Executive Oficers -
Section 16(a) Beneficial Ownership Reporting Conpliance" of the proxy
statement for the 2002 annual neeting of stockholders ("2002 Proxy
Statement").
Item 10. Executive Conpensati on.

The information required by this Itemis incorporated herein by

reference to the section entitled "Conpensation of Directors and
Executive Officers - Summary Conpensation Table" of the 2002 Proxy
St at ement .

Item 11. Security Omership of Certain Beneficial Owners and Managenent.

The information required by this Itemis incorporated herein by
reference to the section entitled "Voting Securities and Principal
Stockhol ders - Security Ownership of Mnagenent” of the 2002 Proxy
St at ement .
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Item 12. Certain Relationships and Rel ated Transacti ons.

The Registrant previously had a split dollar life insurance
arrangement with Alfred R G obus, its Chairman and Chief Executive
Oficer ("lInsured"). For fiscal years 1995 through 1998 Regi strant made
non-interest-bearing advances totaling $348,161 to cover its portion of
the policy premum The Insured had agreed to repay the Registrant in the
event the policy was ever termnated, which it was in July, 2000. 1In
August, 2000 the Insured executed a Pronmissory Note in the amount of
$348,161 plus interest at the rate of 6.6% per annum from July 8, 2000.
The note was due and payable on July 8, 2003. In 2000 the Insured paid to
t he Regi strant $205,000 by transferring to the Registrant 40,000 shares
of his stock of the Registrant, which was valued at $5.125 per share, the
closing price on the date of the transfer of the stock. O this anount,
$4, 155 was applied to accrued interest, and $200,845 to principal
| eaving an outstanding balance as of Decenber 31, 2000 of $147,316 in
principal and $2,930 in accrued interest. In April, 2001 the Insured
transferred to the Registrant another 20,000 shares of his stock of the
Regi strant. The closing price of the stock on the day of the transfer was
$7.11 per share. $136,180 of this anpunt was applied towards principal,
and $6, 020 towards accrued interest. In May, 2001 the Insured transferred
to the Registrant another 2,200 shares of his stock of the Registrant.
The closing price of the stock on the day of the transfer was $5.65 per
share. $11,136 dollars of this anopunt was applied towards principal, and
$42 was applied towards accrued interest. This final transfer paid off
t he bal ance due on the prom ssory note. An overpaynent of $1,252 was
returned to the Insured, zeroing out the account.

This nethod of repaynment was approved by the Board of Directors of
Regi strant.

ltem 13. Exhi bits, List and Reports on Form 8-K
(a) Exhibits

3(a) Certificate of Incorporation of the Registrant as filed
April 22, 1987. Incorporated by reference to Exhibit 4.1 to
t he Regi strant's Current Report on Form 8-K, dated
Septenmber 21, 1987 (the "1987 8-K").

3(b) Certificate of Merger of United-Guardian, 1Inc. (New York)
with and into the Registrant as filed with the Secretary of
State of the State of Delaware on Septenber 10, 1987.
I ncor por at ed by reference to Exhibit 3(b) to the
Regi strant's Annual Report on Form 10-K for the fiscal year
ended February 29, 1988 (the "1988 10-K").

3(c) By-laws of the Registrant. Incorporated by reference to
Exhibit 4.2 to the 1987 8-K.

4( a) Specimen Certificate for shares of conmmon stock of the
Regi strant. Incorporated by reference to Exhibit 4(a) to

the 1988 10-K
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10(a) Qualified Retirement Income Plan for Enployees of the
Regi strant, as restated April 1, 1976. Incorporated by
reference to Exhibit 11(c) of the Registrant's Registration
Statement on Form S-1 (Registration No. 2-63114) decl ared
effective February 9, 1979.

10( b) Enmpl oynment Term nati on Agreenent dated July 8, 1988 between
the Registrant and Henry d obus. [Incorporated by reference
to Exhibit 10(i) to the Registrant's Annual Report on Form
10-K for the 10-month transition period from March 1, 1991
to Decenber 31, 1991

10(c) Excl usive Distributor Agreenent between the Registrant and
| SP Technol ogies Inc., dated July 5, 2000. |Incorporated by
reference to Exhibit 10(d) to the Registrant's Annual
Report on Form 10-KSB for the fiscal year ended Decenber
31, 2000.

21 Subsi di ari es of the Registrant:

Jurisdiction of Name Under Which
Name I ncor poration it does Business

East ern Chem cal Corporation New Yor k East ern Chenical Corporation

Di eselite Corporation ** Del awar e N A

Par agon Organic Chemi cals, Inc. New Yor k Paragon Organic Chem cal s

Transconti nental Processes (Pty.) Australia N A

Ltd. *
I nactive without assets
** |nactive
(b) Reports on Form 8-K: None
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REPORT OF | NDEPENDENT CERTI FI ED PUBLI C ACCOUNTANTS

Board of Directors and Stockhol ders
Uni t ed- Guardi an, Inc. and Subsi diari es

We have audited the acconpanying consol i dat ed bal ance sheets of
United-Guardian, |Inc. (a Delaware corporation) and Subsidiaries as of
Decenber 31, 2001 and 2000, and the related consolidated statenents of
ear ni ngs, stockholders' equity and conprehensive inconme, and cash flows
for the vyears then ended. These financi al statenents are the
responsibility of the Conpany's managenent. Qur responsibility is to
express an opinion on these financial statenments based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of Anmerica. Those standards require that we
pl an and performthe audit to obtain reasonable assurance about whet her
the financial statenents are free of material msstatenent. An audit
i ncl udes exam ning, on a test basis, evidence supporting the amunts and
di sclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimtes made by
management, as well as evaluating the overall financial statenent
presentation. W believe that our audits provide a reasonable basis for
our opi ni on.

In our opinion, the financial statenments referred to above present
fairly, in all material respects, the consolidated financial position of
Uni t ed- Guar di an, Inc. and Subsidiaries as of Decenber 31, 2001 and 2000,
and the consolidated results of their operations and their consolidated
cash flows for the years then ended in conformty wth accounting
principles generally accepted in the United States of Anerica.

GRANT THORNTON LLP

Melville, New York
March 1, 2002
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Uni t ed- Guardi an, Inc. and Subsi diaries

CONSOL| DATED BALANCE SHEETS

Decenmber 31

ASSETS

CURRENT ASSETS
Cash and cash equi val ents
Tenporary investments. ............... ... ... ...
Marketabl e securities............ .. ..
Accounts recei vabl e, net of allowance for doubtful

accounts of $63,100 and $47, 300, respectively
I NVENt Ori €S . . ot e e e
Prepai d expenses and ot her
Deferred i nconme taxes

Total current assets

PROPERTY, PLANT AND EQUI PMENT
Land ...
Fact ory equi pnent and fixtures
Bui | di ng and i nprovenents
Wast e di sposal pl ant

Less accumul at ed depreci ati on

OTHER ASSETS
Processes and patents, net of accunul ated
anorti zati on of $946, 647 and $894, 802,
respectively
Not e recei vabl e-officer
O her

The acconpanying notes are an

statenments.

i ntegral part of

F-3

2001 2000
$1, 599, 857 $2, 226, 812
4,365, 114 2,736, 886
944, 348 270, 924
844, 388 801, 070
1, 185, 535 1, 464, 564
327,924 169, 605
279, 824 224,688
9, 546, 990 7,894, 549
69, 000 69, 000
2,698, 088 2,613, 203
2,019, 136 1, 985, 342
133, 532 133, 532
4,919, 756 4,801, 077
3,721, 343 3,533,542
1,198, 413 1, 267,535
35, 150 86, 995
- 147, 316
1, 000 1, 000
36, 150 235, 311
$10, 781, 553 $9, 397, 395
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Uni t ed- Guardi an, I nc. and Subsidi ari es
CONSCL| DATED BALANCE SHEETS

Decenmber 31

LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY

2001
CURRENT LI ABI LI TI ES
Di vidends payable ........... ... ... .. .. .. ..... $ 487,044
Accounts payable ... ... ... ... 213,728
Accrued exXpPensSes ... ... 344, 304
Taxes payable . ... ... . .. . .. . .. -
Current portion of long-termdebt ............ -
Total current liabilities ............... 1, 045, 076
DEFERRED | NCOVE TAXES ... ... .. e 10, 000
COVM TMENTS AND CONTI NGENCI ES
STOCKHOLDERS' EQUI TY
Common stock, $.10 par val ue; aut hori zed,

10, 000, 000 shares; i ssued, 4,932,639 and

4,901, 139 shares, respectively; outstanding,

4,870,439 and 4,861,139, respectively ...... 493, 264
Capital in excess of par value ................ 3,492,518
Accurul at ed ot her conprehensive loss........... (24, 024)
Retained earnings .......... ... ... . ... 6, 124, 349
Treasury stock, at cost; 62,200 and 40, 000

shares, respectively (359, 630)

9,726, 477
$10, 781, 553

The acconpanying notes

statenments.

are an integral part of these
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$ 486,114
178, 035
262, 120

79, 450
6, 036

490, 114
3,373, 417

(3, 274)
4,720, 383

(205, 000)

financi al
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Uni t ed- Guardi an, Inc. and Subsi diaries

CONSOL| DATED STATEMENTS OF EARNI NGS

Year ended Decenber 31,

2001 2000
Revenue
Net sales ........ ... .. ... ... .... $ 9,583, 682 $10, 447, 374
Costs and expenses
Cost of sales ................... 4,654, 251 5, 058, 022
Operating expenses .............. 2,336, 441 2,260, 455
6, 990, 692 7,318, 477
Earni ngs from operations ... 2,592,990 3,128, 897
O her inconme (expense)
Interest expense ................ (38) (536)
I nvestnent incone................ 244, 415 238, 144
Loss on sale of assets .......... (5,302) -
Ear ni ngs before i ncone taxes 2,832, 065 3, 366, 505
Provision for incone taxes .......... 941, 055 1, 313,132
NET EARNINGS ............... $ 1,891, 010 $ 2,053, 373
Ear ni ngs per commmn share (basic
and diluted)..................... .39 .42
Basi ¢ wei ghted average shares ....... 4,868, 215 4,884, 439
Di | uted wei ghted average shares ..... 4,886, 769 4,909, 888

The acconpanying notes are an integral part of these financial
statenments.
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<TABLE>
<CAPTI ON>
Uni t ed- Guardi an, Inc. and Subsidiaries
CONSOLI DATED STATEMENT OF STOCKHOLDERS' EQUI TY
AND COVPREHENSI VE | NCOVE
Years ended Decenber 31, 2000 and 2001
Accunul at ed
Common st ock Capital in ot her
——————————————————————— excess of conpr ehensi ve Retai ned Treasury Conpr ehensi ve
Shar es Anmount par val ue incone (loss) earnings st ock Tot al i ncone
<S> <C <C <C <C <C <C <C <C
Bal ance, January 01, 2000 4,889,339 $ 488,934 $ 3,343,417 $ 14,736 $ 3,153,124 $ 7,000, 211

I ssuance of common stock in

connection with exercise

of stock options ........ 11, 800 1,180 30, 000 31, 180
Unrealized | oss on stock

mar ket abl e securities,

net of deferred income

tax benefit of $10,713... (18, 010) (18,010) $ (18,010)
Net earnings ............... 2,053, 373 2,053, 373 2,053, 373
Di vidends declared ......... (486, 114) (486, 114)

Acqui sition of treasury stock.. $(205, 000) (205, 000)
Conpr ehensi ve i ncome $2, 035, 363
Bal ance, Decenber 31, 2000 4,901, 139 490, 114 3, 373, 417 (3,274) 4,720, 383 (205, 000) 8, 375, 640

I ssuance of common stock in
connection with exercise

of stock options ........ 31, 500 3,150 91, 101 94, 251
Tax Benefit from exercise of
stock options ............ 28, 000 28, 000

Unrealized | oss on
mar ket abl e securities,
net of deferred incone

tax benefit of $8,671.... (20, 750) (20,750) $ (20, 750)
Net earnings ............... 1, 891, 010 1, 891, 010 1, 891, 010
Di vidends declared ......... (487, 044) (487, 044)

Acqui sition of treasury stock.. (154, 630) (154, 630)

Conpr ehensi ve i ncome $1, 870, 260
Bal ance, Decenber 31, 2001 4,932,639 $ 493,264 $ 3,492,518 $ (24,024) $ 6,124,349 $(359, 630) $9, 726, 477

</ TABLE>

The acconpanying notes are an integral part of these financial
statenments.
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Uni t ed- Guar di an,

I nc.

and Subsi di ari es

CONSOL| DATED STATEMENTS OF CASH FLOWS

Year ended Decenber 31
2001 2000
Cash flows from operating activities
Net earnings ........ ... $1, 891, 010 $2, 053, 373
Adj ustnments to reconcile net earnings to net cash
provi ded by operating activities
Depreciation and anortization ............... 275, 301 295, 267
Net | oss on sale of equipnment ............... 5, 302 -
Provision for (recovery of) bad debts........ 21, 313 (7,649)
Tax Benefit from exercise of stock options .. 28, 000 -
Deferred income taxes ...............c.ouo... (46, 465) (39, 782)
Provi sion for inventory obsol escence ........ 36, 000 -
I ncreases (decreases) in cash resulting from
changes in operating assets and liabilities
Accounts receivable .................... (64, 631) 191, 370
lnventories .......... . ... 243, 029 (153, 381)
Prepai d expenses and ot her assets ...... (165, 633) 46, 963
Accounts payable ........ ... ... .. L. 35, 693 (103, 387)
Accrued expenses and taxes payable ..... 2,734 145, 638
Net cash provided by operating activities .. 2,261, 653 2,428,412
Cash flows frominvesting activities
Acqui sition of plant and equipment............... (173, 136) (146, 509)
Proceeds fromthe sale of plant and equipnent.... 13, 500 -
Net change in tenporary investments.............. (1, 628, 228) (1, 686, 648)
Purchase of marketable securities................ (752, 845) (12, 856)
Proceeds from sal e of marketable securities...... 50, 000 -
Net cash used in investing activities .... (2,490,709) (1, 846, 013)
Cash flows from financing activities
Princi pal payments on long-termdebt ............ (6, 036) (10, 192)
Proceeds from exercise of stock options ......... 94, 251 31, 180
Dividends paid ......... ... ... .. .. (486, 114) (391, 131)
Net cash used in financing activities ...... (397, 899) (370, 143)
Net (decrease) increase in cash and cash equivalents. (626, 955) 212, 256
Cash and cash equival ents, beginning of year ........ 2,226,812 2,014, 556
Cash and cash equivalents, end of year .............. $1, 599, 857 $2, 226, 812
The acconpanying notes are an integral part of these financial

statenments.
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Uni t ed- Guardi an, I nc. and Subsidi ari es

NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS
Decenmber 31, 2001 and 2000
NOTE A - NATURE OF BUSI NESS AND SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES
Nat ure of Busi ness
Uni t ed- Guardi an, Inc. (the "Conpany") is a Del aware corporation that
operates in two business segnents: (1) the Guardian Laboratories
Di vi si on conducts research, product devel opnent, manufacturing and

mar keting of pharmaceutical s, cosnetics, health care products,
medi cal devices and proprietary industrial products, and (2) the

Eastern Chemical Division distributes a line of fine organic
chem cals, research chem cals, test solutions, i ndi cators, dyes and
reagents. Two mmj or product |ines, Lubrajel and Renacidin, included

in the Guardian Laboratories Division, accounted for approximtely
76% of consolidated sales for each of the years ended Decenber 31,
2001 and 2000, wth Lubrajel accounting for 59% and 62% and
Renacidin accounting for 17% and 14% of consolidated sales for the
years ended Decenber 31, 2001 and 2000, respectively.

Principles of Consolidation

The consolidated financial statenments of the Conpany include the
accounts of United-Guardian, Inc. and its wholly-owned subsidiaries,
East ern Chemi cal Corporation and Paragon Organic Chem cals, Inc. Al

i nt er conpany accounts and transacti ons have been eli m nated.

Revenue Recognition

The Conpany recogni zes revenues as products are shipped and title
passes to custoners.

Statenents of Cash Fl ows

For financial statenment purposes (including cash flows), the Conpany
consi ders as cash equivalents all highly liquid investnments with an
original maturity of three months or | ess. On Decenber 14, 2001 the
Conpany decl ared a cash dividend of $.10 payable on January 10, 2002
to stockholders of record as of Decenber 26, 2001 aggregating
$487, 044. On December 6, 2000, the Conpany declared a dividend of
$.10 payable on January 5, 2001 to stockholders of record as of
December 18, 2000 aggregating $486,114. Cash paynents for interest
were $38 and $536 for the years ended Decenber 31, 2001 and 2000,
respectively. Cash paynents for incone taxes were $1,202,271 and
$1, 255, 826 for the vyears ended Decenber 31, 2001 and 2000,
respectively. See also Note G for other non-cash financing and
i nvesting activities.

Mar ket abl e Securities and Tenporary |nvestnents
Mar ket abl e securities include investnments in equity nutual funds

which are classified as "Available for Sale" securities and are
reported at their fair values. Unrealized gains and |osses on
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Uni t ed- Guardi an, Inc. and Subsi diaries

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)
Decenmber 31, 2001 and 2000
NOTE A (conti nued)

"Avail able for Sale" securities are reported as accunulated other
conprehensive inconme (loss) in stockholders' equity, net of related
tax effects. Investnent inconme is recognized when earned. Realized
Gains and Losses on sales of investnments are determned on a
specific identification basis. Fair values are based on quoted
mar ket prices.

Tenporary investnents consist of certificates of deposit that mature
in one year or |ess.

| nventories

I nventories are valued at the [ ower of cost or current market val ue.
Cost is determ ned using the average cost nethod (which approxi mtes
FIFO . Inventory costs include material, |abor and factory overhead.

Property, Plant and Equi prment

Property, plant and equi pment are carried at cost, |ess accunul ated
depreciation. Major replacenents and betternents are capitalized
while routine maintenance and repairs are expensed as incurred.
Assets are depreciated under both accelerated and straight-Iline
met hods. Depreciation charged to earnings as a result of using
accelerated nethods was not materially different than that which
would result fromusing the straight-line method for all periods
presented. Certain factory equi pnent and fixtures are constructed by
t he Conpany using purchased materials and in-house |[|abor. Such
assets are capitalized and depreciated on a basis consistent with
t he Conpany's purchased fixed assets.

Estimated useful lives are as follows:
Fact ory equi pnment and fi xtures 5 - 7 years
Bui I di ng 40 years
Bui I di ng i nprovenents Lesser of useful life or 20 years
Wast e di sposal pl ant 7 years

Processes and Patents
Processes and patents are anortized over periods ranging from5 to
15 years. Anpbunts are shown net of accurul ated anortization

Long-Li ved Assets
It is the Conpany's policy to evaluate and recogni ze an i npairnent

toits long-lived assets if it is probable that the recorded amunts
are in excess of anticipated undiscounted future cash fl ows.
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Uni t ed- Guardi an, Inc. and Subsi diaries
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)
Decenmber 31, 2001 and 2000
NOTE A (conti nued)

Fair Val ue of Financial |Instrunents

The Conpany has estimated the fair value of financial instrunents
usi ng avail able market information and other val uation nethodol ogies
in accordance wth SFAS No. 107, "Di scl osures About Fair Val ue of
Fi nancial Instruments." Managenent of the Conpany believes that the
fair wvalue of financial i nstrunents, consisting of accounts
recei vabl e and payable and long-term debt, approximtes carrying
val ue due to the short paynent terns associated wth its accounts
recei vable and payable and the interest rates associated wth its
| ong-term debt .

Concentration of Credit Ri sk

Accounts receivable potentially expose the Conpany to concentrations
of credit risk. The Conpany routinely addresses the financial
strength of its customers and, as a consequence, believes that its
receivable credit risk exposure is linmted. At Decenber 31, 2001 and
2000, one and three custoners, respectively, had bal ances greater
than 10% of the Conpany's accounts receivable aggregating 12% and
38% respectively.

| ncone Taxes

Deferred tax assets and liabilities reflect the future tax
consequences of the differences between the financial reporting and
tax bases of assets and liabilities wusing enacted tax rates in

effect for the vyear in which the differences are expected to
reverse. Deferred tax assets are reduced by a valuation allowance
when, in the opinion of managenent, it is nore likely than not that
sone portion or all of the deferred tax assets will not be realized.

Research and Devel opnent

The Conpany's research and devel opnment expenses are recorded in the
year incurred. Research and devel opnent expenses were approxi mately
$334,000 and $294,000 for the years ended Decenber 31, 2001 and
2000, respectively.

Shi ppi ng and Handl i ng Costs
Shi ppi ng and handling costs are classified in operating expense in
t he acconpanyi ng consolidated statenments of earnings. Shipping and
handling costs were approximtely $105,937 and $120,581 for the
years ended Decenber 31, 2001 and 2000, respectively.

Advertising Costs

Advertising costs are expensed as incurred. During 2001 and 2000 the
Conmpany incurred $91,527 and $111,480 of advertising costs,
respectively.
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NOTE

Uni t ed- Guardi an, Inc. and Subsi diaries
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)
Decenmber 31, 2001 and 2000

A (continued)

Ear ni ngs Per Share Information

Use

Basi c earnings per share is based on the weighted average nunber of
conmon shares outstanding without consideration of potential conmon
stock. Diluted earnings per share is based on the wei ghted average
number of common and potential comon shares outstanding. The
calculation takes into account the shares that nay be issued upon
exercise of stock options, reduced by the shares that may be
repurchased with the funds received fromthe exercise, based on the
average price during the year

of Esti mates

In preparing financial statenments in conformty wth accounting
principles generally accepted in the United States of Anerica,
managenent is required to make estimtes and assunptions that affect
the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial
statenents and revenues and expenses during the reporting period.
Actual results could differ fromthose esti mates.

Segnment Reporting

New

The Conpany adopted Statenment of Financial Accounting Standards
("SFAS") No. 131, "Disclosures About Segnents of an Enterprise and
Rel ated Information," for the year ended Decenmber 31, 1998. SFAS No.
131 requires that the Conpany disclose certain information about its
busi ness segnments defined as "conponents of an enterprise about
whi ch separate financial information is available that is eval uated
regularly by the chief operating decision maker in deciding howto
al l ocate resources and in assessing performance.”

Accounting Pronouncenents

In June 2001, the Financi al Accounting Standards Board issued
Statenments of Financial Accounting Standards No. 143, "Accounting
for Asset Retirement Obligations" ("SFAS 143"), which is effective
for years beginning after June 15, 2002. SFAS 143 addresses | egal
obligations associated wth the retirenent of tangible 1long-Ilived
assets that result fromthe acquisition, construction, devel opnent
or normal operation of a long-lived asset. The standard requires
that the fair wvalue of a liability for an asset retirenent
obligation be recognized in the period in which it is incurred if a
reasonable estimate of fair value can be made. Any associ ated asset
retirement costs are to be capitalized as part of the carrying
ampount of the long-lived asset and expensed over the life of the
asset. The Conpany has elected to adopt SFAS 143 for the year
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Uni t ed- Guardi an, I nc. and Subsidi ari es

NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS (conti nued)

Decenmber 31, 2001 and 2000

begi nning January 1, 2002. The inpact of adopting SFAS 143 is not
expected to be material to the consolidated financial statenents.

I n August 2001, the Financial Accounting Standards Board issued
St at enent of Financial Accounting Standards No. 144, "Accounting for
the Inpairnment or Disposal of Long-Lived Assets" ("SFAS 144"), which
is effective for fiscal years beginning after Decenmber 15, 2001
SFAS 144 clarifies accounting and reporting for assets held for
sal e, schedul ed for abandonment or other disposal, and recognition
of inpairment loss related to the carrying value of 1long-Ilived
assets. The Conpany has elected to adopt SFAS 144 for the year
begi nning January 1, 2002. The inpact of adopting SFAS 144 is not
expected to be material to the consolidated financial statenents.

NOTE B - | NVENTORI ES

I nventories consist of the foll ow ng:

Decenber 31, Decenber 31

2001 2000
Raw materials and work-in-process ...... $ 245, 849 $ 261,891
Fi ni shed products and fine chemcals ... 939, 686 1, 202,673
$1, 185, 535 $1, 464, 564

NOTE C - NOTES PAYABLE - BANKS

The Conpany has a line of <credit agreement wth one bank which
provides for borrowings of up to $700,000 and expires on May 31
2002. It is the Conpany's intention to renew the line of credit
agreenent before it expires. Interest wunder the line is at the
bank's prinme rate plus 1/2% The outstanding line of credit
agreenent contains financial covenants relating to mninum net
worth, working capital, current ratio, debt to capitalization and
mai nt enance of conpensating balances. There were no outstanding
borrow ngs at Decenber 31, 2001 and 2000.

NOTE D - LONG TERM DEBT

The Conpany financed the purchase of transportation equipnment with
proceeds of an installnent |oan. The |oan, which was collateralized
by the underlying equipnment, required nonthly payments of $868
including interest through July 31, 2001. In July, 2001 this |oan
was paid in full.
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Uni t ed- Guardi an, Inc. and Subsi diaries
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)

Decenmber 31, 2001 and 2000

NOTE E - | NCOVE TAXES

The provision for incone taxes consists of the foll ow ng:

Year ended Year ended
Decenmber 31, Decenmber 31
2001 2000
Current
Federal .......... .. . . . . . .. . ... ... $ 864,568 $1, 150, 997
State . ... .. 122, 952 201, 917
987, 520 1, 352,914
Def err ed
Federal .......... . . . . . . .. . . ...... (40, 237) (34, 452)
State ... ... (6, 228) (5, 330)
(46, 465) (39, 782)
Total provision ............ $ 941, 055 $1, 313, 132

The following is a reconciliation of the Conpany's effective incone
tax rate to the Federal statutory rate:

Year ended Year ended
Decenmber 31, Decenmber 31
2001 2000
(000" s) % ((000's) %
Tax expense at statutory Federal inconme
tax rate ... .. $ 963 34% $1, 145 34%
State i ncone taxes, net of Federal benefit 87 3 130 4
Foreign Sales Exclusion .................. (77) (3) - -
Nondeducti bl e expenses. ................... 2 - 1 -
O her, net ....... .. . . . .. (34) (1) 37 1
Actual tax expense ...................0.... $ 941 33% $1, 313 39%
During the fourth quarter of 2001, the Conpany recognized the tax

benefit of the Foreign Sal es exclusion.

The tax effects of tenporary differences which conprise the deferred
tax assets and liabilities are as foll ows:
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Uni t ed- Guardi an, Inc. and Subsi diaries

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)
Decenber 31, 2001 and 2000

NOTE E (conti nued)
Decenmber 31, Decenmber 31

2001 2000
Deferred tax assets
Accounts receivable .................... $ 23,536 $ 17,643
Unrealized | oss on marketabl e securities 10, 618 1, 947
INVentori s .. ... ... 136, 518 149, 946
Accrued EXpenses ............. ... 87, 643 44, 760
Ot her . . 21, 509 10, 392
279, 824 224,688
Deferred tax liabilities
Ot her (10, 000) (10, 000)
(10, 000) (10, 000)
Net deferred tax asset ...............c.o..... $ 269, 824 $ 214, 688

NOTE F - BENEFI T PLANS
Pensi on Pl an

The Conpany has a noncontri butory defined benefit pension plan which
covers substantially all of its enployees. Benefits are based on
years of service and enployees' conpensation prior to retirenment.
Amounts are funded in accordance wth the requirenments of ERISA
(Enpl oyee Retirement |Inconme Security Act of 1974) and the plan is
administered by a trustee who is responsible for paynents to
retirees. The plan assets primarily consist of cash equivalents,
bonds, commercial paper and nprtgage-backed securities, and are
recorded at fair value within the plan

The followi ng table sets forth the plan's funded status:

Year ended Year ended
Decenber 31, December 31,
2001 2000
Change in Benefit Obligation:
Projected benefit obligation at beginning of year... $1,652,931 $1, 495,013

ServViCe COSt ... e 66, 920 62, 133
I Nt erest COSt. .. .. ... i e e 106, 558 96, 113
Actuarial 10SS.. ... .. . e 114, 089 64, 452
O el . o 21,525 -
Benefits paid....... ... . .. (52, 924) (64, 780)
Proj ected benefit obligation at end of year....... $1, 909, 099 $1, 652,931
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)
Decenmber 31, 2001 and 2000
NOTE F (conti nued)

Change in Plan Assets:

Fair val ue of plan assets at beginning of year... $1, 310,433 $1,178,904
Actual return on plan assets..................... 199, 676 120, 630
Enmpl oyer contributions........... ... .. ... ... ..... 101, 960 75 679
Benefits paid........ ... .. . . ... . ... (52, 924) (64, 780)

Fair value of plan assets at end of year....... $1, 559, 145 $1, 310, 433

Reconciliati on of Funded Stat us:

Funded status (underfunded)...................... $ (349,955) $ (342, 498)
Unrecogni zed net actuarial loss.................. 332,734 328, 305
Unrecogni zed transition obligation............... 4,298 8, 795
Unrecogni zed prior service cost.................. 68, 156 51, 917

Prepaid benefit cost........................... $ 55,233 $ 46,519

The net periodic benefit cost for the years ending Decenber 31 includes
the foll ow ng conponents:

Decenber 31, December 31,

2001 2000
Conponents of net periodic benefit cost:
ServiCe COSt. ..o $ 66, 920 $ 62, 133
I Nnterest COSt. ...... ... e 106, 558 96, 113
Expected return on plan assets................... (104, 999) (93, 405)
Recogni zed net actuarial loss.................... 14, 983 13, 853
Anportization of transition obligation............ 4,497 4, 497
Anortization of prior service cost............... 5,286 5,286
Net periodic benefit cost..................... $ 93, 245 $ 88, 477
Wei ght ed- aver age assunpti ons as of Decenber 31
2001 2000
Discount rate....... ... . ... e 6. 50% 6. 50%
Expected long termrate of return.................. 8. 00% 8. 00%
Wei ght ed average rate of conpensation increase..... 5.46% 5. 55%
Anortization method. .. ........ .. ... ... .. .. .. ... ... Strai ght-Line Straight-Line

401(k) Pl an

The Conpany maintains a 401(k) Plan for all of its enployees. Under
the plan, enployees may defer up to 15% of their weekly pay as a
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)
Decenmber 31, 2001 and 2000
NOTE F (conti nued)

pretax investnment in a savings plan. In addition, the Conpany makes
a contribution of 50% of each enployee's elective deferral up to 2%
of weekly pay for a 4% enpl oyee deferral. Enployees beconme fully
vested in Conpany contributions after one year of enploynment. 401(k)
Conpany contributions were approximately $36,000 for the years ended
Decenber 31, 2001 and 2000, respectively.

Stock Option Plans

The Conpany maintains two stock option plans, the 1993 Enpl oyee
Incentive Stock Option Plan ("EISOP") and the Non-Statutory Stock
Option Plan for Directors ("NSSOPD'), each of which provides for the
i ssuance of up to 100,000 shares of common stock. Such options are
exerci sabl e either upon grant or after a waiting period specified in
t he agr eenent. The Conpany has adopted only the disclosure
provi si ons of SFAS No. 123, "Accounting for St ock- based
Conmpensation.” It applies APB Opinion No. 25, "Accounting for Stock
| ssued to Enpl oyees,” and related Interpretations in accounting for
its plans. Accordingly, no conpensation costs have been recognized
for either plan.

If the Conpany had el ected to recognize conpensation expense based
upon the fair value at the grant date for awards under these plans
consistent wth the nethodology prescribed by SFAS No. 123, the
Company's net incone and basic and diluted earnings per share as of
Decenber 31, 2001 and 2000 would be reduced to the pro forma anounts
I ndi cat ed bel ow

2001 2000

Net incone

As reported ............ .. .. .. .. ... $ 1,891, 010 $ 2,053,373

Pro forma ........ .. .. .. .. ... ...... 1, 891, 010 2, 050, 705
Ear ni ngs per share - basic

As reported .......... ... .. .. ... ... $ .39 $ .42

Pro forma ........ ... ... .. .. ... .... .39 .42
Ear ni ngs per share - diluted

As reported .......... ... .. .. ... ... $ . 39 $ .42

Pro forma ........ ... ... .. .. ... .... .39 .42

No stock options were granted under either of the plans in 2001 and 2000.
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Decenber 31, 2001 and 2000
NOTE F (conti nued)

The follow ng sunmari zes the stock option transacti ons under both pl ans:

Wei ght ed
aver age
Nunmber exerci se
El SOP out st andi ng price
Options outstanding January 1, 2000 65, 100 $ 3.34
Exer ci sed (9, 800) 2.76
Options outstandi ng an exerci sabl e at
December 31, 2000 55, 300 3.44
Expired (400) 3.00
Exerci sed (23, 500) 3.26
Options outstandi ng and exerci sabl e
at Decenber 31, 2001 ................ 31, 400 3.59
Avail abl e for grant at Decenber 31, 2001.. 20, 100
NSSOPD
Options outstanding at January 1, 2000.. 18, 000 $2. 49
Exercised ....... ... ... .. ... ... . ... (2, 000) 2.06
Options outstanding at December 31, 2000 16, 000 2.55
Exer ci sed (8,000) 2.20
Options outstandi ng and exerci sabl e
at Decenber 31, 2001 8, 000 2.77

Avail abl e for grant at Decenber 31, 2001 64, 000
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Decenmber 31, 2001 and 2000

NOTE F (conti nued)

Summari zed information about stock options outstanding under the two
pl ans at December 31, 2001 is as foll ows:

<TABLE>
<CAPTI ON>
Options CQut standi ng Options Exercisable
Range of Nunber Wi ght ed Wi ght ed Nunber Wi ght ed
Exerci se Qut st andi ng Aver age Aver age Exer ci sabl e Aver age
Prices at Renmai ni ng Exerci se at Exerci se
Decenber 31, 2001 Cont r act ual Price Decenber 31, 2001 Price
Life
<S> <C <C <C <C <C
El SOP
$1.88 - $3.30 18, 900 6. 06 $2. 65 18, 900 $2. 65
$5. 00 12, 500 1.92 5. 00 12, 500 5. 00
$1.88 - $5.00 31, 400 5.25 $3. 45 31, 400 $3. 45
NSSCOPD
$1.88 - $3.00 8, 000 1.78 $2. 77 8, 000 $2.77
</ TABLE>

NOTE G - RELATED PARTY TRANSACTI ON

The Conpany previously had a split dollar life insurance arrangenent
with Alfred R G obus, its Chairman and Chief Executive Oficer
("I'nsured"). For fiscal years 1995 through 1998 Conpany nmade
non-interest-bearing advances totaling $348,161 to cover its portion
of the policy premium The Insured had agreed to repay the Conpany
in the event the policy was ever ternmnated, which it was in July,
2000. In August, 2000 the Insured executed a Pronmi ssory Note in the
amount of $348,161 plus interest at the rate of 6.6% per annum from
July 8, 2000. The note was due and payable on July 8, 2003. In 2000
the Insured paid to the Conpany $205,000 by transferring to the
Company 40, 000 shares of his stock of the Conmpany, which was val ued
at $5. 125 per share, the closing price on the date of the transfer
of the stock. O this amunt, $4,155 was applied to accrued

interest, and $200,845 to principal, |eaving an outstandi ng bal ance
as of Decenmber 31, 2000 of $147,316 in principal and $2,930 in
accrued interest. In April, 2001 the Insured transferred to the

Company another 20,000 shares of his stock of the Conpany. The
closing price of the stock on the day of the transfer was $7.11 per
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NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS (conti nued)
Decenmber 31, 2001 and 2000
share. $136, 180 of this anpunt was applied towards principal

$6, 020 towards accrued i nt erest. In My, 2001 the
transferred to the Conpany another 2,200 shares of his stock

, and
nsur ed
of the

Company. The closing price of the stock on the day of the transfer
was $5.65 per share. $11,136 dollars of this anpunt was applied

towards principal, and $42 was applied towards accrued int

erest.

This final transfer paid off the bal ance due on the prom ssory note.

An over paynment of $1,252 was returned to the Insured.

The

surrendered shares and the related cost of those shares have been
classified as "Treasury stock” in the acconpanyi ng bal ance sheet.

NOTE H - EARNI NGS PER SHARE

The following table sets forth the conputation of basic and dil uted

ear ni ngs per share at Decenber 31, 2001 and 2000:

2001

Numer at or :

Net earni ngs $ 1,891, 010
Denom nat or :

Denom nator for basic earnings

per share (wei ghted average shares) 4,868, 215

Ef fect of dilutive securities:

Enpl oyee st ock options 18, 554

Denom nator for diluted earnings per

share (adjusted wei ght ed-aver age

shares) and assuned conver sions 4,886, 769
Basi ¢ and diluted earnings per share $ 0. 39

$ 2,053,373

4,884, 439

Options to purchase 21,000 shares of the Conpany's commopn stock have
been excluded fromthe conputation of diluted earnings per share in
2000 as their inclusion would be antidilutive. In 2001 there were no

options excluded fromthe conmputation of diluted earnings per
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Decenmber 31, 2001 and 2000
NOTE | - NATURE OF BUSI NESS AND SEGVENT | NFORMATI ON
The Conpany has the following two reportable business segnments:
Guardi an Laboratories and Eastern Chemical. The Guardi an segnent
conducts research, devel opnent and manufacturing of pharmaceuticals,
medi cal devices, cosnetics, products and proprietary specialty
chem cal products. The Eastern segnment distributes fine chem cals,
sol utions, dyes and reagents.
The accounting policies wused to develop segnent i nformation
correspond to those described in the summary of significant
accounting policies. Segnment earnings or |oss is based on earnings
or loss from operati ons before inconme taxes. The reportable segnents
are distinct business units operating in different industries. They
are separately managed, wth separate marketing and distribution
systens. The follow ng informati on about the two segnents is for the
years ended Decenber 31, 2001 and 2000.
<TABLE>
<CAPTI ON\>
2001 2000
GUARDI AN EASTERN TOTAL GUARDI AN EASTERN TOTAL
<S> <C <C <C <C <C <C
Revenues from external custoners $ 8,151, 156 $ 1,432,526 $ 9, 583, 682 $ 8,937,634 $ 1,509, 740 $10, 447,374
Depreci ation and anortization 157, 927 157, 927 160, 080 160, 080
Segnent earnings (loss) before
i ncone taxes 2,712,132 44, 625 2,756, 757 3,258, 271 50, 795 3, 309, 066
Segnent assets 2, 350, 585 426, 830 2,777,415 2,898, 447 492, 755 3,391, 202
Expenditure for segnent assets 49, 441 49, 441 121, 936 - 121, 936
Reconciliation to Consolidated Anounts
Ear ni ngs before incone taxes
Total earnings for reportable segments $ 2,756, 757 $ 3,309, 066
O her incone, net 239, 075 237, 608
Cor porat e headquarters expense (163, 767) (180, 169)
Consol i dat ed earni ngs before income taxes $ 2,832,065 $ 3,366, 505
Asset s
Total assets for reportable segnents $ 2,777,415 $ 3,391, 202
Cor por at e headquarters 8, 004, 138 6, 006, 193
Total consolidated assets $10, 781, 553 $ 9,397,395

</ TABLE>
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Decenmber 31, 2001 and 2000
NOTE | (continued)
<TABLE>
<CAPTI ON>
O her Significant Itens
2001 2000
Segnent Consol i dat ed Segnent Consol i dat ed
Total s Cor por at e Total s Total s Cor por at e Total s
<S> <C <C <C <C <C <C
I nterest expense $ - $ 38 $ 38 $ - $ 536 $ 536
Expendi tures for assets 49, 441 123, 695 173, 136 121, 936 24,573 146, 509
Depreci ation and anortization 157, 927 117, 374 275, 301 160, 080 135, 187 295, 267
</ TABLE>
<TABLE>
<CAPTI ON\>
Ceogr aphi c Information
2001 2000
Revenues Long- Li ved Revenues Long- Li ved
Asset's Asset's

<S> <C <C <C <C
United States $ 5,112,528 $ 1,233,563 $ 5,934,842 $ 1,354,530
France 1, 221, 664 1, 440, 462
O her countries 3, 249, 490 3,072,070

$ 9,583,682 $ 1,233,563 $10, 447,374  $ 1,354,530
Maj or Cust omers
Custoner A (Quardi an) $ 3,111, 665 $ 3,244, 400
Cust onmer B (Cuardi an) 1, 283, 504
Al'l other custoners 6,472,017 5,919, 470

$ 9, 583, 682 $10, 447, 374
</ TABLE>
NOTE J - CONTI NGENCI ES

Wi | e t he Conpany

has clainms arise fromtine to time in the ordinary

course of its business, the Conpany is not currently involved in any
material clainms. The settlement of such clains has not had a
material adverse effect on the Conpany's financial position and

results of operations.
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