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[DUSA PHARMACEUTICALS LOGO]

DUSA PHARMACEUTICALS, INC.
25 UPTON DRIVE
WILMINGTON, MASSACHUSETTS 01887

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD JUNE 10, 2004

TO THE SHAREHOLDERS OF
DUSA PHARMACEUTICALS, INC.

YOU ARE HEREBY NOTIFIED that the Annual Meeting of Shareholders of DUSA
Pharmaceuticals, Inc. will be held on Thursday, June 10, 2004, at 11:00 a.m. at
the Company's offices located at 25 Upton Drive, Wilmington, Massachusetts to
consider and act upon the following matters:

(1) Election of six (6) directors;

(2) Ratification of Deloitte & Touche LLP as the Company's
independent auditors for the fiscal year 2004;

(3) Ratification of the amendment to the 1996 Omnibus Plan,
as amended, to increase the number of shares of common
stock reserved for issuance pursuant to the plan from
2,753,328 to 3,343,874 shares, which is 20% of the
shares outstanding as of April 20, 2004, the record
date for the 2004 Annual Meeting of Shareholders; and

(4) Transaction of any other business that may properly
come before the meeting or any adjournments thereof.

Only shareholders of record at the close of business on April 20, 2004 are

entitled to notice of, and to vote at the meeting, or any adjournment or
adjournments thereof.

WHETHER OR NOT YOU PLAN TO ATTEND THE MEETING, PLEASE FILL IN, DATE AND SIGN THE
ENCLOSED PROXY AND RETURN IT PROMPTLY IN THE ENCLOSED ENVELOPE. THE PROMPT
RETURN OF YOUR PROXY WILL ASSIST US IN PREPARING FOR THE ANNUAL MEETING. THE
PROXY DOES NOT REQUIRE ANY POSTAGE IF IT IS MAILED IN THE UNITED STATES OR
CANADA.

By Order of the Board of Directors,

/s/ Nanette W. Mantell

Nanette W. Mantell, Esq.
Secretary

Dated: April 28, 2004

DUSA PHARMACEUTICALS, INC.
PROXY STATEMENT
The accompanying proxy is solicited on behalf of the Board of Directors of

DUSA Pharmaceuticals, Inc. ("DUSA" or the "Company"). If properly signed and
returned, and not revoked, the proxy will be voted in accordance with the
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instructions it contains. The persons named in the accompanying proxy will vote
the proxy for the Board of Directors' slate of directors and for the other
matters listed on the proxy as recommended by the Board of Directors unless
contrary instructions are given.

The Company, a New Jersey corporation, maintains principal executive
offices at 25 Upton Drive, Wilmington, Massachusetts. This proxy statement and
the accompanying form of proxy are being mailed to shareholders on or about May
7, 2004. DUSA's Annual Report for 2003, including financial statements for the
year ended December 31, 2003, is being mailed to shareholders at the same time.

SHAREHOLDERS ENTITLED TO VOTE.

Holders of record of shares of DUSA common stock at the close of business
on April 20, 2004 are entitled to notice of and to vote at the annual meeting
and at any and all adjournments or postponements of the meeting. On the record
date there were 16,719,372 shares of common stock without par value ("Common
Stock") outstanding and entitled to vote. These shares were the only shares
outstanding of the Company. Each share entitles its owner to one vote. The
holders of one-third of the shares that are outstanding and entitled to vote at
the annual meeting must be present, in person or represented by proxy, in order
to constitute a quorum for all matters to come before the meeting.

Other than the vote for the election of directors, which requires a
plurality of the votes cast, each matter to be submitted to the shareholders
requires the affirmative vote of a majority of the votes cast at the meeting for
such matter. For purposes of determining the number of votes cast with respect
to a particular matter, only those votes cast "FOR" or "AGAINST" are included.
Abstentions and broker non-votes are counted only for purposes of determining
whether a quorum is present at the meeting. A broker "non-vote" occurs when a
nominee holding shares for a beneficial owner does not vote on a particular
proposal because the nominee does not have discretionary voting power with
respect to that item and has not received voting instructions from the
beneficial owner. The nominees may vote the shares only on matters deemed
routine, such as the election of directors and ratification of the selection of
the auditors. The Company's management currently owns less than one percent of
the Company's outstanding Common Stock.

HOW TO VOTE.

If you are a shareholder of record (that is a shareholder who holds shares
in his/her own name), you can vote by signing, dating and returning your proxy
card in the enclosed postage-paid envelope. If you sign and return your proxy
card but do not give voting instructions, the shares represented by that proxy
will be voted "FOR" Proposals 1, 2 and 3 and will be voted in the proxy holder's
discretion as to other matters that may come before the annual meeting.

If your shares are held in the name of a bank, broker or other holder of
record (that is, "street name"), you will receive instructions from the holder
of record that you must follow in order for your shares to be voted.

CHANGING YOUR VOTE.

You may change your vote at any time before the proxy is exercised, by
executing and delivering a timely and valid later-dated proxy, by voting by
ballot at the annual meeting or by giving written notice to the Secretary of the
Company. Attendance at the meeting will not have the effect of revoking a proxy
unless you give proper written notice of revocation to the Secretary before the
proxy is exercised or you vote by written ballot at the annual meeting.

REDUCE DUPLICATE MAILINGS.
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The Company is required to provide an Annual Report and proxy statement to
all shareholders. If you are a shareholder of record and have more than one
account in your name or at the same address as other shareholders of record, you
may authorize the Company to discontinue mailings of multiple proxy statements,
Annual Reports and other information statements. To do so, please mark the
designated box on each proxy card for which you wish to discontinue to receive
duplicate documents. Your consent to cease delivery of the Annual Report, proxy
statements and other information statements shall be effective for five (5)
years or until you revoke your consent. You may revoke your consent at any time
by contacting Ms. Shari Lovell, in writing, at the Company's office located at
555 Richmond Street West, Suite 300, Toronto, Ontario M5V 3Bl Canada, or by
calling 1-800-607-2530. Delivery of individual copies of the documents shall
resume within thirty (30) days of our receipt of your request.

PROPOSAL NO. 1 - ELECTION OF DIRECTORS

Six (6) directors will be elected to hold office until the next Annual
Meeting of Shareholders and/or until their successors have been duly elected and
qualified. The persons named on the accompanying proxy will vote all shares for
which they have received proxies FOR the election of the nominees named below
unless contrary instructions are given. In the event that any nominee should
become unavailable, shares will be voted for a substitute nominee unless the
number of directors constituting a full board is reduced. Directors are elected
by plurality vote.

NOMINEES

Set forth below is certain information about the nominees for election to
the DUSA Board of Directors. The name, age and current position with the
Company, if any, of each director is listed below, followed by summaries of
their backgrounds and principal occupations. All of the nominees, except for Mr.
Moliteus, who was appointed as a director in July 2003, were elected to the
Board of Directors at the last annual meeting and all are currently serving as
directors of the Company.

NAME AGE POSITION

D. Geoffrey Shulman, MD, FRCPC......... 49 President, Chief Executive Officer and
Director

John H. Abeles, MD(1) (3) ¢t ueeieeennnnn. 59 Director

David M. Bartash (1) (2) . v ... 61l Director

Jay M. Haft, Esg(l) (2)(3) cueeeeeeeennann.. 68 Chairman of the Board, Lead Director and
Director

Richard C. Lufkin(l) (3) «.vv .. 57 Director

Magnus Moliteus (2) ...t iien e ennnn. 65 Director

(1) Member of the Audit Committee.

(2) Member of the Compensation Committee.

(3) Member of the Nominating and Corporate Governance Committee.

D. Geoffrey Shulman, MD, FRCPC, is the Company's founder, President and CEO
and formerly served as our Chairman. Dr. Shulman, a dermatologist, was the
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President and a director of Draxis Health Inc. from its founding in October 1987
until May 1990, was Co-Chairman from October 1990 to April 1993, and Chairman of
the Board from April 1993 until March 1996. Dr. Shulman also participates, on a
limited basis, in a private dermatology practice.

John H. Abeles, MD, who serves as the Chairman of our Nominating and
Corporate Governance Committee, is the President and founder of MedVest, Inc.
which, since 1980, has provided consulting services to health care and high
technology companies. He is also the Chief Executive Officer of UniMedica, Inc.,
a provider of medical educational services and materials. Dr. Abeles is a member
of the Boards of Directors of I-Flow Corporation, Oryx Technology, Inc.,
Molecular Diagnostics Inc. and Encore Medical Corporation.

David M. Bartash, is the President and founder of Bartash and Company, a
consulting company which, since 1990, has been providing consulting services for
the healthcare industry, including research for the healthcare investment
community and support services for venture start-ups.

Jay M. Haft, Esqg., who serves as our Chairman of the Board, Lead Director
and Chairman of the Compensation Committee, is a strategic and financial
consultant for growth-stage companies. He was a senior corporate partner of the
law firm of Parker, Duryee, Rosoff & Haft from 1989 to 1994, was of counsel to
Parker, Duryee, Rosoff & Haft from 1994 until 2002 and is currently of counsel
to Reed Smith LLP. Mr. Haft is a member of the Boards of Directors of DCAP Group
Inc., Encore Medical Corporation and Oryx Technology Corporation.

Richard C. Lufkin, who serves as the Chairman of our Audit Committee, is
the principal of Enterprise Development Associates, a proprietorship formed in
1985 which provides consulting and venture support services to early stage
technology-based companies, principally in the life sciences. He is also a
co-founder, consultant to, and former Chief Financial Officer of Linguagen
Corp., a development-stage, privately-held, biotechnology firm.

Magnus Moliteus is a consultant to the healthcare industry and Chairman of
COM Consulting Inc., a privately held firm, which enhances Swedish-American
relations particularly between health care companies. From 1995 to 2001, when he
became a full-time consultant, Mr. Moliteus served as Executive Director of
Invest in Sweden Agency, U.S., a Swedish government agency. From 1977 to 1990,
he was Chief Executive Officer of Pharmacia, Inc. (now owned by Pfizer, Inc.).

THE BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" EACH NOMINEE.

DIRECTOR COMPENSATION

Directors who are employees of the Company receive no cash compensation for
their services as directors or as members of committees. Outside directors
receive $25,000 per year, as annual compensation, regardless of the number of
Board or Committee meetings they attend. Directors serving on the Audit
Committee receive an additional $5,000 per year. Also, directors are paid
out-of-pocket expenses related to their attendance. Directors are awarded
options to purchase 15,000 shares of Common Stock on June 30th of the first year
of service or as of the close of business thirty (30) days following his/her
election, whichever shall first occur, and options for 10,000 shares of Common
Stock on June 30th of each year following their reelection.

MEETINGS AND COMMITTEES OF THE BOARD

During the year ended December 31, 2003, there were eight meetings of the
Board of Directors. Each incumbent director attended at least 75% of the
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meetings of the Board of Directors and its committees. The Board of Directors
has established an Audit Committee, Nominating and Corporate Governance
Committee, a Compensation Committee and the Committee of the Independent
Directors. Mr. Haft, our Chairman of the Board and Lead Director, will preside
at meetings of the Committee of the Independent Directors.

The Audit Committee currently consists of the outside directors: Messrs.
Haft, Lufkin, Bartash and Dr. Abeles. All of the members of our Audit Committee
are independent directors in accordance with the rules of the Nasdag Stock
Market. The Audit Committee, with Mr. Lufkin serving as Chairman, provides
oversight of the Company's accounting functions and acts as liaison between the
Board of Directors and the outside independent auditors. The Committee reviews
with the independent auditors the unaudited quarterly financial statements, the
planning and scope of the audits of the financial statements, the results of
those audits and the adequacy of internal accounting controls, and monitors
other corporate and financial policies. In performing these functions, the Audit
Committee meets periodically with the independent auditors (including in private
sessions), and with management. In addition, the Audit Committee selects the
independent auditors for appointment by the Board of Directors. The Audit
Committee met four times during 2003.

The Nominating and Corporate Governance Committee, which was formerly known
as the Nominating Committee, currently consists of Messrs. Haft, Lufkin and Dr.
Abeles, who serves as its Chairman. All of the members of our Nominating and
Corporate Governance Committee are independent directors in accordance with the
rules of the Nasdag Stock Market. The Nominating and Corporate Governance
Committee's purpose is to identify and evaluate the qualifications of
individuals to become members of the Board of Directors, to select the director
nominees, to develop and recommend corporate governance principles to the Board
of Directors and to provide oversight and guidance to the Board of Directors to
assure compliance with its corporate governance policies and principles. There
was one meeting of this Committee in 2003. Shareholders who wish to suggest
qualified candidates to the Nominating and Corporate Governance Committee for
director should write to: Administrator, Nominating and Corporate Governance
Committee, DUSA Pharmaceuticals, Inc., 25 Upton Drive, Wilmington, Massachusetts
01887 stating, in detail, the qualifications of such persons for consideration
by the Nominating and Corporate Governance Committee. A copy of the Nominating
and Corporate Governance Committee Charter is located on the Company's website
at www.dusapharma.com.

Among the central purposes of the Nominating and Corporate Governance
Committee are identifying individuals qualified to become members of the Board
of Directors and reviewing the qualifications of candidates and selecting the
director nominees to be voted on at each annual meeting of shareholders. In
effectuating those purposes, the Nominating and Corporate Governance Committee
is charged with ensuring that the nominees for membership on the Board of
Directors are of the highest possible caliber and are able to provide
insightful, intelligent and effective guidance to the management of the Company.
The following criteria have been identified by the Nominating and Corporate
Governance Committee, and adopted by the Board of Directors, to guide the
Nominating and Corporate Governance Committee in selecting nominees:

1. Directors should be of the highest ethical character and share the
values of DUSA;

2. Directors should have personal and professional reputations that
compliment and enhance the image and standing of DUSA;

3. Directors should be leaders in their field of endeavor, with exemplary
qualifications;

4. The Committee should generally seek current and/or former officers
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and/or directors of companies and organizations, including scientific,
government, educational and other non-profit institutions;

3

5. The Committee should seek directors so the Board is comprised of
directors who collectively are knowledgeable in the fields of
pharmaceuticals and device development, particularly those areas of
research, development and commercialization undertaken by the Company;

6. Directors should have varied educational and professional experiences
and backgrounds who, collectively, provide meaningful counsel to
management;

7. Directors should generally not serve on more than six boards;

8. At least two-thirds of the directors on the Board should be
"independent" as defined by The Nasdag Stock Market, Inc. and should
not have any real or apparent conflicts of interest in serving as a
director; and

9. Each director should have the ability to exercise sound, independent
business judgment.

The Committee applies the same criteria to all nominees for the Board
irrespective of the source of such nominee.

The Compensation Committee currently consists of Messrs. Bartash. Moliteus
and Haft, who serves as its Chairman. The Compensation Committee considers
executive compensation of the Company's key officers and compensation of
directors. The Committee also considers employee benefits which may be
appropriate as the Company grows, and develops policies and procedures. The
Compensation Committee normally meets annually. It met for once in 2003 to
establish compensation for 2003 and to award bonuses for 2002 and once in
February 2004 to establish compensation for 2004 and to award bonuses for 2003.

PROPOSAL NO. 2 - RATIFICATION OF SELECTION OF AUDITORS

The Audit Committee of the Board of Directors has selected Deloitte &
Touche LLP as the independent auditors for the Company for the fiscal year 2004.
Shareholder ratification of the appointment is not required under the laws of
the State of New Jersey, but the Audit Committee has decided to ascertain the
position of the shareholders on the appointment. The Board of Directors will
reconsider the appointment if it is not ratified. A majority of the votes cast,
in person or by proxy, at the annual meeting is required for ratification. A
representative of Deloitte & Touche LLP will be present at the meeting to answer
questions from shareholders and will have the opportunity to make a statement on
behalf of the firm, if he or she so desires.

AUDIT FEES

The aggregate fees billed by Deloitte & Touche LLP for professional
services rendered for the audit of the Company's annual financial statements for
the fiscal years ended December 31, 2003 and 2002, and for the reviews of the
financial statements included in the Company's Quarterly Reports on Form 10-Q
for fiscal years 2003 and 2002 were $92,000 and $114,000, respectively.

AUDIT RELATED FEES

Other than the fees described under the caption "Audit Fees" above,
Deloitte & Touche LLP did not bill any fees for services rendered to us during
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fiscal years 2003 and 2002 for assurance and related services in connection with
the audit or review of our consolidated financial statements.

TAX FEES

The aggregate fees billed by Deloitte & Touche LLP for services rendered to
the Company, for tax services for the fiscal years ended December 31, 2003 and
2002, were $20,000 and $14,000, respectively.

ALL OTHER FEES

There were no fees billed by Deloitte & Touche LLP for professional
services rendered for the fiscal year ended December 31, 2003 and 2002.

POLICY ON AUDIT COMMITTEE PRE-APPROVAL OF AUDIT AND PERMISSIBLE NON-AUDIT
SERVICES OF INDEPENDENT AUDITORS

In considering the nature of the services provided by the independent
auditor, which were pre-—-approved in accordance with procedures required by the
Audit Committee Charter, the Audit Committee determined that such services are
compatible with the provision of independent audit services. The Audit Committee
discussed these services with the independent auditor and Company management to
determine that they are permitted under the rules and regulations concerning
auditor independence promulgated by the SEC to implement the Sarbanes-Oxley Act
of 2002, as well as the American Institute of Certified Public Accountants.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THIS PROPOSAL.

PROPOSAL NO. 3 - RATIFICATION OF AMENDMENT TO
THE COMPANY'S 1996 OMNIBUS PLAN, AS AMENDED.

The Company's 1996 Omnibus Plan, as amended (the "Plan"), was ratified by
the Company's shareholders at the 1996 Annual Meeting of Shareholders. The
Company's shareholders approved amendments to the 1996 Omnibus Plan in June
1997, June 1998, and June 2001.

The Plan currently provides for the granting of awards to purchase up to a
maximum of 20% of the 13,766,640 shares of the Company's Common Stock that were
outstanding as of April 1, 2001, or 2,753,328 shares. The Plan authorizes the
granting of nonqualified stock options ("NQSOs"), incentive stock options
("ISOs"), stock appreciation rights ("SARs"), which are the right to receive,
upon surrender of the right, but without payment, an amount payable in cash, and
restricted stock or other securities to directors, officers, employees and
consultants of the Company. The Plan provides that NQSOs, ISOs and SARs
generally vest over four (4) years at a rate of twenty-five percent (25%) per
year subject to certain conditions involving continuous periods of service or
engagement. The exercise price of options shall be not less than the fair market
value of the Company's Common Stock on the date of the grant. Grantees may pay
the exercise price by surrender of the Company's Common Stock or cash or a
combination of stock and cash. The options expire ten (10) years from the date
of the grant. The Plan may be administered by a Committee or the Board of
Directors. The market value of the Common Stock on April 20, 2004 was $11.76,
based on the closing price on the Nasdag National Market for that day. We
currently have six directors, approximately 56 employees, including seven
executive officers, one of whom is also a director, and approximately seven
consultants.

Grants may be made to key employees and consultants of the Company solely
at the discretion of the Board of Directors or the Committee. Directors of the
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Company are eligible to receive grants of NQSOs, as determined by the members of
the Board of Directors, subject to the terms and conditions of the Plan. In
addition, each individual who agrees to become a director receives a grant of
15,000 options to purchase shares of Common Stock of the Company on June 30th of
the first year of service or as of the close of business thirty (30) days
following his/her election, whichever shall first occur. Each individual who is
a continuing director on June 30th of each year automatically receives 10,000
options to purchase shares of Common Stock of the Company. The options granted
pursuant to these automatic grants vest immediately.

TAX EFFECTS OF 1996 PLAN PARTICIPATION

The following summary discusses certain of the United States and Canadian
federal income tax consequences associated with stock awards granted under the
Plan.

UNITED STATES TAX CONSEQUENCES

Non-Qualified Stock Options - DUSA's nonqualified stock options are not
taxed at the time of the grant. Therefore, a participant will not realize
income, for federal tax purposes, when a non-qualified options is granted, nor
will DUSA be entitled to any federal tax deduction in connection with the grant.
Upon the purchase of the Common Stock, a participant will recognize ordinary
income in the amount of the value of the stock purchased, less the exercise
price of the option. This ordinary income will also be a deduction for DUSA for
federal income tax purposes. The gain or loss on the sale of the Common Stock is
taxed at capital gain rates.

Incentive Stock Options - A participant will not recognize any income when
an incentive stock option is granted. A participant will not recognize any
taxable income when an incentive stock option is exercised. However, the excess
of the fair market value of the shares acquired over the option price paid
constitutes an item of "tax preference" for purposes of computing the
"alternative minimum tax" and would need to be included in the determination of
the alternative minimum tax. When the Common

Stock is sold, the employee will ordinarily realize long-term capital gain on
the excess of the sales price over the exercise price, provided that the
participant has held the Common Stock at least one (1) year from the date the
option was exercised and more than two (2) years from the date the option was
granted. DUSA will not be entitled to any federal tax deduction in connection
with any option which meets these holding period requirements.

If either of the holding periods is not satisfied, any gain on the sale of
the Common Stock will, generally, be treated as ordinary income. In the event
the amount realized on the sale of the Common Stock exceeds the fair market
value of the shares at the time of exercise, then gain associated with the
excess amount will be taxed at capital gain rates. DUSA will be entitled to a
Federal income tax deduction in an amount equal to the portion of the
participant's gain which is taxed as ordinary income.

Restricted Stock - Restricted Stock are shares of DUSA Common Stock that
are transferred to a director, employee or consultant, subject to a substantial
risk of forfeiture. Typically this substantial risk of forfeiture lapses when
the recipient either meets certain predetermined performance goals or satisfies
a service requirement.

Under the currently applicable provisions of the Internal Revenue Code, the
timing and/or the amount of the recipient's ordinary income and capital
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gain/loss with respect to restricted shares depends upon whether the individual
makes an IRC Section 83 (b) election at the time the shares are transferred. If
no Section 83 (b) election is made, the recipient of the restricted stock grant
recognizes ordinary income on the date upon which the substantial risk of
forfeiture placed upon the shares lapses. DUSA is entitled to a compensation
deduction equal to the income recognized by the recipient. Any dividends
received during the restriction period are also treated as ordinary income to
the individual. These payments are also deductible by DUSA as compensation
expense.

When the shares are ultimately disposed of, any gain in excess of the
individual's tax basis in the shares (ordinary income recognized upon vesting
plus any amount paid for the shares) is taxed as capital gain or loss (long term
or short term depending upon the holding period). The holding period begins on
the date the restrictions lapse.

Restricted stock recipients can make a Section 83 (b) election to include in
current income the fair market value of the shares at transfer (less any amount
paid for the shares). The income recognized by the individual as a result of the
Section 83 (b) election is treated as ordinary income which is subject to all
applicable income reporting and payroll tax reporting requirements. DUSA is
entitled to a tax deduction equal to the ordinary income recognized by the
recipient. Any dividends received during the vesting period are treated as
dividend income. DUSA is not entitled to a compensation deduction with respect
to such dividends.

In the event a timely Section 83 (b) election is made, the subsequent lapse
of the substantial risk of forfeiture on the shares is not a taxable event. When
the shares are sold, any gain or loss in excess of the individual's tax basis
(the amount paid for the share, if any, plus the income recognized as a result
of the Section 83 (b) election) is taxed as capital gain/loss. The holding period
is measured as from the date on which the shares were transferred. If shares
upon which a timely Section 83 (b) election has been made are subsequently
forfeited, the amount paid for the shares (if any) can be taken as a capital
loss. The individual cannot, however, take a loss in connection with any income
recognized as a result of the Section 83 (b) election.

ERISA - The 1996 Plan is not qualified under Section 401 (a) of the Internal
Revenue Code. Also various state tax laws may provide tax consequences that vary
significantly from those described above.

CANADIAN TAX CONSEQUENCES
(i) EMPLOYEES

Stock Options - A Canadian resident is subject to tax on income, computed
in Canadian dollars, from all worldwide sources. A participant who receives an
option to acquire Common Stock issued as a result of his or her employment will
not realize any income when the stock option is granted. At the time the stock
option is exercised, unless certain elections described below is available and
the election is made, the Canadian resident employee is considered to have
received a taxable employment benefit equal to the difference between the fair
market value of the shares at the time the option is exercised and the price
paid for the shares under the option agreement. This employment benefit is
included in income and is subject to tax in Canada. The Canadian resident
employee may be entitled to a deduction from income equal to 50% of the taxable
employment benefit provided that: the amount paid by the employee to acquire the
DUSA Common Stock is not less than the fair market value of the shares at the
time the option was granted, the employee is dealing at arm's length with DUSA
before and immediately after the option is granted and the shares purchased are
prescribed shares (i.e., generally non-convertible ordinary common shares).

10
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A Canadian resident individual may be able to defer the realization of
income that would otherwise be included in the year the DUSA option is
exercised. This deferral is available, in certain circumstances, when the
employee exercises a stock option in respect of prescribed shares that are
listed on NASDAQ or another approved stock exchange and the employee elects to
defer the income inclusion. If such an election is made, the employee stock
option benefit that the individual would otherwise be required to include in the
individual's income for the year in which the option was exercised may be
deferred. In order to claim a deferral, an election must be timely filed in the
proper form and manner and is subject to certain limitations. If available, the
deferral applies only to the first CDN$100,000 worth of options that vest in any
year. The value of an option for this purpose is considered to be equal to the
value of the optioned share at the time the option was granted.

Restricted Stock - In general, where DUSA has agreed to sell or issue
shares to an employee, the Canadian tax consequences described with respect to
stock option plans are generally applicable. A Canadian resident employee who
receives grants of stock pursuant to the 1996 Plan which are subject to
restrictions on transfer, will generally be subject to the stock option rules.
The employee would be required to include in income from employment an amount
equal to the fair market value of the shares at the time the shares are acquired
as a taxable employment benefit assuming the employee did not pay any amount to
acquire the shares. The employee would not be entitled to claim either the 50%
deduction or the deferral described above. When the shares are sold, the
employee will realize either a capital gain or a capital loss.

INDEPENDENT CONTRACTORS

Stock Options - In general, consultants who are independent contractors are
required to report business income on an accrual basis whether or not su