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CAUTIONARY STATEMENT REGARDING
FORWARD LOOKING STATEMENTS

Certain statements included in this quarterly report on Form 10-QSB which are
not statements of historical fact are intended to be, and are hereby identified
as, "forward-looking statements" within the meaning of the Private Securities
Litigation Reform Act of 1995. The Company cautions readers that
forward-looking statements involve known and unknown risks, uncertainties and
other factors that may cause the actual results, performance or achievements of
the Company to be materially different from any future results, performance or
achievement expressed or implied Dby such forward-looking statements. Such
factors include, among others, the following: the Company's inability to secure
adequate capital to fund operating losses, working capital requirements,
advertising and promotional expenditures and principal and interest payments on
debt obligations; factors related to increased competition from existing and new
competitors including new product introduction, price reduction and increased
spending on marketing; limitations on the Company's opportunities to enter into
and/or renew agreements with international partners, the failure of the Company
or 1ts partners to successfully market, sell, and deliver its product in
international markets, and risks inherent in doing business on an international
level, such as laws governing medical devices that differ from those in the
U.S., unexpected changes in the regulatory requirements, political risks, export
restrictions, tariffs, and other trade barriers, and fluctuations in currency
exchange rates; the disruption of production at the Company's manufacturing
facility due to raw material shortages, labor shortages, and/or physical damage
to the Company's facilities; the Company's inability to manage its growth and to
adapt its administrative, operational and financial control systems to the needs
of the expanded entity and the failure of management to anticipate, respond to
and manage changing business conditions; the loss of the services of executive
officers and other key employees and the Company's continued ability to attract
and retain highly-skilled and qualified personnel; the costs and other effects
of 1litigation, governmental investigations, legal and administrative cases and
proceedings, settlements and investigations; and developments or assertions by
or against the Company relating to intellectual property rights.
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THE FEMALE HEALTH COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEET

<TABLE>
<CAPTION>
MARCH 31,
2002
<S> <C>
ASSETS
Current Assets:
Cash . . . . .« o v v v v v e e e e e e e s e e e e s S 612,162
Accounts receivable, net . . . . . . . . . . . . . . .. 1,768,872
Inventories. . . e e e e e . 726,861

Prepaid expenses and other current assets. . . . . . . . 228,643



TOTAL CURRENT ASSETS.

Certificate of Deposit. .
Intellectual property rights,
Other assets.

net

PROPERTY, PLANT AND EQUIPMENT

Less accumulated depreciation and amortlzatlon

Net property, plant, and equipment

TOTAL ASSETS.

LIABILITIES AND STOCKHOLDERS'
Current Liabilities:
Note payable, related party,
Accounts payable

EQUITY

Accrued expenses and other current llabllltles

Preferred dividends payable.
TOTAL CURRENT LIABILITIES

Note payable, bank,
Convertible debentures
Deferred gain on sale of fac1llty

TOTAL LIABILITIES

STOCKHOLDERS' EQUITY:
Convertible preferred stock.
Common stock .o
Additional paid-in- capltal
Unearned consulting compensation
Accumulated deficit. .
Accumulated other comprehensrve income
Treasury stock, at cost.

TOTAL STOCKHOLDERS' EQUITY.

net of unamortized discount

net of unamortized discount.

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY.

</TABLE>

See notes to wunaudited condensed consolidated financial
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THE FEMALE HEALTH COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

<TABLE>
<CAPTION>

<S>
Net revenues. .

Cost of products sold

Gross profit.

Advertising & promotion

Selling, general and admlnlstratlve
Stock compensation.

Total operating expenses.

Operating income (loss).

Interest,

net and other expense

Income (loss)before income taxes
Provision for income taxes

Net income (loss).

(50,710,748

3,336,538

117,757
408,211
138,543

3,624,116
(2,816,964)

738,658
706,526
261,074

67,823

1,774,081

939,748
450,000
1,193,836

6,600
160,087
51,155,723
(101,881

(27,169

statements.

Three Months Ended

March 31,
2002 2001

<C> <C>
$ 2,260,298 $ 1,449,297
1,537,202 1,231,059
723,096 218,238
10,134 21,085
407,954 425,535
64,546 21,874
482,634 468,494
240,462 (250,256)
222,380 151,465
18,082 (401,721)
18,082 (401,721)



Preferred dividends, Series 1

Net (loss) attributable to common stockholders.

Net (loss) per common share outstanding

Weighted average common shares outstanding.

</TABLE>

32,553 33,548
(14,471) (435,269)
$ (0.00) $ (0.03)
16,003,165 14,449,174

See notes to unaudited condensed consolidated financial statements.

THE FEMALE HEALTH COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

<TABLE>
<CAPTION>
Six Months Ended
March 31,
2002 2001
<S> <C> <C>
Net revenues. $ 3,930,469 $ 2,662,922
Cost of products sold 2,908,608 2,360,933
Gross profit. 1,021,861 301,989
Advertising & promotion 21,075 107,166
Selling, general and admlnlstratlve 842,947 871,942
Stock compensation. 84,154 41,794
Total operating expenses. 948,176 1,020,902
Operating income (loss) . 73,685 (718,913)
Interest, net and other expense 411,893 302,157
Loss before income taxes. . (338,208) (1,021,070)
Provision for income taxes - -
Net 1loss. . . . o o o o o o o o000 e e e e (338,208) (1,021,070)
Preferred dividends, Series 1 . . . . . . . . . 65,824 66,819
Net (loss) attributable to common stockholders. (404,032) (1,087,889)
Net (loss) per common share outstanding . . . . § (0.03) $ (0.08)
Weighted average common shares outstanding. 15,934,252 14,260,150

</TABLE>

See notes to unaudited condensed consolidated financial statements.
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THE FEMALE HEALTH COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
<TABLE>
<CAPTION>

<S> <C> <C>
OPERATIONS:
Net (loss). . . Coe . . . . . . . . . $(338,211) $(1,021,070)
Adjustment for noncash ltems
Depreciation and amortization. . . Ce e 259,795 236,844
Interest added to certificate of dep051t (2,758) -



Amortization of discounts on notes payable and

convertible debentures. . . . . . . . . . . . . 257,011 138,685
Changes in operating assets and liabilities. . . (454,425) 455,002
Net cash (used in) operating activities . . . . . (278,586) (190,539

INVESTING ACTIVITIES:
Net cash (used in)investing activities, capital
expenditures. . . . . . . . L L . 000 (30,747) (595)

FINANCING ACTIVITIES:

Proceeds from note payable, bank. . . . . . . . . 500,000 250,000
Dividends paid on preferred stock . . . . . . . . (95,816) (107,186
Proceeds from issuance of common stock. . . . . . 60,000 300,000
Net cash provided by financing activities . . . . 464,184 442,814
Effect of exchange rate changes on cash . . . . . (12,095) (15,424)
INCREASE IN CASH. . . . . « « « « « « o « « o o . 142,756 236,256
Cash at beginning of period . . . . . . . . . . . 469,406 457,122
CASH AT END OF PERIOD . . . . . . . « « « « « « . S 612,162 S 693,378

Schedule of noncash financing and investing

activities:
Renewal of notes payable with related parties . . $1,000,000 $ 1,300,000
Issuance of warrants on notes payable and credit

facility. . . . . . . . . . . . . .. ... 681,137 144,813
Common stock issued for payment of preferred

stock dividends and convertible debenture

interest. . . . . . . . o . L0000 e e 60,925 28,033
Preferred dividends declared, Series 1. . . . . . 65,824 66,819

</TABLE>

See notes to unaudited condensed consolidated financial statements.
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THE FEMALE HEALTH COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - Basis of Presentation

The accompanying financial statements are wunaudited but in the opinion of
management contain all the adjustments (consisting of those of a normal
recurring nature) considered necessary to present fairly the financial position
and the results of operations and cash flow for the periods presented in
conformity with generally accepted accounting principles for interim financial
information and the instructions to Form 10-QSB and Article 10 of Regulation
S-X. Accordingly, they do not include all of the information and footnotes
required Dby generally accepted accounting principles for complete financial
statements.

Operating results for the three and six months ended March 31, 2002 are not
necessarily indicative of the results that may be expected for the fiscal year
ending September 30, 2002. For further information, refer to the consolidated
financial statements and footnotes thereto included in the Company's annual
report on Form 10-KSB for the fiscal vyear ended September 30, 2001.

Principles of consolidation and nature of operations:

The consolidated financial statements include the accounts of the Company and
its wholly-owned subsidiaries, The Female Health Company - UK and The Female
Health Company - UK, plc. All significant intercompany transactions and accounts
have Dbeen eliminated in consolidation. The Female Health Company ("FHC" or the
"Company") 1s currently engaged in the marketing, manufacture and distribution
of a consumer health care product known as the female condom, "FC," in the U.S.
and "femidom", "femy" and "the female condom" outside the U.S. The Female Health
Company - UK, 1is the holding company of The Female Health Company - UK, plc,
which operates a 40,000 sg. ft. leased manufacturing facility located in London,
England.

Reclassification:
Certain expenses on the statements of income for the three and six months ended
March 31, 2001 have been reclassified to be consistent with the presentation

shown for the three and six months ended March 31, 2002.

NOTE 2 - Earnings Per Share



Earnings per share (EPS): Basic EPS is computed by dividing income available to

common stockholders by the weighted average number of common shares outstanding
for the period. Diluted EPS is computed giving effect to all dilutive potential
common shares that were outstanding during the period. Dilutive potential common
shares consist of the incremental common shares issuable upon conversion of
convertible preferred or convertible debt and the exercise of stock options and
warrants for all periods. Fully diluted (loss) per share is not presented since
the effect would be anti-dilutive.

NOTE 3 - Comprehensive Loss

Total Comprehensive Loss was $(26,938) and $(389,178) for the three and six
months ended March 31, 2002 and $(403,488) and $(1,063,147) for the three and
six months ended March 31, 2001.

NOTE 4 - Inventories

The components of inventory consist of the following:

<TABLE>
<CAPTION>

MARCH 31, 2002
<S> <C>
Raw Material and work in process $ 624,837
Finished Goods . . . . . . . . . 144,653
Inventory, Gross . . . . . . . . 769,490
Less: Inventory reserves . . . . (42,629)
Inventory, net . . . . . . . . . $ 726,861
</TABLE>
NOTE 5 - Financial Condition

The Company's consolidated financial statements have been prepared on a going
concern basis which contemplates the realization of assets and the settlement of
liabilities and commitments in the normal course of business. The Company
incurred a net loss of $.4 million for the six months ended March 31, 2002 and
as of March 31, 2002 had an accumulated deficit of $50.7 million. At March 31,
2002, the Company had working capital of $1.6 million and stockholders' equity
of $.5 million. In the near term, the Company expects operating and capital
costs to continue to exceed funds generated from operations due principally to
the Company's manufacturing costs relative to current production volumes and the
ongoing need to commercialize the Female Condom around the world. As a result,
operations in the near future are expected to continue to use working capital.
Management recognizes that the Company's continued operations may depend on its
ability to raise additional capital through a combination of equity or debt
financing, strategic alliances and increased sales volumes.

At various points during the developmental stage of the product, the Company was
able to secure resources, 1in large part through the sale of equity and debt
securities, to satisfy its funding requirements. As a result, the Company was
able to obtain FDA approval, worldwide rights, manufacturing facilities and
equipment and to commercially launch the Female Condom.

Management believes that developments, including the Company's agreement with
the UNAIDS, a joint United Nations program on HIV/AIDS, and various distribution
partners in major countries, provide an indication of the Company's success in
broadening awareness and distribution of the Female Condom and may benefit
future efforts to raise additional capital and to secure additional agreements
to promote and distribute the Female Condom throughout other parts of the world.
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NOTE 5- Financial Condition - (Continued)

On May 18, 2001 the Company entered into an agreement with Heartland Bank
providing for a $2,000,000 credit facility. The unpaid balances on the note are
due May 18, 2004 and bear interest payable at a rate of 10% per annum. The
agreement contains certain covenants which include restrictions on the payment
of dividends and distributions and on the issuance of warrants. The Company may
borrow under the credit facility from time to time subject to conditions,
including obtaining personal guarantees of 125% of the amount outstanding under
the loan. In connection with the credit facility, the Company issued warrants to
Heartland Bank to purchase the number of shares equal to $500,000 divided by the
warrant purchase price as of the date of exercise. The warrant purchase price is



equal to 70% of the "market price" of the Common Stock as of the day immediately
prior to the date the exercise notice is given to the Company, but in no event
shall the per share price be less than $.50 or more than $1.00. In accounting
for Heartland Bank's warrants, the Company has designated 1,000,000 warrants
valued at $270,800 and these are recorded by the Company as additional paid in
capital and a discount on the credit facility.

The Company initially borrowed $1,500,000 under the credit facility and obtained
guarantees of five individuals equal in total to the amount outstanding under
the loan. Three of the guarantors are directors of the Company and one of the
guarantors 1is a trust for the Dbenefit of the Company's Chairman and Chief
Executive Officer. Each guarantor may be liable to Heartland Bank for up to 125%
of the guarantor's guarantee amount if we default under the credit facility. The
Company issued warrants to the five guarantors to purchase the number of shares
of the Company's Common Stock equal to the guarantee amount of such guarantor
divided by the warrant purchase price as of the date of exercise. The warrant
purchase price 1is equal to 70% of the "market price" of the Common Stock as of
the day immediately prior to the date the exercise notice is given to the
Company, but in no event shall the per share price be less than $.50 or more
than $1.00. The Company also 1issued additional warrants to purchase 100,000
shares of Common Stock to two guarantors with a warrant price of $.50 per share.
In accounting for the guarantors' warrants, the Company has designated 3,200,000
warrants valued at $667,578 and these are recorded by the Company as additional
paid in capital and a discount on the «credit facility.

On December 18, 2001 and December 20, 2001 the Company borrowed an additional
aggregate $400,000 wunder the credit facility initially entered into on May 18,
2001. The Company obtained guarantees from two individuals to guarantee the
additional amount outstanding on the credit facility. Each guarantor may be
liable to Heartland Bank for up to 125% of the guarantor's guarantee amount if
we default wunder the credit facility. The Company issued warrants to the two
guarantors to purchase the number of shares of the Company's Common Stock equal
to the guarantee amount of such guarantor divided by the warrant purchase price
as of the date of exercise. The warrant purchase price is equal to 70% of the
"market price" of the Common Stock as of the day immediately prior to the date
the exercise notice is given to the Company, but in no event shall the per share
price Dbe less than $.50 or more than $1.00. The Company also issued additional
warrants to
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NOTE 5 - Financial Condition - (Continued)
purchase 100,000 shares of Common Stock to one of the guarantors with a warrant
price of $.50 per share. In accounting for the guarantors' warrants, the Company
has designated 900,000 warrants valued at $326,127 and these are recorded by the
Company as additional paid in capital and a discount on the credit facility.

During the three months ended December 31, 2001, the Company completed a private
placement where 120,000 shares of the Company's common stock were sold for
$60,000. The stock sale was directly with an accredited investor. The Company
sold the shares to this investor at the price of $.50 per share.

On February 20, 2002 the Company borrowed an additional $100,000 under the
credit facility initially entered into on May 18, 2001. The Company obtained a
guarantee from one individual to guarantee the additional amount outstanding on
the credit facility. The guarantor may be liable to Heartland Bank for up to
125% of the guarantor's guarantee amount 1f we default wunder the credit
facility. The Company issued warrants to the one guarantor to purchase the
number of shares of the Company's Common Stock equal to the guarantee amount of
such guarantor divided by the warrant purchase price as of the date of exercise.
The warrant purchase price is equal to 70% of the "market price" of the Common
Stock as of the day immediately prior to the date the exercise notice is given
to the Company, but in no event shall the per share price be less than $.50 or
more than $1.00. In accounting for the guarantor's warrants, the Company has
designated 151,515 warrants valued at $89,300 and are recorded by the Company as
additional paid in capital and a discount on the «credit facility.

Until internally generated funds are sufficient to meet cash requirements, FHC
will remain dependent wupon its ability to generate sufficient capital from
outside sources. While management believes that net revenues from sales of the
Female Condom will eventually exceed operating costs and that ultimately
operations will generate sufficient funds to meet capital requirements, there
can be no assurance that such level of operations will ultimately be achieved,
or be achieved 1in the near term. Likewise, there can be no assurance that the
Company will Dbe able to source all or any portion of its required capital
through the sale of debt or equity or, if raised, the amount will be sufficient
to operate the Company until sales of the Female Condom generate sufficient net
revenues to fund operations. In addition, any funds raised may be costly to the
Company and/or dilutive to stockholders. If the Company is not able to source
the required funds or any future capital which becomes required, the Company may
be forced to sharply curtail the Company's efforts to promote the female condom,
to attempt to sell certain of its assets and rights or to curtail certain of its
operations and may wultimately be forced to cease operations. Currently, the
Company has made no plans to sell any assets nor has it identified any assets to



be sold or potential buyers. All of the Company's assets are also subject to a
first security interest by the holders of convertible debentures that the
Company issued in May and June 1999. Although the Company repaid the principal
amount outstanding under the convertible debentures in May 2001, the holders of
the convertible debentures have not acted to terminate the security interest in
the Company's assets and a
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NOTE 5 - Financial Condition - (Continued)
former holder of $1,000,000 of the convertible debentures has alleged the
Company was 1in default as described in Note 7 below. The Company disputes the
claims made by this holder. If this security interest is not released, any sale
of the Company's assets would have to be made subject to this security interest.

NOTE 6 - Industry Segments And Financial Information About Foreign and Domestic

The Company currently operates primarily in one industry segment which includes
the development, manufacture and marketing of consumer health care products.

The Company operates 1in foreign and domestic regions. Information about the
Company's operations Dby geographic area is as follows:

<TABLE>

<CAPTION>

(Amounts in Thousands)

Net Sales to
External Customers

For the Long-Term Assets
Six months ended as of
March 31, March 31,
2002 2001 2002 2001
<S> <C> <C> <C> <C>
United States. $ 1,562 $ 1,315 $ 145 S 53
Brazil . . . . 546 335 - -
France . . . . * 199 - -
Japan. . . . . * 160
South Africa . 378 166 - -
United Kingdom * * 1,327 1,799
Zimbabwe . . . 542 * - -
Other. . . . . 902 488 - -

</TABLE>

* Less than 5 percent of total net sales

NOTE 7 - Contingent Liabilities

The testing, manufacturing and marketing of consumer products by the Company
entail an inherent risk that product liability claims will be asserted against
the Company. The Company maintains product liability insurance coverage for
claims arising from the use of its products. The coverage amount is currently
$5,000,000 for FHC's consumer health care product.

A former holder of the $1,500,000 convertible debentures issued on May 19, 1999
and June 3, 1999 has alleged that the Company was in default with respect to the
perfection of the investors' security interest in the Company's assets. The
investor had demanded the issuance of 1,500,000 shares of the Company's common
stock to the investors due to this default. The Company disputes this claim and
intends to vigorously defend its position.
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NOTE 8. - Related Parties

It has been and currently is the policy of the Company that transactions between
the Company and its officers, directors, principal shareholders or affiliates
are to be on terms no less favorable to the Company than could be obtained from
unaffiliated parties. The Company intends that any future transactions between
the Company and its officers, directors, principal shareholders or affiliates
will Dbe approved by a majority of the directors who are not financially
interested in the transaction.



NOTE 9 - Subsequent Events

In September 2001, certain option holders waived their rights to exercise their
options wuntil the Company amended its Amended and Restated Articles of
Incorporation to increase the number of shares of common stock authorized for
issuance. To obtain this waiver, the Company agreed to re-price these options at
$.56 per share once the amendment was approved. The Company's common stock was
trading at less than $.56 per share when the waivers were obtained.

On May 8, 2002 shareholders approved an amendment to the Company's Amended and
Restated Articles of Incorporation to increase the total number of authorized
shares of the Company's common stock from 27,000,000 to 35,500,000 shares.

Since the amendment was approved, options to purchase an aggregate of 2,659,800
shares of common stock have been re-priced to $.56 per share. The Company will
continue to account for all of its stock options in accordance with variable
plan accounting guidance provided in APB 25 and related interpretations. This
accounting treatment requires the Company to record expense with respect to
stock options on a periodic basis based upon the amount, if any, by which the
fair market value of the common stock exceeds the exercise price of the stock
options. The reduction in the exercise price of the re-priced options may result
in the Company recording significantly greater expense relating to these options
in future periods, including the quarter ending June 30, 2002, which may
adversely affect the Company's results of operations.
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THE FEMALE HEALTH COMPANY AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS

General

The Female Health Company ("FHC" or the "Company") manufactures, markets and
sells the female condom, the only FDA-approved product under a woman's control
which can prevent unintended pregnancy and sexually transmitted diseases
("STDs"), including HIV/AIDS.

The female condom has undergone extensive testing for efficacy, safety and
acceptability, not only in the United States but also in many countries around
the world. Certain of these studies show that having the female condom
available allows women to have more options, resulting in an increase in
protected sex acts and a decrease in STDs, including HIV/AIDS.

The product 1is currently sold or available in various venues including
commercial (private sector) and public sector clinics in over 80 countries. It
is commercially marketed in 17 countries by various FHC country specific
partners, including the United States, United Kingdom, Japan, Canada, Holland,
France, Venezuela, and Brazil. The company recently signed a non-binding
memorandum of understanding with Hindustan Latex Limited for distribution in
India.

As noted above, the female condom is sold to the global public sector. In the
U.S., the product is marketed to city and state public health clinics as well as
not-for-profit organizations such as Planned Parenthood. Under an agreement
with UNAIDS, UNAIDS facilitates the availability and distribution of the female
condom in the developing world and the Company sells the product to developing
countries at a reduced price Dbased on the Company's cost of production. The
current price per unit is approximately 0.38 (Pounds), or approximately $0.54.
Currently over 80 developing countries purchase the female condom under the
terms of this agreement.

Product

The female condom is made of polyurethane, a thin but strong material which is
resistant to rips and tears during use. The female condom consists of a soft,
loose fitting sheath and two flexible O rings. One of the rings is used to
insert the device and helps to hold it in place. The other ring remains outside
the vagina after insertion. The female condom lines the vagina, preventing skin
from touching skin during intercourse. The female condom is pre-lubricated and
disposable and 1is intended for wuse during only one sex act.

Raw Materials

Polyurethane 1is the principal raw material the Company uses to produce the
female condom. The Company has entered into a supply agreement with Deerfield
Urethane, 1Inc. for the purchase of all of the Company's requirements of
polyurethane. Under this agreement, the parties negotiate pricing on an annual
basis. The original term of the agreement extended to December 31, 1995 and
thereafter automatically renews for additional one year periods unless either
party gives at least 12 months prior written notice of termination.
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Global Market Potential



It 1is more than twenty years since the first clinical evidence of AIDS was
noted. HIV/AIDS 1is the most devastating pandemic that humankind has faced in
recorded history. UNAIDS and the World Health Organization ("WHO") estimate
that more than 60 million people have been infected with the virus and that, at
the end of 2001, 40 million people globally were living with HIV. AIDS is not
the only sexually transmitted disease that the global public health community is
battling. In the United States, the Center for Disease Control and Protection
noted that one in five Americans over the age of 12 has Herpes and 1 in every 3
sexually active people will get an STD by age 24. Women are currently the
fastest growing group infected with HIV and are expected to comprise the
majority of the new cases 1in the coming year.

Currently there are only two products that prevent the transmission of HIV/AIDS
through sexual intercourse --the latex male condom and the female condom.

Male Condom Market: It is estimated the global annual market for male condoms is
close to 5 billion wunits. However, the majority of all acts of sexual
intercourse, excluding those intended to «result in pregnancy, are completed
without protection. As a result, it 1is estimated the potential market for
barrier contraceptives 1is much larger than the identified male condom market.

Advantages Versus the Male Condom

The female condom is currently the only available barrier contraceptive method
controlled by women which allows them to protect themselves from unintended
pregnancy and STDs, including HIV/AIDS. The most important advantage is that
using the female condom, a woman has a prevention method she controls as many
men do not 1like to wear male condoms and may refuse to do so.

The polyurethane material that is used for the female condom offers a number of
benefits over latex, the material that is most commonly used in male condoms.
Polyurethane 1is much stronger than latex, reducing the probability that the
female condom sheath will tear during use. Unlike latex, polyurethane quickly
transfers heat, so the female condom immediately warms to body temperature when
it is inserted, which may result in increased pleasure and sensation during use.
The product offers an additional benefit to the 7% to 20% of the population that
is allergic to latex and who, as a result, may be irritated by latex male
condoms. To the Company's knowledge, there is no reported allergy to date to
polyurethane. The female condom is also more convenient, providing the option
of insertion hours before sexual arousal and as a result is less disruptive
during sexual intimacy than the male condom which requires sexual arousal for
application.
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Cost Effectiveness

Various studies have been reported in the literature on the cost-effectiveness
of the female condom. The studies show that making the female condom available
is highly cost effective in reducing public health costs in developing countries
as well as in the U.S. Further studies show that including the female condom in
prevention programs to high risk groups 1is not only cost-effective but
cost-saving.

Worldwide Regulatory Approvals

The female condom received Pre-Market Approval ("PMA") as a Class III Medical
Device from the U.S. Food and Drug Administration ("FDA") in 1993. The
extensive «clinical testing and scientific data required for FDA approval laid
the foundation for approvals throughout the rest of the world, including receipt
of a CE Mark in 1997 which allows the Company to market the female condom
throughout the European Union ("EU"). 1In addition to the United States and the
EU, several other countries have approved the female condom for sale, including
Canada, Russia, Australia, Japan, South Korea and Taiwan.

The Company believes that the female condom's PMA and FDA classification as a
Class III Medical Device create a significant barrier to entry. The Company
estimates that it would take a minimum of four to six years to implement,
execute and receive FDA approval of a PMA to market another type of female
condom.

The Company believes there are no material issues or material costs associated
with the Company's compliance with environmental laws related to the manufacture
and distribution of the female condom.

Strategy

The Company's strategy is to act as a manufacturer, selling the female condom to
the global public sector, United States public sector and commercial partners
for country-specific marketing. The public sector and commercial partners
assume the cost of shipping and marketing the product. As a result, as volume
increases, the Company's operating expenses will not increase significantly.

Commercial Markets



The Company markets the product directly in the United Kingdom. The Company has
distribution agreements with commercial partners in 17 countries including the
United States, Japan, Canada, Brazil, Venezuela, Denmark, Holland, and France
and recently signed a non-binding memorandum of understanding with Hindustan
Latex Limited in 1India. The agreements are generally exclusive for a single
country. Under these agreements, each partner markets and distributes the
female condom in a single country and the Company manufacturers the female
condom and sells the product to the partner for distribution in that country.
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Relationships and Agreements with Public Sector Organizations

Currently, it 1is estimated more than 1.5 billion male condoms are distributed
worldwide by the public sector each year. The female condom is seen as an
important addition to prevention strategies by the public sector because studies
show that the availability of the female condom decreases the amount of
unprotected sex by as much as 25% over male condoms alone.

The Company has an agreement with UNAIDS to supply the female condom to
developing countries at a reduced price which is negotiated each year based on
the Company's cost of production. The current price per unit is approximately

0.38 (pounds), or approximately $0.54. Under the agreement, UNAIDS and the
Company cooperate in education efforts and marketing the female condom in
developing countries. Sales of the female condom are made directly to public

health authorities 1in each country at the price established by the agreement
with UNAIDS. The term of the agreement currently expires on December 31, 2002,
but automatically renews for additional one-year periods unless either party
gives at least 90 days prior written notice of termination.

State-of-the-Art Manufacturing Facility

The Company manufactures the female condom in a 40,000 square-foot leased
facility in London, England. The facility is currently capable of producing 60
million wunits per year. With additional equipment, this capacity can be
significantly increased. On April 22, 2002 the Company's subsidiary, Female
Health Company (UK) plc received the prestigious Queen's award for Enterprise,
the highest honor that can be bestowed on a UK business. The award, given in the
Queen's Golden Jubilee year, has been made in recognition of the Company's
outstanding international trade achievements.

Government Regulation

In the U.S., the female condom is regulated by the FDA. Pursuant to section
515(a) (3) of the Safe Medical Amendments Act of 1990 (the "SMA Act"), the FDA
may temporarily suspend approval and initiate withdrawal of the PMA if the FDA
finds that the female condom is unsafe or ineffective, or on the basis of new
information with respect to the device, which, when evaluated together with
information available at the time of approval, indicates a lack of reasonable
assurance that the device 1s safe or effective under the conditions of use
prescribed, recommended or suggested in the labeling. Failure to comply with
the conditions of FDA approval invalidates the approval order. Commercial
distribution of a device that is not in compliance with these conditions is a
violation of the SMA Act.
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Competition

The Company's female condom participates in the same market as male condoms but
is not seen as directly competing with male condoms. Rather, the Company
believes that providing the female condom is additive in terms of prevention and
choice. Latex male condoms cost less and have brand names that are more widely
recognized than the female condom. In addition, male condoms are generally
manufactured and marketed by companies with significantly greater financial
resources than the Company. It is also possible that other parties may develop
a female condom. These competing products could be manufactured, marketed and
sold by companies with significantly greater financial resources than those of
the Company.

Patents and Trademarks

The Company currently holds product and technology patents in the United States,
Japan, the United Kingdom, France, Italy, Germany, Spain, the European Patent
Convention, Canada, The People's Republic of China, Brazil, South Korea and
Australia. These patents expire between 2005 and 2013. Additional technology
patents are pending in Japan. The patents cover the key aspects of the female
condom, including its overall design and manufacturing process. The Company
terminated its 1license of the trademark "Reality" in the United States and now
has the registered trademark FC Female Condom in the United States. The Company
has trademarks on the names "femidom" and "femy" in certain foreign countries.
The Company has also secured, or applied for, 13 trademarks in 26 countries to
protect the various names and symbols used in marketing the product around the



world. In addition, the experience that has Dbeen gained through years of
manufacturing the female condom has allowed the Company to develop trade secrets
and know-how, including certain proprietary production technologies that further
secure 1its competitive position.

THREE MONTHS ENDED MARCH 31, 2002 COMPARED TO THREE MONTHS ENDED MARCH 31, 2001

The Company had net revenues of $2,260,298 and a net loss attributable to common
stockholders of $14,471 for the three months ended March 31, 2002 compared to
net revenues of $1,449,297 and a net loss attributable to common stockholders of
$435,269 for the three months ended March 31, 2001.

The Company's operating income for the three months ended March 31, 2002 was
$240,462 compared to a $250,256 operating loss for the same period last year for
an increase of $490,718. As discussed more fully below, the increase in the
Company's operating income (loss) was result of an increase in gross profit
coupled with a decrease 1in operating expenses. The decrease in the net loss
attributable to common stockholders of 97% resulted from the reduction in the
operating loss, partially offset by a increase 1in non-operating interest
expenses.
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Net revenues increased $811,001 in the current quarter, or 56%, compared with
the same period last year. The higher net revenues occurred because of higher
unit sales shipped to global and domestic public sector customers.

The Company expects significant quarter to quarter variation due to the timing
of receipt of large orders, subsequent production scheduling, and shipping of
products as various countries launch the product. The Company believes this
variation between quarters will continue for several quarters to come until
reorders form an increasing portion of total net revenues.

Cost of products sold increased $306,143 to $1,537,202 in the current quarter
from $1,231,059 for the same period last vyear. The cost of products sold
increase of 25% on a 56% sales increase resulted in a improvement in costs of
products sold as a percentage of sales from 68% in the current quarter compared
to 85% during the same period in the prior year. As unit sales increase, fixed
manufacturing costs do not require additional costs to be incurred, enabling the
Company to produce at a lower cost of goods sold per unit. Due to this change
and the sales increase, gross profit increased $504,858, or 231%, to $723,096
from $218,238 during the second quarter of fiscal 2001.

Advertising and promotional expenditures decreased $10,951 to $10,134 in the
current quarter from $21,085 for the same period in the prior year. The decline
resulted from a reduction in promotional expenses between the current quarter
and the second quarter of fiscal 2001.

Selling, general and administrative expenses decreased $17,581, or 4%, to
$407,954 in the current quarter from $425,535 for the same period last year.
The change reflects the impact of a reduction of consulting expenses in the
current quarter compared to similar costs incurred in the prior fiscal year's
second quarter.

Total operating expenses increased $14,140, or 3%, to $482,634 in the current
quarter from $468,494 in the same period of the prior year. As a percent of
sales total operating expenses were 21% in the current quarter compared to 32%
during the same period in the prior vyear.

Net interest and other expenses increased $70,915 to $222,380 for the current
period from $151,465 for the same period last year. The increase occurred
because the Company had a larger amount of non-cash expenses incurred from the
amortization of discounts on notes payable and credit facility than the first
quarter of the prior year.
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SIX MONTHS ENDED MARCH 31, 2002 COMPARED TO SIX MONTHS ENDED MARCH 31, 2001

The Company had net revenues of $3,930,469 and a net loss attributable to common
stockholders of $404,032 for the six months ended March 31, 2002 compared to net
revenues of $2,662,922 and a net loss attributable to common stockholders of
$1,087,889 for the six months ended March 31, 2001.

The Company's operating income for the six months ended March 31, 2002 was
$73,685 compared to a $718,913 operating loss for the same period last year for
an increase of $792,598. As discussed more fully below, the increase in the
Company's operating income (loss) was result of an increase in gross profit
coupled with a decrease 1in operating expenses. The decrease in the net loss
attributable to common stockholders of 67% resulted from the reduction in the
operating loss, partially offset Dby a increase in non-operating interest



expenses.

Net revenues for the six months ended March 31, 2002 increased $1,267,547, or
48%, compared with the same period last year. The higher net revenues occurred
because of higher wunit sales shipped to global and domestic public sector
customers.

Cost of products sold increased $547,675 to $2,908,608 for the six months ended
March 31, 2002 from $2,360,933 for the same period last year. The cost of
products sold increase of 23% on a 48% sales increase resulted in a improvement
in costs of products sold as a percentage of sales from 74% in the six months
ended March 31, 2002 compared to 89% during the same period in the prior year.
As unit sales 1increase, fixed manufacturing costs do not require additional
costs to Dbe incurred, enabling the Company to produce at a lower cost of goods
sold per unit. Due to this change and the sales increase, gross profit increased
$719,872, or 238%, to $1,021,861 from $301,989 during the same period of the
prior fiscal vyear.

Advertising and promotional expenditures decreased $86,091 to $21,075 for the
six months ended March 31, 2002 from $107,166 for the same period in the prior
year. The decline resulted from a reduction in promotional expenses between
these periods.

Selling, general and administrative expenses decreased $28,995, or 3%, to
$842,947 for the six months ended March 31, 2002 from $871,942 for the same
period last vyear. The change reflects the impact of a reduction of consulting
expenses offset somewhat by increased legal expenses incurred during the
comparative periods.

Total operating expenses decreased $72,726, or 7%, to $948,176 for the six
months ended March 31, 2002 from $1,020,902 in the same period of the prior
year. As a percent of sales total operating expenses were 24% for the six months
ended March 31, 2002 compared to 38% during the same period in the prior year.

Net interest and other expenses increased $109,736 to $411,893 for the six
months ended March 31, 2002 from $302,157 for the same period last year. The
increase occurred Dbecause the Company had a larger amount of non-cash expenses
incurred from the amortization of discounts on notes payable and credit facility
than the first two quarters of the prior year.
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Factors That May Affect Operating Results and Financial Condition

The Company's future operating results and financial condition are dependent on
the Company's ability to increase demand for and to cost-effectively manufacture
sufficient quantities of the female condom. Inherent in this process is a
number of factors that the Company must successfully manage in order to achieve
favorable future results and improve its financial condition.

Reliance on a Single Product

The Company expects to derive the vast majority, if not all, of its future net
revenues from the female condom, its sole current product. While management
believes the global potential for the female condom is significant, the product
is in the early stages of commercialization and, as a result, the ultimate level
of consumer demand around the world is not yet known. To date, sales of the
female condom have not been sufficient to cover the Company's operating costs,
on an annual Dbasis.

Distribution Network

The Company's strategy 1is to act as a manufacturer and to develop a global
distribution network for the product by completing partnership arrangements with
companies with the necessary marketing and financial resources and local market
expertise. To date, this strategy has resulted in numerous in-country
distributions in the public sector, particularly in Africa, Latin America and
recently 1in India. Several partnership agreements have been completed for the
commercialization of the female condom 1in private sector markets around the
world. However, the Company is dependent on country governments as well as city
and state public health departments within the United States to continue their
commitment to prevention of STDs, including AIDS, by including female condoms in
their programs. The Company is also dependent on finding appropriate partners
for the private sector markets around the world. Once an agreement is completed,
the Company 1is reliant on the effectiveness of its partners to market and
distribute the product. Failure by the Company's partners to successfully market
and distribute the female condom or failure of country governments to implement
prevention programs which include distribution of barrier methods against the
AIDS crisis, or an inability of the Company to secure additional agreements for
AIDS <crisis, or an inability of the Company to secure additional agreements for
new markets either in the public or private sectors could adversely affect the
Company's financial condition and results of operations.

As part of this strategy the Company has entered into two recent agreements.
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On November 29, 2001, the Company signed a non-binding memorandum of
understanding with Hindustan Latex Limited ("HLL"), an Indian government
organization and India's largest male condom manufacturer. HLL distributes to
public sector customers including government and non-government organizations
and to consumers through 160,000 retail outlets. Jointly with HLL a marketing
strategy will Dbe developed for the country of India. Over time, the Company
anticipates that HLL and the Company will explore manufacturing options within
India.

On December 18, 2001, the Company announced the appointment of Total Access
Group ("TAG") as the exclusive distributor for public sector sales within a 15
state region in the western United States. TAG is a privately held national
distributor to the United States public sector and serves over 2,500 customers,
which include state and local health departments, community based organizations,
HIV/STD prevention organizations, Planned Parenthood clinics and family planning
organizations. TAG 1is a full service distributor and will provide marketing,
education and customer service support. TAG is required to purchase 2,190,000
units within a three year period to retain exclusive distribution rights.

Inventory and Supply

All of the key components for the manufacture of the female condom are
essentially available from either multiple sources or multiple locations within
a source.

Global Market and Foreign Currency Risks

The Company manufactures the female condom in a leased facility located in
London, England. Further, a material portion of the Company's sales are in
foreign markets. Manufacturing costs and sales to foreign markets are subject to
normal currency risks associated with changes in the exchange rate of foreign
currencies relative to the United States dollar. To date, the Company's
management has not deemed it necessary to utilize currency hedging strategies to
manage 1its currency risks. On an ongoing basis, management continues to
evaluate 1its commercial transactions and is prepared to employ currency hedging
strategies when it believes such strategies are appropriate. In addition, some
of the Company's future international sales may be in developing nations where
dramatic political or economic changes are possible. Such factors may adversely
affect the Company's results of operations and financial condition.
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Government Regulation

The female condom is subject to regulation by the FDA, pursuant to the federal
Food, Drug and Cosmetic Act (the "FDC Act"), and by other state and foreign
regulatory agencies. Under the FDC Act, medical devices must receive FDA
clearance Dbefore they can be sold. FDA regulations also require the Company to
adhere to certain "Good Manufacturing Practices," which include testing, quality
control and documentation procedures. The Company's compliance with applicable
regulatory requirements 1is monitored through periodic inspections by the FDA.
The failure to comply with applicable regulations may result in fines, delays or
suspensions of clearances, seizures or recalls of products, operating
restrictions, withdrawal of FDA approval and criminal prosecutions. The
Company's operating results and financial condition could be materially
adversely affected in the event of a withdrawal of approval from the FDA.

Liquidity and Sources of Capital

Historically, the Company has incurred cash operating losses relating to
expenses incurred to develop and promote the Female Condom. During the six
months ended March 31, 2002, cash used in operations totaled $.3 million. The
Company used net proceeds from the issuance of the Company's common stock and
additional borrowings on the Company's credit facility to fund cash used in
operations, capital expenditures, payment of preferred stock dividends and an
increase 1in its «cash ©position.

Until internally generated funds are sufficient to meet cash requirements, the
Company will remain dependent upon its ability to generate sufficient capital
from outside sources.

At March 31, 2002, the Company had current liabilities of $1.8 million including
a $1.0 million note payable due March 25, 2003 to Mr. Dearholt, a Director of
the Company. As of March 31, 2002, Mr. Dearholt beneficially owned 4,395,112
shares of the Company's Common Stock.

In the near term, the Company's management expects operating and capital costs
to continue to exceed funds generated from operations, due principally to the
Company's fixed manufacturing costs relative to current production volumes and
the ongoing need to commercialize the Female Condom around the world. It is
estimated that the Company's cash burn rate, net with revenues, is less than
$0.2 million per quarter.



While the Company believes that net revenue from sales of the female condom will
eventually exceed operating costs, and that, ultimately, operations will
generate sufficient funds to meet capital requirements, the Company can make no
assurance that it will achieve such level of operations in the near term or at
all. Likewise, the Company can make no assurance that the Company will be able
to source all or any portion of its required <capital through the sale
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of debt or equity or, if raised, the amount will be sufficient to operate until
sales of the female condom generate sufficient net revenues to fund operations.
In addition, any funds raised may be costly to the Company and/or dilutive to
its shareholders. If the Company 1is unable to raise adequate financing when
needed, the Company may be required to sharply curtail the Company's efforts to
promote the female condom, to attempt to sell certain of its assets and rights
or to curtail certain of its operations and may ultimately be forced to cease
operations. Currently, the Company 1is focused on growing its business and,
therefore, the Company has made no plans to sell any assets nor has it
identified any assets to Dbe sold or potential buyers. All of the Company's
assets are also subject to a first security interest Dby the holders of
convertible debentures that the Company issued in May and June 1999. Although
the Company repaid the principal amount outstanding under the convertible
debentures in May 2001, the holders of the convertible debentures have not acted
to terminate the security interest in the Company's assets and a former holder
of $1,000,000 of the convertible debentures has alleged that the Company was in
default as described in Note 7 to the unaudited financial statements above. The
Company disputes the claims made by this holder. If this security interest is
not released, any sale of the Company's assets would have to be made subject to
the release of this security interest.

IMPACT OF INFLATION AND CHANGING PRICES

Although the Company cannot accurately determine the precise effect of
inflation, the Company has experienced increased costs of product, supplies,
salaries and benefits, and increased selling, general and administrative
expenses. Historically, the Company has absorbed increased costs and expenses
without increasing selling prices.
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PART II - OTHER INFORMATION

In February 2002, the Company borrowed an additional $100,000 under its credit
facility and one person provided guarantee equal to the additional $100,000
outstanding under the loan. The guarantor may be liable to the lender for up to
125% of the guarantor's guaranteed amount if the Company defaults under the
credit facility. The Company issued warrants to the guarantor to purchase the
number of shares of common stock equal to the guarantee amount of such guarantor
divided by the warrant price as of the date of the exercise. The warrant
purchase price is the price per share equal to 70% of the market price of common
stock at the time of exercise, but in event will the warrant purchase price be
less than $.50 per share or more than $1.00 per share. The Company believes it
has satisfied the exemption from the securities registration requirement
provided by section 4(2) of the Securities Act and Regulation D promulgated
thereunder in this offering since the warrants were sold in a private placement
to a sophisticated, accredited investor, who provided representations which the
Company deemed necessary to satisfy itself that he was an accredited investor
and was purchasing the stock for investment and not with a view to resale in
connection with a public offering.

On March 25, 2002, the Company extended a $1 million, one-year promissory
note payable by the Company to Stephen M. Dearholt for a previous loan Mr.
Dearholt made to the Company. The promissory note is now payable in full on
March 25, 2003 and bears interest at 12% annually, payable monthly. 1In
connection with the extension of the note to March 25, 2003, the Company issued
warrants to purchase 300,000 shares of common stock at an exercise price of
$1.18 per share. The exercise price of the warrants equaled 80% of the market
price of the common stock on the date of issuance. The warrants expire upon the
earlier of their exercise or on March 25, 2014. The Company believes that the
issuance to Mr. Dearholt was exempt from registration under section 4(2) of the
Securities Act and/or Regulation D promulgated under the Securities Act because
such issuance was made to one person who 1is an accredited investor and a
director of the Company. Mr. Dearholt also represented to the Company that he
was purchasing for investment without a view to further distribution.
Restrictive legends were placed on all instruments evidencing the securities
described above.
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ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits

<TABLE>

<CAPTION>

Exhibit

3.1 Amended and Restated Articles of Incorporation. (1)
3.2 Amended and Restated By-Laws. (2)
4.1 Amended and Restated Articles of Incorporation. (1)

4.2 Articles II, VII, and XI of the Amended and Restated
By-Laws (included in Exhibit 3.2).(2)

4.3 Amended and Restated Articles of Incorporation.
10.1 Company Promissory Note to Stephen M. Dearholt for $1 million dated

March 25, 2002 and related Warrant Agreement, Warrants and Stock
Issuance Agreement.

<FN>
(1) Incorporated herein by reference to the Company's Registration
Statement on Form S-3, filed with the Securities and Exchange
Commission on February 13, 1998.
(2) Incorporated herein by reference to the Company's 1995 Form 10-KSB.
</TABLE>

(b) Report on Form 8-K - No reports on Form 8-K were filed during the quarter
ended March 31, 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to Dbe signed on its behalf by the
undersigned thereunto duly authorized.

THE FEMALE HEALTH COMPANY

DATE: May 15, 2002 /s/ 0.B. Parrish

O0.B. Parrish, Chairman and
Chief Executive Officer

Robert R. Zic, Principal
Accounting Officer)
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Exhibit 10.1

AMENDED AND RESTATED
PROMISSORY NOTE

$1,000,000.00 March 25, 2002

FOR VALUE RECEIVED, THE FEMALE HEALTH COMPANY, a Wisconsin
corporation, promises to pay to the order of Stephen M. Dearholt, at his office
in the City of Milwaukee, Wisconsin, the principal sum of One Million Dollars
($1,000,000.00), payable in full on March 25, 2003.

The wunpaid principal balance hereof shall bear interest, payable
monthly on the last day of each calendar month during the term of this Note, and
at maturity (whether stated maturity or upon acceleration), computed at a rate
equal to 12% per annum. Principal amounts unpaid at the maturity thereof
(whether by fixed maturity or acceleration) shall bear interest from and after
maturity until paid computed at a rate equal to 18% per annum. Principal of and
interest on this Note shall be payable in lawful money of the United States.

All interest ©payable on this Note shall be computed for the actual
number of days elapsed using a daily rate determined by dividing the annual rate
by 365. Whenever any payment to be made hereunder shall be stated to be due on
a Saturday, Sunday or public holiday under the laws of the State of Wisconsin,
such payment may be made on the next succeeding business day, and such extension
of time shall Dbe included in the computation of interest on this note.

This Note 1is 1issued 1in replacement of the Note issued on March 25,
2001, which Note was issued in replacement of the promissory note issued on
March 25, 2000, which Note was issued in replacement of the Note originally
issued under a ©Note Purchase and Warrant Agreement dated as of March 25, 1999
between the undersigned and Stephen M. Dearholt to which Agreement reference is
hereby made for a statement of the terms and conditions on which the loan
evidenced hereby was made and for a description of the terms and conditions upon
which this Note may be prepaid, in whole or in part, or its maturity
accelerated.

THE FEMALE HEALTH COMPANY

By: /s/ 0.B. Parrish
O0.B. Parrish
Chairman of the Board
and Chief Executive Officer

THIS WARRANT HAS NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, OR QUALIFIED UNDER ANY STATE SECURITIES LAW. THIS WARRANT AND ANY
INTEREST HEREIN MAY BE OFFERED, TRANSFERRED, SOLD OR OTHERWISE DISPOSED OF ONLY
IF REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED, OR IF AN EXEMPTION
FROM REGISTRATION IS AVAILABLE, AND ONLY IN STRICT COMPLIANCE WITH APPLICABLE
STATE SECURITIES LAWS AND REGULATIONS.

WARRANT

FOR THE PURCHASE OF
COMMON STOCK

OF

THE FEMALE HEALTH COMPANY

Warrant Number 12

THIS CERTIFIES THAT, FOR VALUE RECEIVED, Stephen M. Dearholt, or
assigns, 1is entitled to subscribe for and purchase from The Female Health
Company, a Wisconsin corporation (the Company"), 300,000 shares of the fully
paid and non-assessable shares of Common Stock, $.01 par value per share, of the
Company, at the Purchase Price (as hereinafter defined) per share.

This Warrant and all warrants issued in substitution or exchange for
all or part hereof are herein individually called a "Warrant" and collectively

the "Warrants".

1. Definitions. When wused in this Warrant, the following terms



shall have the meanings specified:

(a) "Affiliate" shall mean any Person directly or indirectly
controlling, controlled by or under direct or indirect common control with
another Person. A Person shall be deemed to control a corporation if such
Person possesses, directly or indirectly, the power to direct or cause the
direction of the management and policies of such corporation, whether through
the ownership of voting securities, Dby contract or otherwise.

(b) "Common Shares" shall mean and include the Company's
presently authorized shares of Common Stock and shall also include any capital
stock of any <class of the Company hereafter authorized which shall not be
limited to a fixed sum or percentage of par value in respect of the rights of
the holders thereof to participate in dividends or in the distribution of assets
upon the voluntary or involuntary liquidation, dissolution or winding up of the
Company; provided that the shares purchasable pursuant to this Warrant shall
include shares designated as Common Stock of the Company on the date of original
issue of this Warrant or, in case of any reclassification of the outstanding
shares thereof, the stock, securities or assets provided for in Section 5(a)
hereof.

(c) "Common Stock" shall mean the common stock, $.01 par
value per share, of the Company.

(d) "Expiration Date" shall mean the earliest to occur of the
following: (i) the exercise of all of the rights to purchase Common Stock
represented by this Warrant; or (ii) March 25, 2014.

(e) "Holder" shall mean Stephen M. Dearholt and any permitted
transferee or assignee of all or part of this Warrant and the rights hereunder;
provided that, as wused in Section 12 hereof such term shall also include any
holder or holders of Common Stock (or Other Securities) issued on the exercise
of this Warrant other than Persons who received such Common Stock (or Other
Securities) in a public offering or pursuant to Rule 144 promulgated under the
Securities Act of 1933, as amended.

(f) "Holder Group" shall have the meaning assigned thereto in
Section 10 hereof.

(9) "Purchase Price" shall mean the per share purchase price
of $1.18 (subject to adjustment under Section 5) to be paid for shares of Common
Stock purchased pursuant to the exercise of this Warrant.

(h) "Other Securities", as used in Section 12 hereof, shall
mean any stock (other than Common Stock) and other securities of the Company or
any other Person (corporate or otherwise) which the
Holder of this Warrant at any time shall be entitled to receive, or shall have
received, on the exercise of this Warrant, in lieu of or in addition to Common
Stock, or which at any time shall be issuable or shall have been issued in
exchange for or in replacement of Common Stock or Other Securities pursuant to
Section 5 hereof or otherwise.

(1) "Person shall mean and include an individual,
partnership, corporation, trust, joint venture, incorporated organization and a
government or any department or agency thereof.
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2. Exercise: Issuance of Certificates: Payment for Shares. This
Warrant may be exercised by the Holder, in whole or in part, at any time and
from time to time on or after March 25, 2002, and prior to 5:00 p.m. (Central
Time) on the Expiration Date, by the surrender of this Warrant (properly
endorsed if required), and payment by the Holder to the Company of the Purchase
Price for each share of Common Stock purchased with respect to such exercise by
wire transfer or certified or cashiers check. ©Upon such surrender and payment,
the Holder shall be entitled to receive a certificate or certificates
representing the shares of Common Stock so purchased, which certificate(s) may
contain a standard legend indicating that such shares have not been registered
under the Securities Act and prohibiting resale thereof without registration or
an opinion of counsel that an exemption from registration is available. The
Company agrees that the shares so purchased shall be deemed to be issued to the
Holder as the record owner of such shares as of the close of business on the
date on which this Warrant shall have been surrendered and payment made for such
shares as aforesaid. Subject to the Company's Amended and Restated Articles of
Incorporation, certificates for the shares of Common Stock so purchased shall be
delivered to the Holder within a reasonable time, not exceeding ten days, after
the rights represented by this Warrant shall have been so exercised. If the
rights of the Holder of this Warrant are exercised in part, the number of shares
of Common Stock which thereafter may be purchased pursuant to this Warrant shall
be reduced accordingly and the Company shall reissue a Warrant or Warrants of
like tenor representing in the aggregate the right to purchase the number of
shares of Common Stock as so reduced.



3. Affirmative Covenants.

(a) The Company covenants and agrees that the shares of
Common Stock issuable upon exercise of the rights represented by this Warrant
will, upon such exercise and issuance 1in accordance herewith, be duly
authorized, validly issued, fully paid and nonassessable (except as set forth in
Section 180.0622(2) (b), Wis. Stats., as amended and interpreted) and free from
all taxes, liens and charges with respect to the issue. The Company further
covenants and agrees that, until the Expiration Date, the Company will at all
times have authorized, and reserved for the purpose of issue upon total or
partial exercise of the rights represented by this Warrant, a sufficient number
of shares of 1its Common Stock to provide for the exercise of the rights
represented by this Warrant.

(b) The Company further covenants and agrees that, until the
Expiration Date, the Company will deliver to the Holder copies of all reports
and information filed by the Company with the Securities and Exchange Commission
("SEC") pursuant to the Securities Exchange Act of 1934, as amended, within 10
days after receiving a written request from the Holder.

3
4. Issuance of Preferred Stock. So long as this Warrant remains
outstanding, the Company will not issue any capital stock of any class preferred
as to dividends or as to the distribution of assets wupon voluntary or
involuntary liquidation, dissolution or winding up, unless the rights of the
holders thereof shall be limited to a fixed sum or percentage of par value in
respect of participation in dividends and in the distribution of such assets.

5. Anti-Dilution Provisions. The above provisions are, however,

subject to the following:

(a) If any capital reorganization or reclassification of the
capital stock of the Company, or consolidation or merger of the Company with
another corporation, or the sale of all or substantially all of its assets to
another corporation shall be effected in such a way that holders of Common Stock
shall Dbe entitled to receive stock, securities or assets with respect to or in
exchange for Common Stock, then, as a condition of such reorganization,
reclassification, consolidation, merger or sale, lawful and adequate provision
shall be made whereby the Holder hereof shall hereafter have the right to
purchase and receive upon the basis and upon the terms and conditions specified
in this Warrant and in lieu of the shares of the Common Stock of the Company
immediately theretofore purchasable and receivable upon the exercise of the
rights represented hereby, such shares of stock, securities or assets as may be
issued or payable with respect to or in exchange for a number of outstanding
shares of such Common Stock equal to the number of shares of such stock
immediately theretofore purchasable and receivable upon the exercise of the
rights represented hereby had such reorganization, reclassification,
consolidation, merger or sale not taken place, and in any such case appropriate
provision shall be made with respect to the rights and interests of the Holder
of this Warrant to the end that the provisions hereof shall thereafter be
applicable, as nearly as may be, in relation to any shares of stock, securities
or assets thereafter deliverable upon the exercise hereof, together with such
adjustment in the Purchase Price as may be applicable with respect thereto so
that the aggregate price to be paid for shares issued pursuant to this Warrant
shall be neither increased nor decreased. The Company shall not effect any such
consolidation, merger or sale, wunless prior to the consummation thereof the
successor corporation (if other than the Company) resulting from such
consolidation or merger or the corporation purchasing such assets shall assume
by written instrument executed and mailed to the Holder hereof at the last
address of such Holder appearing on the books of the Company, the obligation to
deliver to such Holder such shares of stock, securities or assets as, in

accordance with the foregoing provisions, such Holder may be entitled to
purchase.
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(b) In case any time:
(1) the Company shall declare any cash dividend on its Common

Stock at a rate 1in excess of the rate of the last cash dividend theretofore
paid;

(2) the Company shall pay any dividend payable in stock upon
its Common Stock, make any distribution (other than regular cash dividends) to
the holders of its Common Stock or redeem any shares of its Common Stock;

(3) the Company shall offer for subscription pro rata to the
holders of its Common Stock any additional shares of stock of any class or other
rights;



(4) there shall Dbe any capital reorganization,
reclassification of the capital stock of the Company, or consolidation or merger
of the Company with, or sale of all or substantially all of its assets to
another corporation; or

(5) there shall be a voluntary or involuntary dissolution,
liqguidation or winding up of the Company;then, in any one or more of said cases,
the Company shall give written notice, by first class mail, postage prepaid,
addressed to the Holder of this Warrant at the address of such Holder as shown
on the books of the Company, of the date on which (aa) the books of the Company
shall «close or a record shall be taken for such dividend, distribution or
subscription rights, or (bb) such reorganization, reclassification,
consolidation, merger, sale, dissolution, liquidation or winding up shall take
place, as the case may be. Such notice shall also specify the date as of which
the holders of Common Stock of record shall participate in such dividend
distribution or subscription rights, or shall be entitled to exchange their
Common Stock for securities or other property deliverable upon such
reorganization, reclassification, consolidation, merger, sale, dissolution,
liquidation or winding wup, as the case may be. Such written notice shall be
given at least 15 days prior to the action in question and not less than 15 days
prior to the record date or the date on which the Company's transfer books are
closed in respect thereto.

6. Certain Events. If any event occurs as to which the provisions
of this Warrant are not strictly applicable or, if strictly applicable would not
fairly protect the rights of the Holder in accordance with the essential intent
and principles of such provisions, then the Board of Directors of the Company
shall make an adjustment in the application of such provisions, in accordance
with such essential intent and principles, so as to protect the Holder's rights
as aforesaid.
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7. Term of Warrant. This Warrant shall remain outstanding and
exercisable until the Expiration Date. To the extent not previously exercised,
the rights to purchase Common Stock represented by this Warrant shall thereupon
terminate.

8. Issue Tax. The issuance of certificates for shares of Common
Stock wupon the total or partial exercise of this Warrant shall be made without
charge to the Holder for any issuance tax 1in respect thereof.

9. Closing of Books. The Company will at no time close its
transfer books against the transfer of this Warrant or act in any manner which
interferes with the timely exercise of the rights represented by this Warrant.

10. Transfer of Warrant. Subject to any registration or
qualification requirements under the Securities Act and applicable state
securities laws, this Warrant and all rights hereunder are transferable, in
whole or in part, without charge to the Holder, by the Holder in person or by
duly authorized attorney, upon surrender of this Warrant to the Company properly
endorsed; provided that the Company may require in connection with such transfer
an opinion of <counsel to the effect that such transfer qualifies for an
exemption from the registration requirements of the Securities Act. If this
Warrant 1s transferred in part in accordance with the terms hereof, the Company
shall reissue a Warrant or Warrants of like tenor representing in the aggregate
the right to purchase the number of shares of Common Stock represented by this
Warrant immediately prior to such transfer and thereafter the Holder and all
transferees and assignees shall constitute the "Holder Group" for purposes of
Section 12 hereof.

11. No Voting Rights. This Warrant shall not entitle the Holder

to any voting rights as a shareholder of the Company.

12. Registration Rights. All references in this Section 12 to

Common Stock shall be deemed to include Other Securities as applicable.

12.1 Demand Registration. At any time (whether before or after
the Expiration Date) following the exercise of the right to purchase Common
Stock pursuant to this Warrant, a Holder may demand registration under the
Securities Act of 1933, as amended (the "Securities Act") of the resale of all
or part of the Common Stock issuable or which has been issued upon exercise of
this Warrant, on
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Form S-1 or any similar long-form registration or, in the Company's sole
discretion, on Form S-2 or S-3 or any similar short-form registration, if



available wunder applicable rules of the SEC. If such request is made by less
than all Holders, the Company shall send written notice of such registration
request to the remaining Holders within 15 days of receipt of the initial
registration request. Unless a remaining Holder shall deliver to the Company,
within 20 days after such notice is sent by the Company, a written request for
inclusion in the registration demanded by the initial request of all or part of
the Common Stock issuable or which has been issued upon exercise of the Warrant
held by such remaining Holder, all rights of such remaining Holder under this
Section 12.1 shall Dbe terminated. The written request to be delivered by a
Holder to the Company pursuant to this Section 12.1 shall (i) specify the number
of shares intended to be offered and sold by the Holder, (ii) express the
present intent of the Holder to offer such shares for distribution, and (iii)
describe the nature and method of the proposed offer and sale thereof. The
registration requested pursuant to this Section 12.1 is referred to herein as
"Demand Registration", which term shall also include any Demand Registration as
defined in any of the Dearholt Stock Documents referenced in Section 12.1(a)
hereof.

(a) Number of Registrations. Notwithstanding any
contrary provision contained in this document, the Note Purchase and Warrant
Agreement between the Company and Stephen M. Dearholt dated March 25, 1999, the
Stock Issuance Agreement between such parties dated March 25, 1999 (the "1999

Stock Issuance Agreement"), and such other documents, agreements and warrants
that the Holder may demand registration under the Securities Act (collectively,
the "Dearholt Stock Documents"), the Holder Group shall be entitled to an

unlimited number of Demand Registrations wunder all such Dearholt Stock

Documents, and shall be entitled to include all or part of the stock received
under any or all of such Dearholt Stock Documents in any Demand Registration, as
the Holder Group shall request from time to time; provided, however, that,
except for Demand Registrations requested pursuant to the last sentence of this
Section 12.1(a), any such Demand Registration shall include at least two hundred
thousand (200,000) shares of Common Stock (subject to adjustment pursuant to
Section 5(a)). A registration initiated as a Demand Registration may be
withdrawn at any time at the request of the Holders of a majority of the shares
of the Common Stock requested to be included in such Demand Registration (the
"Required Percentage"); provided that in the event a registration initiated as a
Demand Registration is so withdrawn, all expenses in connection with such
withdrawn registration (including, without limitation, reasonable fees of
counsel and accountants for the Company) shall be paid by the participating
Holders, ©pro rata. In the event Stephen M. Dearholt shall pledge or assign his
rights and interests to all or part of the Common Stock issued to him upon
exercise of this Warrant, or wupon exercise of his rights under any of the
Dearholt Stock Documents, as collateral pursuant to a borrowing, the rights to
Demand Registrations hereunder may be assigned and transferred to said lender
(and only one lender at any given time) in connection therewith, and said lender
shall Dbe entitled to request such Demand Registrations at any time, without
regard to the two hundred thousand (200,000) share minimum under the first
sentence of this Section 12.1(a), and notwithstanding the provisions of the
first sentence of Section 12.1(c) below.
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(b) Priority on Demand Registrations. The Company will
not include in the Demand Registration any securities which are not Common Stock
owned by a Holder, without the written consent of the Required Percentage of
Holders. 1If the Demand Registration is an underwritten offering, and the
managing underwriters advise the Company in writing that in their opinion the
number of shares of Common Stock requested to be included exceeds the number of
shares of Common Stock which can be sold in such offering without adversely
affecting the market price of the Company's Common Stock, the Company will
include 1in such registration (pro rata from shares of Common Stock requested to
be included by each participating Holder), prior to the inclusion of any
securities which are not shares of Common Stock owned by a Holder, the number of
shares of Common Stock owned by the Holders requested to be included which in
the opinion of such underwriters can be sold without such adverse affect; and
the balance of the shares of Common Stock which Holder requested to be included
in such offering shall be withheld from sale for a period of time requested by
the underwritten, but not to exceed one hundred twenty (120) days.

(c) Restrictions on Demand Registration. Subject to the
next following sentence and the last sentence of Section 12.1(a) above, the
Company will not be obligated to effect a Demand Registration within one hundred
twenty (120) days after the effective date of a registration in which the Holder
was given an opportunity to participate in a registered offering pursuant to
Section 12.2 hereof. 1In the event that a Holder requests to participate in a
registration wunder Section 12.2 hereof and satisfies the conditions of Section
12.3, and for whatever reason all of the shares of Common Stock which such
Holder so requests to be registered are not registered or are not permitted to
be offered for sale and sold prior to shares of Common Stock or other equity
securities being registered and offered by the Company in such registration,
then the provisions of the first sentence of this Section 12.1(c) shall not
apply, and the Company shall be obligated to effect a Demand Registration



requested by such Holder as soon as practicable in accordance with the terms
hereof. The Company may postpone for up to ninety (90) days the filing or the
effectiveness of a registration statement for a Demand Registration if the
Company and the Required Percentage of Holders reasonably and in good faith
agree that such Demand Registration might have an adverse effect on any proposal
or plan by the Company to engage in any financing, acquisition of assets (other
than in the ordinary course of Dbusiness) or any corporate reorganization,
merger, consolidation, tender offer or similar transaction.

(d) Selection of Underwriters. If the Demand
Registration involves an underwritten public offering, the Company will have the
right to select the investment banker (s) and manager (s) to administer the
offering, subject to the approval of the Required
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Percentage of Holders (which will not Dbe unreasonably withheld) of such
investment Dbanker(s) and managers(s).

12.2 Participation in Registered Offerings. If the Company
at any time or times proposes or is required to register any of its Common Stock
or other equity securities for public sale in an underwritten public offering
for cash (other than in connection with any stock option, bonus or other
employee benefit plan or arrangement) under the Securities Act or any applicable
state securities law, it will each such time give written notice to each Holder
of its intention to do so. Upon the written request of a Holder given within
thirty (30) business days after receipt of any such notice (which request shall
state the intended method of disposition of such equity securities and shall
state in reasonable detail, to the extent practicable, the net consideration,
after all commissions and discounts which the prospective seller or sellers
expect to receive upon such disposition), the Company shall use all reasonable
efforts to cause all such Common Stock which the Holder so requested to be
registered (which request will not be for 1less than two hundred thousand
(200, 000) shares of Common Stock) to be registered under the Securities Act and
any applicable state securities laws (provided, that if the managing underwriter
advises that less than all of the registered shares of equity securities should
be offered for sale so as not to materially and adversely affect the price or
salability of the offering being registered by the Company or the participating
Holders for a period not to exceed one hundred twenty (120) days, the
participating Holders will, if requested by the Company, withhold from sale for
such period of time such number of shares of Common Stock (pro rata from the
shares of Common Stock requested to be included by the participating Holders) as
the underwriter may specify; provided further that in such event a pro rata
number of shares proposed to be offered by the Company and all other
shareholders of the Company also shall be similarly withheld from sale), all to
the extent requisite to permit the sale or other disposition (in accordance with
the intended method of disposition thereof as aforesaid) by the prospective
seller or sellers of the securities so registered. In the event an underwriter
is involved with a registration initiated by the Company of the Common Stock,
and a Holder requests to participate in the registration, the Holder must commit
to sell through the underwriter. The Company may, in its sole discretion,
withdraw any registration contemplated by this Section 12.2 and abandon the
proposed offering in which a Holder had requested to participate without any
further obligation to such Holder with respect to such registration statement or
offering; provided however that such Holder shall be indemnified by the Company
for any fees, costs and expense of and incidental to such registration,
excluding the fees and disbursements of counsel acting solely on behalf of such
Holder.

12.3 Obligations of the Holder. It shall Dbe a condition

precedent to the obligation of the Company to register any
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Common Stock of a Holder pursuant to Sections 12.1 and 12.2 hereof that such
Holder shall (i) furnish to the Company such information regarding the Common
Stock held by it and the intended method of disposition thereof and other
information concerning such Holder as the Company shall reasonably request and
as shall Dbe required in connection with the registration statement to be filed
by the Company; (ii) agree to abide Dby such additional or customary terms
affecting the proposed offering as reasonably may be requested by the managing
underwriter of such offering, including a requirement, 1if applicable, to
withhold (on a pro-rata basis) from the public market for a period of at least
one hundred twenty (120) days after any such offering, any shares excluded from
the offering at the instance of the underwriter as permitted under Sections 12.1
and 12.2 hereof; and (iii) agree in writing in form satisfactory to the Company
to pay the underwriting discounts and commissions applicable to the Common Stock
being sold by such Holder (subject to the maximum amounts set forth in Section
12.5 hereof).

12.4 Registration Proceedings. If and whenever the Company
is required by the provisions of Sections 12.1 and 12.2 hereof to effect the
registration of the Common Stock under the Securities Act, until the securities



covered by such registration statement have been sold or for six (6) months
after effectiveness, whichever is the shorter period of time, the Company shall:

(a) Promptly prepare and file with the SEC a
registration statement with respect to such Common Stock and use all reasonable
efforts to «cause such registration statement to become effective as soon as
practicable after the filing thereof and to remain effective, subject to the
Company's right to withdraw any registration contemplated by Section 12.2
hereof;

(b) Prepare and file with the SEC such amendments to
such registration statement and supplements to the prospectus contained therein
as may be necessary to keep such registration statement effective;

(c) Furnish to each participating Holder and to the
underwriters of the securities being registered such reasonable number of copies
of the registration statement, preliminary prospectus, final prospectus and such
other documents as such underwriters may reasonably request 1in order to
facilitate the public offering of such securities;

(d) Use all reasonable efforts to register or qualify
the securities covered by such registration statement under such state
securities or "Blue Sky" laws of such jurisdictions as the participating Holders
may reasonably request within twenty (20) days prior to the original filing of
such registration statement, except that the Company shall not for any purpose
be required to qualify to
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do Dbusiness as a foreign corporation in any jurisdiction wherein it is not so
qualified, and except that the Company shall not be required to so register or
qualify in more than twenty (20) such Jjurisdictions if in the good faith
judgment of the managing underwriter such additional registrations or
qualifications would be unreasonably expensive or harmful to the consummation of
the proposed offering;

(e) Notify each participating Holder, promptly after the
Company shall receive notice thereof, of the time when such registration
statement has become effective or a supplement to any prospectus forming a part
of such registration statement has been filed;

(f) Notify each participating Holder promptly of any
request by the SEC for the amending or supplementing of such registration
statement or prospectus or for additional information;

(g) Prepare and file with the SEC, promptly upon the
request of a participating Holder, any amendments or supplements to such
registration statement or prospectus which, in the opinion of counsel for such
Holder and counsel for the underwriter or manager of the offering, are required
under the Securities Act or the rules and regulations thereunder in connection
with the distribution of Common Stock by such Holder;

(h) Prepare and promptly file with the SEC and promptly
notify each participating Holder of the filing of such amendment or supplement
to such registration statement or prospectus as may be necessary to correct any
statements or omissions 1if, at the time when a prospectus relating to such
securities is required to be delivered under the Securities Act, any event shall
have occurred as the result of which any such prospectus or any other prospectus
as then 1in effect would include an untrue statement of a material fact or omit
to state any material fact necessary to make the statements therein, in light of
the circumstances in which they were made, not misleading;

(1) In case a participating Holder or any underwriter
for a Holder is required to deliver a prospectus at a time when the prospectus
then in circulation is not in compliance with the Securities Act, the Company
will prepare and file such supplements or amendments to such registration
statement and such prospectus or prospectuses as may be necessary to permit
compliance with the requirements of the Securities Act;

(3) Advise each participating Holder, promptly after it
shall receive notice or obtain knowledge thereof, of the issuance of any stop
order Dby the SEC suspending the effectiveness of such registration statement or
the initiation or threatening of any proceeding for that purpose and promptly
use all reasonable efforts to
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prevent the issuance of any stop order or to obtain its withdrawal if such stop
order should be issued;

(k) Not file any amendment or supplement to such
registration statement or ©prospectus to which a participating Holder shall
reasonably have objected on the grounds that such amendment or supplement does
not comply in all material respects with the requirements of the Securities Act
or the rules and regulations thereunder, after having been furnished with a copy
thereof at least two (2) business days prior to the filing thereof; and



(1) At the request of a participating Holder (i) use all
reasonable efforts to obtain and furnish on the effective date of the
registration statement or, if such registration includes an underwritten public
offering, at the closing provided for in the underwriting agreement, an opinion,
dated such date, of the counsel representing the Company for the purposes of
such registration, addressed +to the underwriters, if any, and to each
participating Holder, which shall contain such opinions as are customary in an
underwritten public offering, or, if the offering is not underwritten, shall
state that such registration statement has become effective under the Securities
Act and that (or substantially to the effect that): (a) to the best of such
counsel's knowledge, no stop order suspending the effectiveness thereof has been
issued and no proceedings for that purpose have been instituted or are pending
or contemplated wunder the Securities Act; (b) the registration statement,
related prospectus and each amendment or supplement thereto comply as to form in
all material respects with the requirements of the Securities Act and applicable
rules and regulations of the SEC thereunder (except that such counsel need
express no opinion as to financial statements, schedules or other financial or
statistical data contained therein); (c) such counsel has no reason to believe
that either the registration statement or the prospectus or any amendment or
supplement thereto (other than financial statements and schedules or financial
and statistical data, as to which such counsel need not comment) contains any
untrue statement of a material fact or omits to state a material fact required
to be stated therein or necessary to make the statements therein not misleading;
(d) the description in the registration statement or prospectus or any amendment
or supplement thereto of all legal and governmental matters and all contracts
and other legal documents or instruments described therein are accurate in all
material respects; and (e) such counsel does not know of any legal or
governmental proceedings, pending or threatened, required to be described in the
registration statement or ©prospectus or any amendment or supplement thereto
which are not described as required, nor of any contracts or documents or
instruments of the character required to be described in the registration
statement or prospectus or amendment or supplement thereto or to be filed as
exhibits to the registration statement, which are not described and filed as
required; and (ii) use all reasonable efforts to obtain letters dated on such
effective date,
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and such closing date, if any, from the independent certified public accountants
of the Company, addressed to the underwriters, if any, and to each participating
Holder, stating that they are independent certified public accountants within
the meaning of the Securities Act and dealing with such matters as the
underwriters may request, or, if the offering is not underwritten, stating that
in the opinion of-such accountants, the financial statements and other financial
data pertaining to the Company included in the registration statement or the
prospectus or any amendment or supplement thereto comply in all material
respects with the applicable accounting requirements of the Securities Act; such
opinion of counsel shall additionally cover such legal matters with respect to
the registration and with respect +to which such opinion is being given as a
participating Holder may reasonably request; such letter from the independent
certified public accountants shall additionally cover such other financial
matters, including information as to the period ending not more than five (5)
business days prior to the date of such letter, with respect to the registration
statement and prospectus as a participating Holder may reasonably request.

12.5 Expenses. With respect to each inclusion of Common
Stock of a Holder in a registration statement pursuant to Sections 12.1 and 12.2
hereof, all registration expenses, fees, costs and expenses of and incidental to
such registration, including any public offering in connection therewith shall
be borne by the Company (excluding the fees and disbursements of advisors
retained by the Holder and counsel acting solely on behalf of the Holder);
provided, however, that the Holder shall bear the Holder's pro rata share of the
underwriting discount and commissions (up to a maximum aggregate amount equal to
8% of the offering price of the Holder's shares so offered). The fees, costs
and expenses of registration to be borne by the Company shall include, without
limitation, all registration, filing and NASD fees, printing expenses, fees and
disbursements of counsel and accountants for the Company (including the cost of
any special audit requested 1in order to effect such registration), fees and
disbursements of counsel for the underwriter or underwriters of such securities
(1f the Company and/or selling security holders are required to bear such fees
and disbursements), all legal fees and disbursements and other expenses of
complying with state securities or blue Sky laws of any jurisdiction in which
the securities to be offered are to be registered or qualified.

12.6 Indemnification of Holders. Subject to the conditions
set forth below, in connection with any registration of securities pursuant to
Sections 12.1 or 12.2 hereof, the Company agrees to indemnify and hold harmless
each Holder and each person, if any, who controls the Holder (and the respective
officers, directors and agents of Holders), within the meaning of Section 15 of
the Securities Act, as follows:
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(a) Against any and all loss, claim, damage and expense



whatsoever arising out or based upon (including, but not limited to, any and all
expense whatsoever reasonably incurred in investigating, preparing or defending
any litigation, commenced or threatened, or any claim whatsoever based upon) any
untrue or alleged wuntrue statement of a material fact contained in any
preliminary prospectus (if used prior to the effective date of the registration
statement), the registration statement or the final prospectus (as from time to
time amended and supplemented if the Company shall have filed with the SEC any
amendment thereof or amendment thereto) if used within the period during which
the Company 1is required to keep the registration statement or prospectus
current, or in any application or other document executed by the Company or
based wupon written information furnished by the Company filed in any

jurisdiction in order to qualify the Company's securities under the securities
laws thereof; or the omission or alleged omission therefrom of a material fact
required to be stated therein or necessary to make the statements therein, in
light of the <circumstances under which they were made, not misleading; or any
other wviolation of applicable federal or state statutory or regulatory

requirements or limitations relating to action or inaction by the Company in the
course of preparing, filing, or implementing such registered offering; provided,
however, that the indemnity agreement contained in this Section 12.6(a) shall
not apply to any loss, claim, damage, liability or action arising out of or
based wupon any untrue or alleged untrue statement or omission made in reliance
upon and in conformity with any information furnished in writing to the Company
by or on Dbehalf of the Holder expressly for use in connection therewith;

(b) Subject to the proviso contained in the last
sentence of Section 12.6(a) above, against any and all loss, liability, claim,
damage and expense whatsoever to the extent of the aggregate amount paid in
settlement of any 1litigation, commenced or threatened, or of any claim
whatsoever Dbased upon any such untrue statement or omission or any such alleged
untrue statement or omission (including, but not limited to, any and all expense
whatsoever reasonably incurred in investigating, preparing or defending against
any such litigation or claim) if such settlement is effected with the written
consent of the Company and no indemnity shall inure to the benefit of the Holder
or any controlling person thereof if the person asserting the claim failed to
receive a copy of the final prospectus at or prior to the written confirmation
of the sale of shares of Common Stock to such person if the untrue statement or
omission had been corrected in such final prospectus and the failure to receive
such final prospectus 1is not a necessary element of such person's claim;

(c) In no case shall the Company be liable under this
indemnity agreement with respect to any claim made against the Holder or any
such controlling person (or its respective officers,
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directors and agents) unless the Company shall be notified, by letter or by
telegram confirmed by letter, of any claim made or action commenced against such
persons, reasonably promptly (but in any event within twenty (20) days of
receipt of such <claim or, in the event that any summons or other service of
process requires a responsive pleading within thirty (30) days or less time,
within ten (10) days after receipt of such summons or other process) after such
person shall have received notice of such claim or been served with the summons
or other legal process giving information as to the nature and basis of the
claim, but failure to so notify the Company shall not relieve it from any
liability which it may have otherwise than on account of this indemnity
agreement. The Company shall be entitled to participate at its own expense in
the defense of any suit brought to enforce any such claim, but if the Company
elects to assume the defense, such defense shall be conducted by counsel chosen
by it, provided that such counsel is reasonably satisfactory to the Holder. 1In
the event the Company elects to assume the defense of any such suit and retain
such counsel, the Holder shall, after the date the Holder is notified of such
election, Dbear the fees and expenses of any counsel thereafter retained by the
Holder as well as any other expenses thereafter incurred by the Holder in
connection with the defense thereof; provided, however, that the Company shall
bear the fees and expenses of any such separate counsel retained by the Holder
if the counsel representing the Company has a conflict of interest (which is not
waived) with the Holder which would prohibit such counsel from representing the
Holder.

12.7 Indemnification of Company. Each Holder participating
in any registered offering pursuant to Section 12.1 or 12.2 above agrees to
indemnify and hold harmless the Company and each of the officers and directors
and agents of it and each other person, if any, who controls the Company within
the meaning of Section 15 of the Securities Act against any and all such losses,
liabilities, claims, damages and expenses as are indemnified against by the
Company under Section 12.6 hereof; provided, however, that such indemnification
shall Dbe 1limited to statements or omissions, if any, made (or in settlement of
any litigation effected with the written consent of the Holder alleged to have
been made) in any preliminary prospectus, the registration statement or
prospectus or any amendment or supplement thereof or any application or other
document in reliance upon, and in conformity with, written information furnished
in respect of the Holder, by or on behalf of the Holder expressly for use in any
preliminary prospectus, the registration statement or prospectus or any
amendment or supplement thereof or in any such application or other document.
In case any action shall be brought against the Company, or any other person so



indemnified Dbased on any preliminary prospectus, the registration statement or
prospectus or any amendment or supplement thereof or any such application or
other documents, in respect of which indemnity may be sought against a Holder,
it shall have the rights and duties given to the Company, and each other person
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so indemnified shall have the rights and dudes given to a Holder, by the
provisions of Section 12.6(c) hereof. The Company agrees to notify the Holder
promptly after the assertion of any claim against the Company in connection with
the sale of securities covered by this Warrant.

12.8 Future Registration Rights. The Company may agree with
its shareholders other than the Holders to allow their participation in any
registered offering which may be requested pursuant to Section 12.1 hereof,
provided all such rights of participation by shareholders other than the Holders
shall Dbe subordinated to the rights of the participating Holders herein, in a
manner reasonably satisfactory to the Required Percentage of such Holders and
their counsel.

13. Descriptive Headings. The descriptive headings of the several
sections of this Warrant are inserted for convenience only and do not constitute
a part of this Warrant.

14. Notices. Any notice or other communication pursuant to this
Warrant shall be in writing and shall be deemed sufficiently given upon receipt,
if personally delivered or telecopied (with receipt acknowledged), or if mailed,
upon deposit with the United States Postal Service by first class, certified or
registered mail, ©postage prepaid, return receipt requested, addressed as
follows:

(a) If to the Company, to The Female Health Company, 515
North State Street, Suite 2225, Chicago, Illinois 60610, Attention: Secretary,
or such other address as the Company has designated in writing to the Holder.

(b) If to the Holder, to Stephen M. Dearholt, Insurance
Processing Center, 759 North Milwaukee Street, Suite 316, Milwaukee, Wisconsin
53202 or to such other address as the Holder has designated in writing to the
Company .

15. Replacement of Warrant. Upon receipt of evidence satisfactory
to the Company of the loss, theft, destruction or mutilation of this Warrant,
and upon receipt of written indemnification of the Company by the Holder in form
and substance reasonably satisfactory to the Company, the Company shall execute
and deliver to the Holder a new Warrant of like date, tenor and denomination.

16. Governing Law. This Warrant shall Dbe construed and

interpreted 1in accordance with the internal laws of the State of Wisconsin.
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17. Successors and Assigns. The provisions of this Warrant shall

be binding upon and inure to the benefit of the Company and the Holder and their
respective successors, assigns and transferees.

18. Further Assurances. The Company agrees that it will execute

and record such documents as the Holder shall reasonably request to secure for
the Holder any of the rights represented by this Warrant.

19. Amendment and Modifications. This Warrant may be amended,

modified or supplemented only by written agreement of the Company and the
Holder.

IN WITNESS WHEREOF, The Female Health Company has caused this Warrant
to Dbe signed by its duly authorized officer and this Warrant to be dated as of
March 25, 2002.

THE FEMALE HEALTH COMPANY

By: /s/ 0.B. Parrish
O0.B. Parrish
Chairman of the Board
and Chief Executive Officer



17



