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Forward Looking Statement

The statements contained in this report, other tettements of historical fact, constitute forwdmdking statements. Such statements include, withmitation, all
statements as to expectation, belief, estimatiotgnt, anticipation, development, trial, continggrand statements as to our future results of opemat the progress of o
research and product development programs, the fi@ednd timing of, additional capital and capitakpenditures, partnering prospects, the need @afiteonal intellectua
property rights, effects of regulations, and thagmtial market opportunities. These statementsteeta events and/or future financial performancel anvolve known ar
unknown risks, uncertainties and other factors tirety cause the actual results, levels of actiygrformance or achievements of the Company or nilesiry in which
operates to be materially different from any futoesults, levels of activity, performance or acki@ents expressed or implied by the forwlmaking statements. These risks
other factors include those listed under "Risk Bast and those described elsewhere in this report.

In some cases, you can identify forwdodking statements by the Company's use of terwis asl "may," "will," "should," "expects," "plansianticipates,” "believes
"estimates," "predicts," "potential," or the negadiof these terms or other comparable terminolddyese statements are only predictions. Actual eventesults may diffi
materially. In evaluating these statements, youukhapecifically consider various factors, includithe risks outlined under "Risk Factors." Thesetdes may cause tl
Company's actual results to differ materially framy forward-looking statement.

Although the Company believes that the expectatiefiscted in the forwardboking statements are reasonable, it cannot guarfuture results, levels of activ
performance, or achievements. Moreover, neither Gmepany nor any other person assumes respongilidit the accuracy and completeness of these fa-looking
statements. The Company does not intend to updatefahe forward-looking statements after the dstthis report to conform prior statements to adtresults.

Stock Split

In April 2004, the Compang’shareholders approved a one for fifty reversernomstock split. All share, par share and par vadneounts (except authorized shares) |
been retroactively adjusted to reflect the split.

PART |
ITEM 1. DESCRIPTION OF BUSINESS
Overview

PharmaFrontiers Corp. (the “Company” or “Pharmakens”) is a biopharmaceutical company developing autolegmllular therapies to treat several major illes:
including multiple sclerosis (MS), rheumatoid aitiey diabetes, and cardiovascular disease. Theseapies are based on the Company’'s proprietacgllTand stem ce
technologies.

PharmaFrontiers’ lead product, Tovaxin™, is a T-belsed therapeutic vaccine for MS, which offers igqus and personalized approach to treating theadésby inducin
an immune response against the autoimmune myedctive Tcells (MRTCs), which are believed to be responsibiethe initiation of the disease process. Tovasginurrently
in Phase I/ll clinical trials and is cleared by thé. Food and Drug Administratian{FDA) Center for Biologics Evaluation and Resbdl€BER) to enter a Phase IIb trial. Ini
Phase /Il human trials show that T-cell vaccinatfdCV) appear to safely induce immune responsasdéplete and regulate myelin-peptide reactivellscln two operabe
Phase I/l clinical trials, the relapse rates we@uced by an average of 93%. Some patients appeaperience an improvement of their EDSS (a agomethod to measure -
disability of MS patients). We do not believe titlsis EDSS improvement is normally seen with curtbetrapies. Although the data from these trialseapp to be promising,
must be noted that these trials were not placebtraited. In the first half of 2006, we plan to eliithe first patient in Phase llb placebo congdltrial. PharmaFrontiers belie’
that Tovaxin could be ready for commercializatierearly as 2010. Moreover, the Company is evalgatii-cell assay technology that can be used tdatorof-cell therapy an
possibly develop a product for early diagnosis &.M




We have an exclusive worldwide license for theliettual property rights and research results ofiatwlogous T cell vaccine for rheumatoid arthriitam the Shangh
Institutes for Biological Sciences (SIBS), Chingssademy of Sciences of the People's Republic oh&hthe license agreement permits the SIBS' ssteritd publish the
research results to date after PharmaFrontierfileesa patent application covering the rheumadnithritis T cell vaccine with the U.S. Patent amddemark Office.

PharmaFrontiers also holds the exclusive worlditense to adult pluripotent stem cells derivedrfrperipheral blood monocytes that allow for thddton, propagatioi
and differentiation into cells and tissues for eatispecific celbased therapies. PharmaFrontiers is currently jngsadications for congestive heart failure (CHiF) Type
diabetes with its stem cell technology. The Compalsp expects to conduct basic research to deterthi potential use of its stem cells in otherdations, such as macu
degeneration, stroke, and Parkinson’s disease varview of PharmaFrontiers’ technologies and prograinderway is provided in the following chart.

Overview of PharmaFrontiers Corp Technologies and Rograms
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T-Cell Therapy

PharmaFrontiers has the exclusive license to aivichailized T€ell therapeutic vaccine, Tovaxin, which is in UFDA Phase I/l human dose ranging and exter
clinical trials to evaluate its safety and effeetiess in treating MS. The Company has been dewgjdfs T<cell technology platform following the acquisitiaf Opex:
Pharmaceuticals, which was formed around an ex@ugiense granted by Baylor College of Medicinetfte T-cellbased therapeutic vaccination technology develdyyer.
Jingwu Zang.

Tovaxin consists of a trivalent formulation (MBRpteolipid protein [PLP], and myelin oligodendroeyglycoprotein [MOG]) of attenuated autoreactive€lls. MS is th
result of a person’s own T-cells attacking the ritysheath that coats the nerve cells of the cengalous system (CNS). PharmaFrontiers’ uniqueelTtechnology takes the
autoreactive T-cells from the patient and expahdstex vivo (in a celeulture environment outside the body), attenudtemtby gamma irradiation, and then returns thethe
patient as a subcutaneous injection. Although &rrthsting is necessary, indications from ourahitiuman trials appear to show that these atteduktells cause an immu
response directed at the autoreactive T-cellserptitient’s body, stimulating a reduction in theeleof harmful T-cells.




We believe that our initial human trials show thAavaxin safely induces the depletion and regulatibmyelin-peptide reactive Tells, possibly stabilizing the disee
reducing the annualized relapse rate, and potgntraproving the disability scores of patients. @ttober 2005, the FDA approved the Comparyrotocol for our Phase
clinical trial of Tovaxin. We intend to enroll tHist patient in this pivotal Phase Ilb in the fifsalf of 2006. In addition, PharmaFrontiers islaating whether its Teell assa
technology can be used to monitor T-cell theragydbveloped as an assay for T-cell therapy, anasbd to diagnose MS through an analysis of ther@attive Teells in ¢
patient’s blood.

Our Rheumatoid Arthritis (RA) T-cell vaccination@V) technology is conceptually similar to TovaxRA is an autoimmune T-cefhediated disease in which pathog:
T-cells trigger an inflammatory autoimmune resporfsthe synovial joints of the wrists, shoulders, &seankles and feet which causes pain, stiffnesbs sevelling around tt
joints. Our RA TCV technology allows the isolatioh these pathogenic-cells from synovial fluid drawn from a patient. Wll expand and modify these dells in ou
laboratory. The modified T-cells will be injectedbgutaneously into patients with the goal of indgcan immune response directed at the Pathogen&llF-in the patient’
body. We believe this immune response could rethedevel of Pathogenic T-cells and potentiallypwailthe reduction of joint swelling in RA patients.

Stem Cell Therapy

PharmaFrontiers holds the exclusive worldwide Igeeifrom the University of Chicago (through its peiroontractor relationship with the U.S. DepartmehEnergys
Argonne National Laboratory) for technology thdbais a patient's donated blood to be laboratorycessed in order to obtain mononuclear cells. Thesgocytes can be de-
differentiated to form pluripotent stem cells iretpresence of certain growth factors, yielding apimately 100 million stem cells per blood draw.eTtesulting monocyte-
derived stem cells (MDSC) can be expanded andrdifteated into other cell types when cultured ia tiresence of the appropriate growth factors. Tomgany is initially
conducting pre-clinical research to develop stelhnticerapies to treat congestive heart failure @gge 1 diabetes.

We believe the importance of these MDSC is thay tten be prepared relatively easily and inexpehgifrem a patients monocytes, expanded ex vivo (if necessary)
then administered back to the same patient. Bedhisis an autologous therapy, there should beejeztion issues and no need for the use of datiilg anti-rejection drugs.

Other Opportunities

The Company intends to conduct basic research terrdime the potential use of its stem cells in pfimelications, such as macular degeneration, strokgcardis
infarction, and Parkinsog’disease. PharmaFrontiers intends to partner ldicense some of these indications if they are puotsued for internal development. For tt
indications where the Company feels it can paritgpcommercially, PharmaFrontiers desires to paitnieey commercial markets outside of the Unit¢at&s.

Organizational History

The Company was incorporated in Texas in 1986 aiginally engaged in businesses other than thehzsiopaceutical business. These other business mperater:
terminated in February 2002. In May 2004, we entdree biopharmaceutical business by acquiring dityetihat held rights to treatments using adultrigiatent stem cel
derived from adult human peripheral blood, anddnrection therewith we changed our name to ourectirtorporate name. From an accounting standphi@tsubsidiary
deemed the acquirer in a reverse merger wherebydhent is deemed the survivor of the reorganinativerse merger. As such, our financial statemargsthose of tt
subsidiary. In November 2004, we acquired OpexarRaeeuticals, Inc. (“Opexa”yhich holds rights to technology to diagnose amdttmultiple sclerosis through modif
autoreactive T cells.




The Company’s Products and Services

Our T cell Platform
Multiple Sclerosis - Background

In the United States, approximately 400,000 pespléer from multiple sclerosis, a chronic progressautoimmune disease of the central nervous sygB®) that i
caused by myelin autoreactivec€!ls progressively eroding the myelin that surdsiand insulates nerve fibers of the brain andasgiord. Globally, there are approximately
million MS patients representing a drug marketénad to be in excess of $4 billion. The US marketsounted for 50 per cent of global MS sales ind2@pproximately $2
billion. MS remains a challenging autoimmune disesstudy because the pathophysiologic mecharasendiverse, and the chronic, unpredictable coofrsiee disease make:
difficult to determine whether the favorable effeof shortterm treatment will be sustained. Therapies thatpravent or stop the progression of disease dod aéversal of th
neurological damage and disability caused by teeatie represent the greatest unmet need in MS.

In recent years, the understanding of MS pathogehas evolved to comprise an initial, T-celediated inflammatory activity followed by sele&idemyelination (erosic
of the myelin coating of the nerve fibers) and themrodegeneration. The discovery of diseabgsant immune responses has accelerated theopaveht of targeted therapet
products for the treatment of the early stages 8f Mealthy individuals have been found to have r@atctive T-cells, which recognize a variety of smifigens (e.g., myel
basic protein [MBP], proteolipid protein [PLP], angyelin oligodendrocyte glycoprotein [MOG]) as paftthe normal Teell repertoire and circulate naturally in the pagry
without causing an autoimmune disease.

Some subjects unfortunately who have the apprapganetic background have increased susceptiflitthe in vivo activation and clonal expansiomofelin autoreactiv
T-cells. These myelin autoreactivecélls may remain dormant, but at some point theyaativated in the periphery, possibly by molecatémicry (i.e., recognition of epitop
that are common to autoantigens and microbial anigas exogenous triggers), thus enabling themogs ¢he bloodrain barrier (BBB) and infiltrate the healthy tigsof the
brain and spinal cord. The cascade of pathogemintsvteads to demyelination of axons, which cansege impulse transmissions to diffuse into theuts

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketanly palliative and generally work through a meukm of immunomodulation or immunosuppression. s
therapies for MS are dominated by three forms tdrferon that require frequent subcutaneous oamntiscular injections. Copaxone is an immunomoduledonposed of
random copolymer of amino acids that is administetaily. Novantrone (mitoxanthrone) is an immungsegsive drug that can only be given four timesyear with a life tim
limit of 8 to 12 doses. All of the current therapnly slow the progression of MS and they havai@ant patient compliance challenges becausé®fibsing schedule, limit
decrease in relapse rate, side effects profile,(#hg interferon formulations produce severelite-symptoms, injection site reactions, infectenmd neutralizing antibodies (rar
from 5% to 45%) are developed that limits the effig of treatment; copaxone causes significant figecsite reactions; while novantrone causes iidast bone marro
suppression, nausea, hair thinning, bladder irdastiand mouth sores). These drugs must be adergstaily to weekly.

TYSABRI®, a selective adhesion molecule inhibitor (an alplatdgrin antagonist), represents another cladd®frugs which works by preventing immune systeits
(all leukocytes carrying the alpha 4 integrin glgoatein on their surface) from crossing the BBB andve into the CNS. On February 28, 2005, Biogescldnd Ela
Corporation announced a voluntary suspension ofitheketing of TYSABRI. On March 8, 2006 Biogen Idmed Elan Corporation announced that the PeriplardlCentre
Nervous System Drugs Advisory Committee of the Fdted unanimously to recommend reintroduction of SRBRI as a treatment for relapsing forms of MS.
Committee’s recommendation is advisory to the FBAd the agency is not bound by this recommendafiba.FDA is expected to announce their decisioMaych 29, 2006.




Tovaxin for Multiple Sclerosis

The Company believes that Tovaxin works selectieglythe myelin autoreactive T-cells by harnessigtiodys natural immune defense system and feedback misats
to deplete these Tells and induce favorable immune regulatory resperby rebalancing the immune system. Tovaxin isufeatured by taking the MRTCs from the blic
expanding them to a therapeutic dosevieo, and attenuating them with gamma irradiatioptevent DNA replication. These attenuated MRTf@sthen injected subcutaneot
into the body in large quantities. The body recagsispecific Teell receptor molecules of these MRTCs as foreigth mounts an immune response reaction against the
only destroying the injected attenuated MRTCs, d&ab the circulating, myelin autoreactive T-celsrging the peptide-specific T-cell receptor molesu In addition, Teell
activation molecules on the surface of the activ&dR TCs used as vaccine induce favorable immunelaégry responses, which promote anflammatory responses. Beca
the therapy uses an individualown cells, the only directly identifiable siddegt is injection site reaction in a small perceetaf the patients. These reactions clear withi
hours.

We believe that this technology platform will haaggplication in other T-cell mediated diseases acErohn’s disease, psoriasis, rheumatoid artlanitistype 1ldiabetes.
Tovaxin Intellectual Property

The technology was discovered by Dr. Jingwu ZanBaflor College of Medicine in Houston. The Compémag an exclusive, worldwide license from the Bagollege
of Medicine to develop and commercialize three nedbgy areas for MS, namely @ell vaccination, peptides, and diagnostics. UrtlerLicense Agreement with the Bay
College of Medicine, the Company has rights totaltof 7 patents (2 U.S. and 5 foreign) and 69 maépplications (6 U.S., 62 foreign, and 1 Patembg&ration Treaty [PCT]).

Tovaxin Manufacturing

PharmaFrontiers’ manufactures its TCV therapy snoivn Good Manufacturing Practice (“GMPcility. The TCV technology is similar to that tditional microbie
vaccine technology, where the pathogen (or thenadted derivative) is used to derive the protecéimégens necessary to induce protective immungoreses. In preparing
TCV therapy, the myelin autoreactive T-cells cagdiine disease are taken from the blood, specificdéntified, and expanded ex vivo by incubatings Teells with MBP
PLP, and MOG-selected peptides in the presencatfem-presenting cells and growth factors. Myeleptide reactive Tells are grown to therapeutic levels and cryopresk
Prior to use, the MRTCs are expanded, formulatad, atenuated (by irradiation) to render them inpetant to replicate but viable for therapy. Thetenaated Teells art
administered subcutaneously through a series ettions. We expect that a single draw of a 500 ag bf blood is sufficient to provide a full yesrtherapeutic regime
Tovaxin.

Clinical Development of Tovaxin

Tovaxin is currently in Phase /1l Clinical trialPatients treated in PharmaFrontiers Phase I/lh4gigel studies with trivalent (MBP, MOG, and PLPj}rfalations hav
experienced minimal side effects and a 93% averedjection in annual relapse rate.

Tovaxin Phase llb

The Phase llb trial, entitled “A Multicenter, Ramdized, Double-Blind, PlacebGentrolled Study of Subcutaneous Tovaxin in Sulsjedth Clinically Isolated Syndron
or Relapsing Remitting Multiple Sclerosis”, thaet@ompany plans to initiate in the first half of0B0is expected to be a multi-site double-blinad\d@mized, placeboentrollec
150 (100 treated, 50 placebo) patient trial. Thiemary endpoint will be lesion evaluation (the totaimber of gadoliniunenhancing lesions) via MRI with a secondary endj
being annual relapse rate. This planned trial 8gied to demonstrate the safety and efficacy oBXim.




Our Stem Cell Platform
Stem Cells - Background

Stem cells are undifferentiated primary cells thate the potential to become any tissues and orgfatie body. They hold therapeutic promise for deeelopment ¢
effective treatments and possibly cure variousadies. Hematopoietic stem cells (HS)Cpresent in the bone marrow and precursord tadd cells, are currently the only ty
of stem cells commonly used for therapy. Doctorgehbeen transferring HS€'in bone marrow transplants for more than 40 ye&dvanced techniques for collecting
“harvesting” HSC's are now used to treat leukeryimphoma and several inherited blood disorders.

The clinical potential of stem cells has also bdemonstrated in the treatment of other human déseascluding diabetes and advanced kidney cahtmeuever, these ne
therapies have been offered only to a very limitethber of patients using adult stem cells.

New clinical applications for stem cells are cuthgibeing tested therapeutically for the treatmeliver diseases, coronary diseases, autoimmuderatabolic disorde
(amyloidosis), chronic inflammatory diseases (Iyprsd other advanced cancers.

Unfortunately stem cell therapies have technidhical and legal hurdles to overcome before thdl/lwva able to be used to possibly effect tissue@gan repair in disea
states that heretofore have only treated the symgté significant hurdle to most uses of stem dslkhat scientists do not yet fully understandgigmals that turn specific ger
on and off to influence the differentiation of tsiem cell. Therefore, scientists will have to bkedb precisely control the differentiation of stewils into the specific cell type
be used in therapy and drug testing Current knogdeaf the signals controlling differentiation falell short of being able to mimic these conditigmiscisely to consistent
have identical differentiated cells for each spediuse.

To realize the promise of novel céised therapies for such pervasive and debilitatisgases, scientists must be able to easily gddecibly manipulate stem cells
that they possess the necessary characteristicsifoessful differentiation, transplantation angraftment. The following is a list of requisite gtein cellbased treatments ti
scientists will have to learn to precisely confpoior to bringing such treatments to clinical tridib be useful for transplant purposes, stem eellst be reproducibly made
proliferate extensively and generate sufficientrdities of tissue, differentiate into the desired type(s), survive in the recipient after traresyl integrate into the surround
tissue after transplant, function appropriatelytfa duration of the recipient's life, avoid harmthe recipient in any way, and avoid the probldrimmmune rejection. There is
assurance that any commercialized cell-based tieerapll ever be developed.

Although there are many ways to access stem telSCompany believes that its autologous blood rogteaderived stem cells offer distinct advantages.
Therapies utilizing Our Stem Cell Platform

Adult stem cells are unspecialized cells that haetential to develop into many different cell typeshe body. Adult stem cells are believed to bgotential autologot
renewable replacement source which might be usedesi various diseases, such as heart disease,ltypabetes, stroke, heart attack, burn injusginal cord injurie:
Parkinson’s and Alzheimes'diseases, and many others. Adult stem cellharknical trials globally and are currently beinged therapeutically in Thailand where hematope
stem cells (HSCs) are being used to treat cardsgade (severe angina pectoris). In addition, &lalh cells are in clinical trials in the U.S. (meshymal stem cells), Bra:
Uruguay and Europe (bone marrow derived stem cells)

PharmaFrontiers’ stem cell technology involves @ppetary process to produce monocgiived stem cells (MDSC) from blood. The Compasjdves that these MD¢
can be derived from a patieatnonocytes, expanded ex vivo, and then admingter¢he same patient. The Company believes thause this is an autologous therapy, t
should be no rejection issues and no need forghefianti-rejection drugs.

PharmaFrontiers, working either by itself or in gorction with strategic partners, expects to wilthese MDSC from the same patient to develop @plyewhich ma
cause autologous tissue or organ repair. The limitiernal therapeutic targets are late stage Hadure and type 1 diabetes. Other therapeutigetisrwould be pursued throt
early-stage licensing or strategic alliances. Pégram is currently in pre-clinical development.




Panel A: Blood monocytes are collected ( ) and (Panel B) de-differentiated to yield monoegégived stem cells (MDSCs)R ).

Stem Cell Pre-Clinical and Clinical Development

PharmaFrontiers plans to conduct plieical animal studies on these MDSC in the finstf of 2006 before filing an IND. The plan is teverage off of extensi
international research and clinical trials and dewehese cells internally for late stage hearufai and type 1 diabetes. All other potential aggiions will be outicensed t
generate upfront cash, milestone payments, andtiesa

Type 1 diabetes and heart failure were chosemternal development because they are large ma(dwets 1 million patients in the U.S.) and the Comphas a proprieta
method of creating islet cells. Stem cell researsihg more expensive processes has shown encogragiital results for the use of cellular therapyhese indications.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our temlogies is critical to the development of our besie. We intend to continue to protect our propreitatellectual propert
through patents and other appropriate means. Weupgln tradesecret protection for some confidential and prdprieinformation and take active measures to cbmiroess t
that information. We currently have naisclosure agreements will all of our employees)stdtants, vendors, advisory board members, cantesearch organizations ¢
certain prospective investors.

The Companys intellectual property strategy includes develgpmmoprietary technology for the sourcing, scale mpnufacturing, and storage of T cells and pluspt
adult stem cells and the use of these cells inipieltherapeutic applications. This strategy wiltlude expanding on technologies in-licensed tasisvell as inicensing
additional technologies through collaborations wittiversities and biotech companies.

We have licenses to certain patents that relabeitd cell technology and our pluripotent adulinsteell technology.
T Cell Therapy IP

We have an exclusive, worldwide license from thglBaCollege of Medicine to patent applicationsiiang rights to the treatment of multiple scleros&ng modified
cells and to the use of the T cell technology diagnostic. The license was granted to the Compgraylor in exchange for common stock in Opexachihiias acquired by t
Company in November 2004. The key terms of the eagemt are: exclusive, worldwide, and a 2% royaltynet sales of licensed products. The royalty deae after tt
aggregate net sales exceed $500 million. There@uther performance or payment terms in the lieefihe Company also has a separate consultingragreevith the invento
Dr. Jingwu Zang, which grants the Company the raghirst refusal on all future discoveries madelny Zang.




Rheumatoid Arthritis Therapy IP

We have an exclusive worldwide license for theliettual property rights and research results ofiatologous T cell vaccine for rheumatoid arthrfitam the Shangh
Institutes for Biological Sciences (SIBS), Chindseademy of Sciences of the People's Republic oh&hThe key terms of the agreement are: exclusieeldwide, $125,00
license payment and a 0.5% royalty on net saleicehsed products. The license agreement permésiBS' scientists to publish their research restdt date afte
PharmaFrontiers has filed a patent application togehe rheumatoid arthritis T cell vaccine wittetU.S. Patent and Trademark Office.

Stem Cell Therapy IP

We have an exclusive, worldwide license from théversity of Chicago, through its prime contractelationship with Argonne National Laboratory, tpatent applicatic
claiming rights to the development of adult plutgat stem cells from monocytes isolated from atlulhan peripheral blood. The technology was disa@nd developed
the Argonne National Laboratory, a U.S. DepartnariEnergy Laboratory.

Pursuant to the license we have issued a totaB4f624 shares of our common stock to the UniveditZhicago. We have also agreed to pay the Uniyeo$ Chicagc
$1.5 million upon our receiving $10 million or mareany financing. At the same time as making spajiment, we are obligated to issue to the UniveritChicago sufficier
additional shares of common stock so that the Usityeholds a total of 2.6% of our outstanding &tafter consummation of the financing. On Octobkr 2005, the Compal
and The University of Chicago acting as the primat@ctor for the Department of EnergyArgonne National Labs executed the First Amendrneimended and Resta
License Agreement. Both parties agreed to exteadbth5 million milestone payment date from OctoBgr 2005 to April 30, 2006. We have agreed to pgperentage
royalties on sales of products subject to the Beehpatents, as well as sublicense fees. In additi®@ University of Chicago license requires uexpend on research ¢
development at least $2,000,000 within two (2) gezfrthe execution of the license and at leastdatitianal $4,000,000 within four (4) years of theeseution of the licens
Research and development expenditures by subliesmsay account for half of each amount. The licaaise requires us to sell a product or method basethe license
technology by February 2011.

Our Product Pipeline

Multiple Sclerosis T Cell Therapy, Tovaxin

Tovaxin is a vaccine approach to treating multgéerosis in that it induces the body’s immune exysto attack the myelin reactivecBlls (MRTCs) that we believe ¢
responsible for destroying the myelin sheath cgatiithe axons in the central nervous system. Wieveethat the depletion of the MRTCs may stop pesgion of multipl
sclerosis. Tovaxin is currently in Phase I/Il Cdiali Trials and is expected to enter a Phase llhiczli Trail in 2006.

Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination@V) technology is conceptually similar to TovaxRA is an autoimmune T-cethediated disease in which Pathog
T-cells trigger an inflammatory autoimmune resporfsthe synovial joints of the wrists, shoulders, &seankles and feet which causes pain, stiffnesb sevelling around tt
joints. We are currently transferring the technglég our laboratory and plan to file patent appimas and present data to the FDA in the first b&f2006 with the hope of filir
an IND and initiating a Phase | clinical trial byetend of 2006.

Cardiac Stem Cell Therapy

Stem cell treatment of congestive heart failurel¢aevolutionize treatment of the disease becatiseay treat the source of the problem by repladisgased cardii
muscle tissue with stem cells that grow into newlthy cardiac tissue. Elsewhere multiple Phaseaniaal studies encompassing more than 70 patieave fbeen run wi
autologous bone marrow stem cells that report iwgulocardiac perfusion. A recent (200804) trial reported that injected autologous borerow mononuclear cells, us
electromechanical mapping into areas of ischemiogagdium in patients with endstage ischemic cargimpathy and heart failure, showed a therapeutieceffvith improve:
myocardial perfusion and exercise capacity, atdbEhmonths, as well as increased global left vauitir function. Using the experience of these BHasals we expect to mo
through pre-clinical development and, if successhitiate human testing as soon as practicable.
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Diabetes Stem Cell Therapy

Type 1 diabetes is a chronic disease for whichetlieino treatment. Frequent testing of glucoselsesgupled with insulin injections are used to cohthe disease. Tl
Company holds a license to produce cells that geaeénsulin using the core stem cell technology aiildhold a license for the use of some uniquevgtofactors, which ha
overcome the major scientific challenge of différating an adult stem cell to produce insulin. @oal is to schedule human trials as soon as pedutéc

Other Opportunities

The Company intends to conduct basic researchtarrdme the potential use of the Compangtem cells in other indications such as macugederation, heart atta
and Parkinsors disease. Liver cells (hepatocytes) derived fraimsbem cells may be valuable across the biophauimal industry to test for drug toxicity or tolpeure live
diseases. The Company intends to partner or suskkceome of these indications if they are not pddar internal development. For those indicatishere the Company fe«
it can participate commercially, the Company wakpibly take partners in key commercial marketsidetof the United States.

Research Collaborations

We anticipate that from time to time in the futwe will enter into collaborative research agreemenith other academic and research institutions. Wifleuse sucl
agreements to enhance our research capabilitigscdlly, in the industry, such agreements provige industry partner with rights to license the lietual property creatt
through the collaboration. We may also enter irdlaborative research agreements with other phaeotaal companies when we believe such collabaratidl support thi
development and commercialization of our technology

Commercialization Through Third Parties

We anticipate that we will possibly grant sublicendor certain applications of our technologies. bééeve that by sublicensing some of the rightsuo technology t
pharmaceutical companies and other third partiesyill be able to develop more efficiently some lggggions of our technologies. We currently do hate any sublicenses.

Competition

The development of therapeutic and diagnostic agémt human disease is intensely competitive. Majbarmaceutical companies currently offer a numdsk
pharmaceutical products to treat heart attackksfrBarkinson's disease, diabetes, liver diseastsitis and other diseases for which our techgiel® may be applicable. Ma
pharmaceutical and biotechnology companies arestigaging new drugs and therapeutic approachethéosame purposes, which may achieve new efficexfjlgs, extend th
therapeutic window for such products, alter thegpasis of these diseases, or prevent their onsetb&leve that our products, when and if succelgsfidveloped, will compe
with these products principally on the basis of iayed and extended efficacy and safety and thedralveconomic benefit to the health care systera.e&pect competition
increase. We believe that our most significant cetibqrs will be fully integrated pharmaceutical quemies and more established biotechnology compaBiealler companit
may also be significant competitors, particulabyough collaborative arrangements with large phaeutical or biotechnology compani€ome of our primary competitors
the current treatment of and in the developmentredtments for multiple sclerosis include Biogemtart: Serono, Aventis, Teva, and Schering AG. Sofeun primary
competitors in the development of stem cell thezaphclude Aastrom Biosciences, Geron, Gan@igdl-Ltd, Stem Cells Inc., Cellerant Therapeutiwgcell, and Osiri
Therapeutics. Many of these competitors have saamf products in development that could be contigetivith our potential products.
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Sales and Marketing

We intend to develop a sales force to market outiphel sclerosis cell therapy products in the U3ven the concentration of multiple sclerosis amanglatively sma
number of specialized neurologists, we believe ¢hatodest size sales force would be sufficient éoket the multiple sclerosis products. Our platoistart building the sal
force with the launch of the multiple sclerosisgtiastic products.

We expect to partner with large biotech and phasutical companies for the marketing and sales ostam cell therapy products.
Government Regulation

Our research and development activities and thedunanufacturing and marketing of our potentialdpicts are, and will be, subject to regulationdaiety and efficacy t
a number of governmental authorities in the UnB¢ates and other countries.

In the United States, pharmaceuticals, biologieald medical devices are subject to FDA regulafidre Federal Food, Drug and Cosmetic Act, as ameratetthe Publ
Health Service Act, as amended, the regulationmplgated thereunder, and other Federal and stigtet and regulations govern, among other thihgstesting, manufactu
safety, efficacy, labeling, storage, export, redcedping, approval, marketing, advertising and mtiom of our potential products. Product developtreerd approval within th
regulatory framework takes a number of years amdlues significant uncertainty combined with theerditure of substantial resources.

FDA Approval

We will need to obtain FDA approval of any theragieproduct we plan to market and sell. The stepgiired before our potential products may be matkét the Unite
States include:

1. Preclinical Laboratory and Animal TestsPreclinical tests include laboratory evaluatidritee product and animal studies in specific disem®dels t
assess the potential safety and efficacy of thdymand our formulation as well as the quality aodsistency of the manufacturing process.

2. Submission to the FDA of an Application for an btigational New Drug Exemption, or IND, Which MBgicome Effective Before U.S. Human Clir
Trials May CommenceThe results of the preclinical tests are submhittethe FDA as part of an IND, and the IND becomifésctive 30 days following its receipt by the FDefs
long as there are no questions, requests for delapjections from the FDA.

3. Adequate and Well-Controlled Human Clinical Tridts Establish the Safety and Efficacy of the ProdGtinical trials involve the evaluation of t
product in healthy volunteers or, as may be the e@th our potential products, in a small numbepafients under the supervision of a qualified pdigs. Clinical trials ar
conducted in accordance with protocols that deftalobjectives of the study, the parameters todeel to monitor safety and the efficacy criteridbéoevaluated. Any prodt
administered in a U.S. clinical trial must be mamtfired in accordance with GMP. Each protocol iststted to the FDA as part of the IND.

The protocol for each clinical study must be appobby an independent Institutional Review Board|RB, at the institution at which the study is canted and tr
informed consent of all participants must be olgdinThe IRB will consider, among other things, éxésting information on the product, ethical fastothe safety of hum.
subjects, the potential benefits of the therapytaedoossible liability of the institution.

Clinical development is traditionally conductedlimee sequential phases, which may overlap:
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. In Phase |, products are typically introduced inéalthy human subjects or into selected patientladipns to test for adverse reactions, dosageaote, absorptic
and distribution, metabolism, excretion and clihjgi@armacology.

. Phase Il involves studies in a limited patient dapan to (i) determine the efficacy of the proddiet specific targeted indications and populatiofii,determine
optimal dosage and dosage tolerance and (iii) ifyepbssible adverse effects and safety risks. Wéelose is chosen and a candidate product is faubé effectiv
and to have an acceptable safety profile in PHasealuations, Phase lll trials begin.

. Phase Il trials are undertaken to conclusively destrate clinical efficacy and to test further &afety within an expanded patient population, galheat multiple
study sites.

The FDA continually reviews the clinical trial pland results and may suggest changes or may eedjsaontinuance of the trials at any time if siigant safety issut
arise.

1. Submission to the FDA of Marketing Authorizatiorphgations. The results of the preclinical studies and chhistudies are submitted to the FDA in the forr
marketing approval authorization applications.

2. FDA Approval of the Application(S) Prior to Any Corercial Sale or Shipment of the Drug Biologic ProdManufacturing Establishments Located in Certaiate:
Also May be Subject to Separate Regulatory andnsiog Requiremer. The testing and approval process will requirestaititial time, effort and expense. The time forrapal
is affected by a number of factors, including rigkatrisks and benefits demonstrated in clinicals;i the availability of alternative treatments ahd severity of the disea
Additional animal studies or clinical trials may teguested during the FDA review period, which rigghd to that time.

After FDA approval for the product, the manufaatgriand the initial indications, further clinicalais may be required to gain approval for the u¢he product fc
additional indications. The FDA may also requiraisunal or restrictive postarketing testing and surveillance to monitor fdwerse effects, which could involve signific
expense, or may elect to grant only conditionakrapgls.

FDA Manufacturing Reguirements

Among the conditions for product licensure is thguirement that the prospective manufacturer'sityuzintrol and manufacturing procedures confornthi® FDA's GMI
requirements. Even after product licensure apprdlal manufacturer must comply with GMP on a caritig basis, and what constitutes GMP may chandbeastate of the ¢
of manufacturing changes. Domestic manufacturirgiiifi@es are subject to regular FDA inspections @KP compliance, which are normally held at leagtrg two year:
Foreign manufacturing facilities are subject toipdic FDA inspections or inspections by the forerggulatory authorities with reciprocal inspectagreements with the FD
Domestic manufacturing facilities may also be sabje inspection by foreign authorities.

Fast Track, Priority Review and Accelerated Approval

Fast Track refers to a process for interacting with FDA during drug development. Priority Revieppkes to the time frame the FDA targets for revigyva complete
application. Accelerated Approval (Subpart H) applio the design and content of the studies usedpport a marketing claim.

Fast Track is a formal mechanism to interact with the FDA gsapproaches that are available to all applicaotsnfarketing claims. The Fact Track mechanis
described in the Food and Drug Administration Modeation Act of 1997. The benefits of Fast Trac&limle scheduled meetings to seek FDA input intcelimment plans, tt
option of submitting a New Drug Application (NDA) isections rather than all components simultangpasid the option of requesting evaluation of stadising surroge
endpoints as discussed below. The Fast Track dasignis intended for the combination of a prodaict! a claim that addresses an unmet medical ne¢ds lhdependent
Priority Review and Accelerated Approval. An applit may use any or all of the components of FaatK mwithout the formal designation. Fast Track geation does n
necessarily lead to a Priority Review or Acceledaproval.
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Priority Review is a designation for an application after it hagrbsubmitted to the FDA for review for approval afmarketing claim. Under the Food and C
Administration Modernization Act of 1997, reviewar fNDAs are designated as either Standard or Bricki Standard designation sets the target datedorpleting all aspec
of a review and the FDA taking an action on theliapfion (approve or not approve) at 10 monthsrafie date it was filed. A Priority designationss#te target date for the FI
action at 6 months. A Priority designation is irtded for those products that address unmet medéeais

Accelerated Approval or Subpart H Approval is a program described in the NDA regulations thahtended to make promising products for lifeetitening diseas
available on the market on the basis of preliminavidence prior to formal demonstration of patibahefit. The studies are designed to measure an&IA evaluation |
performed on the basis of a surrogate marker (suarement intended to substitute for the clinicabhsuw@ement of interest, usually prolongation of sty that is considere
likely to predict patient benefit. The approval tthe granted may be considered a provisional apgrawth a written commitment to complete clinicatdies that formall
demonstrate patient benefit. The Federal Registelighed a discussion of Accelerated Approval witimments. Absent a formal demonstration of patiemtefit, a risk bene:
assessment cannot be made. Accelerated Approvghdésn does not necessarily lead to a Priorityi®e.

Special Protocol Assessment

The Special Protocol Assessment (SPA) processpimeedure by which the FDA provides official evdlaa and guidance on proposed protocols for piveMahse I
clinical trials. An SPA documents the FDA's agreamihat the design and plan analysis of the PhHsstudy adequately addresses objectives in suppiog regulator
submission such as a biologics license applicgBm).

Proposed FDA Regulations

The FDA is requiring human cell, tissue, and cellidnd tissudased product (HCT/P) establishments to follow entrigood tissue practice, which governs the me'
used in, and the facilities and controls usedtfoe, manufacture of HCT/Ps; recordkeeping; and sit@bdishment of a quality program. The agencyse @&suing new regulatio
pertaining to labeling, reporting, inspections, amforcement that will apply to manufacturers afsta HCT/Ps regulated solely under the authoritthefPublic Health Servir
Act, and not as drugs, devices, and/or biologicatipcts.

As part of this approach, the FDA has publishedlfinles for registration of establishments thajaeye in the recovery, screening, testing, procgssiarage or distributic
of human cells, tissues, and cellular and tidsased products, and for the listing of such pragluthese products specifically include stem célg tre progenitors of blo
cells; however, the FDA makes no explicit statentegarding the inclusion of other types of steniscéh addition, the FDA has published proposeésudbr making suitabilit
determinations for donors of cells and tissue adclirrent good tissue practice for manufacturesisgithem. We cannot now determine the full effesftghis regulator
initiative, including precisely how it may affedie clarity of regulatory obligations and the extehtegulatory burdens associated with pluripothtlt stem cell research (
stem cells that give rise to various tissue typesuding blood), and the manufacture and marketihgdult stem cell products.

Other Regulations

In addition to safety regulations enforced by tiAFwe are also subject to regulations under theupational Safety and Health Act, the EnvironmeRtaitection Act, th
Toxic Substances Control Act and other presentpatential future foreign, Federal, state and loegllations.

Outside the United States, we will be subject tutations that govern the import of drug productsif the United States or other manufacturing sitesforeign regulato
requirements governing human clinical trials andkating approval for our products. The requiremegdserning the conduct of clinical trials, prodlicensing, pricing an
reimbursements vary widely from country to country particular, the European Union is revisingriggulatory approach to high tech products, andesprtatives from ti
United States, Japan and the European Union ateeiprocess of harmonizing and making more uniftérenregulations for the registration of pharmaaaitproducts in the:
three markets.
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Research and Development

Research and development expenses for the yead &atlmember 31, 2005 were approximately $9.9 millimainly reflecting the costs of the Phase I/Ihidal trials fo
Tovaxin, pre-trial expenses for the Tovaxin PhabkeClinical Trial scheduled to begin in 2006 andearch and development in support of gieical cardiac and diabetes st
cell therapies. Research and development expeos#sefyear ended December 31, 2004, were approaiyn®2.5 million.

Risk Factors

The following factors affect our business and tigustry in which it operates. The risks and undstitss described below are not the only ones we.fAdditional risks ar
uncertainties not presently known or that we culyeconsider immaterial may also have an adverfecebn our business. If any of the matters disedse the following ris
factors were to occur, our business, financial @t results of operations, cash flows, or praspeould be materially adversely affected .

Risks Related to Our Business

Our business is at an early stage of development.

Our business is at an early stage of developmeatd@not have any products in Iatege clinical trials or on the market. We ard Btithe early stages of identifying &
conducting research on potential products. Only oheur products has progressed to the stage ofgbstudied in human clinical trials. Our potentbducts will requir
significant research and development and preclignd clinical testing prior to regulatory approwalthe United States and other countries. We n@ybe able to develop a
products, to obtain regulatory approvals, to estiical trials for any of our product candidates,to commercialize any products. Our product cdaigis may prove to ha
undesirable and unintended side effects or otharacteristics adversely affecting their safetyicaffy or coseffectiveness that could prevent or limit their .uday produc
using any of our technology may fail to provide theended therapeutic benefits, or achieve ther@péenefits equal to or better than the standdrlemtment at the time
testing or production.

We have a history of operating losses and do notgect to be profitable in the near future.

We have not generated any profits since our entxy the biotechnology business, have no sourcewenues, and have incurred significant operatisgds. We expect
incur additional operating losses for the foreséealiure and, as we increase our research andapewent activities, we expect our operating logsaacrease significantly. W
do not have any sources of revenues and may netdravin the foreseeable future.

We will need additional capital to conduct our opeations and develop our products and our ability taobtain the necessary funding is uncertain

We need to obtain significant additional capitadaerces from sources including equity and/or datatricings, license arrangements, grants and/oalumibtive resear
arrangements in order to develop products and meatbur business. As of December 31, 2005, we askl and cash equivalents of approximately $2.5anillOur current bui
rate is approximately $400,000 per month excludiapital expenditures. Although our burn rate ipemted to increase to $800,000 per month once tihsePllb clinical trail
begin, we do not intend to start the Phase IIbl wihave raised additional capital. We will needdise additional capital to fund our working ¢apneeds during the secc
quarter of 2006. We do not have any credit fae#itavailable with financial institutions or any ethhird parties and as such we must rely upon &iéstts thirdparty debt c
equity funding and we can provide no assurancevileatvill be successful in any funding effort. Treldire to raise such funds will necessitate theéadument of operations a
delay of the start of the clinical trials.
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The timing and degree of any future capital requeats will depend on many factors, including:

« the accuracy of the assumptions underlying oumegés for capital needs in 2005 and beyond;

« scientific progress in our research and developmpergrams;

« the magnitude and scope of our research and develupprograms;

« our ability to establish, enforce and maintaintsiyé&c arrangements for research, developmentcalitésting, manufacturing and marketing;

« our progress with preclinical development and chitrials;

« the time and costs involved in obtaining regulatpyprovals;

« the costs involved in preparing, filing, prosecgtimaintaining, defending and enforcing patentnegiand

« the number and type of product candidates thatwsue.

We do not have any committed sources of capittlpagh we have issued and outstanding warrantsifteatercised, would result in an equity capitaking transactio
Additional financing through strategic collaborais public or private equity financings, capitade transactions or other financing sources may@atvailable on accepta
terms, or at all. Additional equity financings cdulesult in significant dilution to our stockholderurther, if additional funds are obtained thiougrangements wi
collaborative partners, these arrangements mayreegs to relinquish rights to some of our techgas, product candidates or products that we wotliérwise seek to devel
and commercialize ourselves. If sufficient capisahot available, we may be required to delay, cedihe scope of or eliminate one or more of ougrms, any of which cou
have a material adverse effect on our financiatlt@n or business prospects.

Approximately 88% of our total assets are comprisedf intangible assets that are subject to review oa periodic basis to determine whether an impairmenon
these assets is required. An impairment would notrdy greatly diminish our assets, but would also regire us to record a significant non-cash expense atge.

We are required under generally accepted accouptingiples to review our intangible assets for @mment when events or changes in circumstanceésaitedthe carryin
value may not be recoverable. Goodwill is requirede tested for impairment at least annually. Ac&mber 31, 2005, our intangible assets, consistirtge University ¢
Chicago license and acquired intangible assets ftioen Opexa acquisition that is an inseparable grolypatents and licenses that dafinction independently, we
approximately $26.1 million. If management deterasithat impairment exists, we will be requireddoard a significant charge to expense in our firdrstatements during t
period in which any impairment of our goodwill istdrmined.

Clinical trials are subject to extensive regulatoryrequirements, very expensive, timeonsuming and difficult to design and implement. Ouproducts may fail to achieve
necessary safety and efficacy endpoints during clizal trials.

Human clinical trials are very expensive and diffico design and implement, in part because thieysabject to rigorous regulatory requirements. @livécal trial proces
is also time consuming. We estimate that clinicialg of our product candidates will take at lesesteral years to complete. Furthermore, failure @zour at any stage of 1
trials, and we could encounter problems that caiss® abandon or repeat clinical trials. The comeeerent and completion of clinical trials may beaged by several facto
including:

« unforeseen safety issues;

« determination of dosing issues;

« lack of effectiveness during clinical trials;

« slower than expected rates of patient recruitment;

« inability to monitor patients adequately duringafter treatment; and

« inability or unwillingness of medical investigatdosfollow our clinical protocols.
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In addition, we or the FDA may suspend our clinit@ls at any time if it appears that we are expgParticipants to unacceptable health risks ah& FDA find:
deficiencies in our IND submissions or the condfdhese trials.

We are dependent upon our management team and a sthaumber of employees

Our business strategy is dependent upon the skilsknowledge of our management team. We belieatettie special knowledge of these individuals gives competitiv
advantage. If any critical employee leaves, we tmaynable on a timely basis to hire suitable reptants to effectively operate our business. We gtgvate with a very sm
number of employees and thus have little or no bpdaapability for their activities. The loss of thervices of any member of our management tearmeoloss of a number
other employees could have a material adverseteffeour business.

We are dependent on contract research organizatiorsnd other contractors for clinical testing and forcertain research and development activities, thuthe timing and
adequacy of our clinical trials and such researchdivities are, to a certain extent, beyond our comol.

The nature of clinical trials and our businesststya requires us to rely on contract research drgéions, independent clinical investigators anlgeotthird party servic
providers to assist us with clinical testing andtaia research and development activities. As altesur success is dependent upon the succedsesé toutside parties
performing their responsibilities. Although we lg®i¢ our contractors are economically motivated édfgsm on their contractual obligations, we candwéectly control th
adequacy and timeliness of the resources and és@epplied to these activities by our contracttfreur contractors do not perform their activitiesan adequate or time
manner, the development and commercialization ofloug candidates could be delayed.

Our current research and manufacturing facility is not large enough to manufacture future stem cell ath T-cell therapies.

We conduct our research and development in a 1608@re foot facility in The Woodlands, Texas, vhiecludes a 1,200 square foot suite of three rofamghe futur
manufacture of stem cell and T-cell therapies tgroBhase Il trials. Our current facility is notde enough to conduct commercsalale manufacturing operations. We will n
to expand further our manufacturing staff and facibbtain a new facility or contract with corpeeacollaborators or other third parties to assig future drug production.

In the event that we decide to establish a commlkescale manufacturing facility, we will require sudstial additional funds and will be required toehind trai
significant numbers of employees and comply withl@able regulations, which are extensive. We dbhave funds available for building a manufacturagility, and we ma
not be able to build a manufacturing facility thath meets regulatory requirements and is suffidienour commercial-scale manufacturing.

We may arrange with third parties for the manufeetaf our future products. However, our third-pastyurcing strategy may not result in a ceffective means f
manufacturing our future products. If we employdiparty manufacturers, we will not control many aspext the manufacturing process, including comm@aby these thil
parties with the FDA's current Good Manufacturintgp®ices and other regulatory requirements. Weh&irimay not be able to obtain adequate supplies figrd-party
manufacturers in a timely fashion for development@mmercialization purposes, and commercial qtiestdf products may not be available from contraenufacturers
acceptable costs.

Patents obtained by other persons may result in infhgement claims against us that are costly to defel and which may limit our ability to use the dispued technologie
and prevent us from pursuing research and developnme or commercialization of potential products.

A number of pharmaceutical, biotechnology and ottenpanies, universities and research institutieme filed patent applications or have been ispatents relating
cell therapy, stem cells, @ells, and other technologies potentially relevardr required by our expected products. We capredict which, if any, of such applications wilsis
as patents or the claims that might be allowed.aféeaware that a number of companies have fileticapipns relating to stem cells. We are also awsra number of pate
applications and patents claiming use of stem esltsother modified cells to treat disease, disoodénjury.
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If third party patents or patent applications cantdaims infringed by either our licensed techmyl@r other technology required to make and usepotential products al
such claims are ultimately determined to be vdliére can be no assurance that we would be aldbtéin licenses to these patents at a reasonabigitat all, or be able
develop or obtain alternative technology. If we an@ble to obtain such licenses at a reasonabtewesnay not be able to develop some products cemtially. There can be |
assurance that we will not be obliged to defendelves in court against allegations of infringemefthird party patents. Patent litigation is vempensive and could consu
substantial resources and create significant uaicgigs. An adverse outcome in such a suit coulgesti us to significant liabilities to third parsierequire disputed rights to
licensed from third parties, or require us to caasirg such technology.

If we are unable to obtain future patents and otheproprietary rights our operations will be significantly harmed.

Our ability to compete effectively is dependentgart upon obtaining patent protection relating tor ¢echnologies. The patent positions of pharmacalutinc
biotechnology companies, including ours, are umdernd involve complex and evolving legal anddatfuestions. The coverage sought in a patenicapipin can be denied
significantly reduced before or after the patensssied. Consequently, we do not know whether #tenp applications for our technology will resultthe issuance of patents
if any future patents will provide significant peation or commercial advantage or will be circunteenby others. Since patent applications are seatdtthe applications a
published (usually eighteen months after the estrlégfective filing date), and since publication difcoveries in the scientific or patent literatuften lags behind actt
discoveries, we cannot be certain that the inventdrour licensed patents were the first to makeitiventions covered by the patent applicationthat the licensed pate
applications were the first to be filed for suchéntions. There can be no assurance that patehtssuie from the patent applications or, if issudht such patents will be
commercial benefit to us, afford us adequate ptimedrom competing products, or not be challengedeclared invalid.

Our competition includes fully integrated biopharmaceutical and pharmaceutical companies that have sigficant advantages over us.

The markets for therapeutic stem cell products,tipial sclerosis products, and rheumatoid arthptisducts are highly competitive. We expect that st significar
competitors are fully integrated pharmaceutical panmies and more established biotechnology compaffesse companies are developing stem lzadled products and tt
have significantly greater capital resources amketise in research and development, manufactur@sging, obtaining regulatory approvals, and m@émkethan we currently d
Many of these potential competitors are furthenglin the process of product development and gi&vate large, comparfynded research and development programs.
result, our competitors may develop more competitiv affordable products, or achieve earlier pafentection or product commercialization than we able to achiev
Competitive products may render any products odypcbcandidates that we develop obsolete.

If we fail to meet our obligations under our liceng agreements, we may lose our rights to key techglies on which our business depends.

Our business depends on three licenses from tlairtleg. Additionally, any business relating to @dll vaccine for rheumatoid arthritis depends upditense from tF
Shanghai Institute for Biological Science. Theskdtiparty license agreements impose obligationsusnsuch as payment obligations and obligationdiligently pursu
development of commercial products under the liedrgatents. If a licensor believes that we havedad meet our obligations under a license agreéntiee licensor could se
to limit or terminate our license rights, which @bilead to costly and timeensuming litigation and, potentially, a loss oé ticensed rights. During the period of any ¢
litigation, our ability to carry out the developmiemd commercialization of potential products cdogdsignificantly and negatively affected. If oizense rights were restrictec
ultimately lost, our ability to continue our busisebased on the affected technology platform cbeldeverely adversely affected.
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Restrictive and extensive government regulation cdd slow or hinder our production of a cellular product.

The research and development of stem cell therapigsbject to and restricted by extensive regutaliy governmental authorities in the United Stated other countrie
The process of obtaining U.S. Food and Drug Adriai®n, or FDA, and other necessary regulatoryraygds is lengthy, expensive and uncertain. We fadyto obtain th
necessary approvals to continue our research aredagenent, which would hinder our ability to manctizre or market any future product.

To be successful, our product candidates must be @pted by the health care community, which can beevy slow to adopt or unreceptive to new technologseanc
products.

Our product candidates, if approved for marketimgy not achieve market acceptance since hospifaysicians, patients or the medical community inegal may decic
to not accept and utilize these products. The pbdandidates that we are attempting to developesgmt substantial departures from establishethissg methods and w
compete with a number of more conventional drugstherapies manufactured and marketed by majompdaeutical companies. The degree of market acoepiainany of ot
developed products will depend on a number of faciacluding:

« our establishment and demonstration to the medaaimunity of the clinical efficacy and safety ofrgaroduct candidates;

« our ability to create products that are superialternatives currently on the market;

« our ability to establish in the medical communttg {potential advantage of our treatments overratare treatment methods; and

«  reimbursement policies of government and thirdyppetyers.

If the health care community does not accept oadyets for any of the foregoing reasons, or for atier reason, our business would be materiallynbdr
Risks Related to Our Common Stock

There is currently a limited market for our common stock, and any trading market that exists in our common stockmay be highly illiquid and may not reflect the
underlying value of the Company’s net assets or biress prospects.

Although our common stock is currently traded oa @TC Bulletin Board, there is currently a limitetarket for our common stock and there can be norasse that ¢
improved market will ever develop. Investors aretiwamed not to rely on the possibility that an aetirading market may develop.

As our share price is volatile, we may be or beconthe target of securities litigation, which is cody and time-consuming to defend.

In the past, following periods of market volatility the price of a company’securities or the reporting of unfavorable nesexurity holders have often instituted ¢
action litigation. If the market value of our commstock experiences adverse fluctuations and werbednvolved in this type of litigation, regardlesfsthe outcome, we cot
incur substantial legal costs and our managemattgstion could be diverted from the operation @f lbusiness, causing our business to suffer.

Our "blank check" preferred stock could be issued b prevent a business combination not desired by magement or our current majority shareholders.

Our articles of incorporation authorize the issuan€ "blank check" preferred stock with such deatgms, rights and preferences as may be deternipeslir board ¢
directors without shareholder approval. Our prefégrstock could be utilized as a method of discangglelaying, or preventing a change in our cdrawad as a method
preventing shareholders from receiving a premiuntteir shares in connection with a change of aintr
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Future sales of our common stock in the public maré&t could lower our stock price.

We may sell additional shares of common stock ibssquent public or private offerings. We may alssué additional shares of common stock to finanderd
acquisitions. We cannot predict the size of futsstiances of our common stock or the effect, if, aimgt future issuances and sales of shares of@mumon stock will have ¢
the market price of our common stock. Sales of tauti®l amounts of our common stock (including skassued in connection with an acquisition), erplerception that su
sales could occur, may adversely affect prevaitiragket prices for our common stock.

We presently do not intend to pay cash dividends oour common stock.

We currently anticipate that no cash dividends bélpaid on the common stock in the foreseeabledutVhile our dividend policy will be based on thgerating resul
and capital needs of the business, it is anticip#tat all earnings, if any, will be retained todnce the future expansion of the our businesseTdre, prospective investors w
anticipate the need for immediate income by wagash dividends from their investment should notpase the shares offered in this offering.

Employees

As of December 31, 2005, we had 18 full time emplsy We believe that our relations with our empésyare good. None of our employees is representedunion o
covered by a collective bargaining agreement.
ITEM 2. DESCRIPTION OF PROPERTY

Our 10,200 sq. ft. facility is located on 3 acré¢2635 N Crescent Ridge Drive in The Woodlands, THKis location provides space for pipeline develeptthroug!
research and development; a specialized Flow Cyttgnad Microscopy lab; support of clinical trialith GMP manufacturing Suites; Quality Systems nggmaent witl
Quality Control Laboratory, Regulatory Affairs, Qitya Assurance; as well as administrative supppetce. There is 2,500 sq. ft. of space still avé&ldbr future buildeut. The
facility including the property is leased for arteof ten years with two options for an additionakfyears each at the then prevailing market rate.

The recently completed 800 sg. ft. GMP (good maetufing practice) manufacturing area has capaadtynanufacture cellular therapy material for Phask, land Ill
clinical trials and renders services under the KBdod and Drug Administration) guidelines for GMiu$ assuring the quality of the materials and camapts produced with
the facility. The Class 10,000 (ISO Class 7) spaceurrently configured with a three phase changirep, common corridor for shared large equipmedta@entralized supp
storage, and three tissue culture suites. Eachreuuite contains biological safety cabinets wipicdvide Class 100 (ISO Class 2) for direct marapah of clinical material. Tk
design allows for easy adaptation to a wide varédtynanufacturing processes. Room pressurizatiodsflaws of personnel, equipment and material gteharmaFrontie
with an integrated GMP-compliant operation. The i@u&ontrol lab and the Quality Assurance provalgport the GMP manufacturing process.

ITEM 3. LEGAL PROCEEDINGS

We are not currently a party to any material lggraceedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

(a) Special Meeting of Shareholders.

On November 11, 2005, the Company held a speciatimgefor shareholders of record at the close afriess on October 5, 2005.
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(b) Proposal Voted Upon and Shareholder Vote.

The shareholders voted to approve an amendmehet€dmpanys Articles of Incorporation to increase the aggtegaimber of shares of common stock authorize
issuance from 50 million shares to 100 million &sarA total of 18,399,013 shares were voted reptespapproximately 91% of the outstanding shaoésyhich 12,187,77
shares voted for the amendment, 6,184,431 shated against the amendment, and 26,805 sharesradxstai

PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDERS MATTERS

Shares of our common stock are traded on the Natidssociation of Securities Dealers Inc. Over @minter Bulletin Board under the symbol “PFTR.OB/ur commol
stock trades on a limited, sporadic and volatilsiha

The following table sets forth, for the periodsigaled, the range of high and low bid information dur common stock. These quotations reflect idesaler prices, witho
retail mark-up, mark-down or commission, and marapresent actual transactions.

Price Ranges

High Low
Fiscal Year Ended December 31, 2004
First Quarter 0.0z 0.01
Second Quarter 14,28 0.01
Third Quarter 8.1t 6.5C
Fourth Quarter 9.5C 5.9C
Fiscal Year Ended December 31, 2005
First Quarter 8.7C 4.5C
Second Quarter 5.5C 2.4¢
Third Quarter 1.41 1.2t
Fourth Quarter 0.6z 0.5¢

No cash dividends have been declared on the Comgamynon stock since the Company's inception aisdriot anticipated that dividends will be declacgdour commo
stock in the foreseeable future.

As of December 31, 2005, there were approximatééyttolders of record of our Common Stock.

Trades of our common stock may be subject to SEle R&g9, which imposes certain requirements on brokelédeavho sell securities subject to the rule tespes othe
than established customers and accredited invedtorstransactions covered by the rule, brokerdéddeanust make a special suitability determinafionpurchasers of tt
securities and receive the purchasevtitten agreement to the transaction prior te.séhe SEC also has rules that regulate brokegdpadctices in connection with transacti
in “penny stocks.’Penny stocks generally are equity securities wiphiee of less than $5.00 (other than securitigsstered on certain national securities exchangegioted o
the Nasdaq system, provided that current pricevahamne information with respect to transactionshat security is provided by the exchange or syktdime penny stock rul
require a broker/ dealer, prior to a transactioa ipenny stock not otherwise exempt from the rutesleliver a standardized risk disclosure docunpeapared by the SEC tl
provides information about penny stocks and thenea&nd level of risks in the penny stock markéte Broker/dealer also must provide the customer aitrent bid and offi
quotations for the penny stock, the compensatiothefbroker/dealer and its salesperson in the a@ios, and monthly account statements showingrtheket value of eau
penny stock held in the customeeccount. The bid and offer quotations, and te&dwdealer and salesperson compensation informatiast be given to the customer orall
in writing prior to effecting the transaction andish be given to the customer in writing before @hvhe customes confirmation. These disclosure requirements hlaseffec
of reducing the level of trading activity in theceadary market for our common stock. As a resuthebe rules, investors may find it difficult tdiskeir shares.
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Recent Sales of Unregistered Securities

Set forth below is certain information concernisguances of securities during the fourth quart@00b by the Company that were not registered utihdeSecurities Act.

In October 2005, 10,000 shares of common stockedbai their fair value of $59,400 were issued tomsultant for his services.

In October 2005, options to purchase 147,500 shar€mmon Stock were issued to four independeneictbrs at an exercise price of $1.15 per share. tBind of the
options vested immediately, one third of the opiwast on the first anniversary date, and the neimgione third vests on the second anniversary. date

In October 2005, options to purchase 27,500 shafr€@mmon Stock were issued to four independermctiirs at an exercise price of $1.15 per share.opktiens vest ¢
the first anniversary date.

In December 2005, options to purchase 376,000 stiir€ommon Stock were issued to fifteen Opexa eyggls at an exercise price of $0.70 per share.f@mth of the
options vest on the first anniversary date, onetfoaf the options vests on the second anniverdatg, one fourth of the options vests on the thimdiversary date, and 1
remaining one fourth vests on the fourth anniversiate.

The above transactions were completed pursuanédto® 4(2) of the Securities Act and did not inokny public offering and were sold to a limitedgp of person
Each recipient either received adequate informa#ibout the Company or had access, through empldyorenther relationships, to such information, ahd Compan
determined that each recipient had such knowledgeeaperience in financial and business mattersttiey were able to evaluate the merits and rigksnoinvestment in tt
Company.

Except as otherwise noted, all sales of the Comigasgcurities were made by officers of the Compaimp weceived no commission or other remunerationttie
solicitation of any person in connection with tlespective sales of securities described aboverddipients of securities represented their intentmacquire the securities
investment only and not with a view to or for saleconnection with any distribution thereof and aypiate legends were affixed to the share ceatifis and other instrume
issued in such transactions.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS

The following discussion of our financial conditiand results of operations should be read in codjiam with the accompanying financial statementd #me relate
footnotes theretc

Organizational History

PharmaFrontiers was incorporated in Texas in 198baiginally engaged in businesses other tharbtbpharmaceutical business. These other businesmstigns wer
terminated in February 2002. In May 2004, we entdre biopharmaceutical business by acquiring dityetihat held rights to treatments using adultrigiatent stem cel
derived from adult human peripheral blood, anddnrection therewith we changed our name to ourectircorporate name. From an accounting standpthi@tsubsidiary
deemed the acquirer in a reverse merger wherebydhent is deemed the survivor of the reorganinatiwverse merger. As such, our financial statemargsthose of tt
subsidiary. In November 2004, we acquired Opexakvhblds rights to technology to diagnose and tmadtiple sclerosis through modified autoreactive€lls.
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Critical Accounting Policies
General

The Consolidated Financial Statements and Not&ottsolidated Financial Statements contain inforomathat is pertinent to this managemsrdiscussion and analy:s
The preparation of financial statements in conftymiith accounting principles generally acceptedhie United States requires management to makaatss and assumptic
that affect the reported amounts of assets anditie® and disclosure of any contingent assets latillities. Management believes these accountiolicies involve judgmel
due to the sensitivity of the methods, assumptems estimates necessary in determining the reldedt and liability amounts. Management believémst exercised prog
judgment in determining these estimates based @fettts and circumstances available to it at tme the estimates were made. The significant acoaupblicies are describ
in the Company's financial statements.

Principles of consolidation

The accompanying consolidated financial statemefthe Company include the accounts of its whollyned subsidiaries. All significant intercompany @aects an
transactions have been eliminated.

Long-lived assets

Longdived assets (i.e., intangible assets) are revieloedmpairment whenever events or changes in oistances indicate that the net book value of tsetasay not t
recoverable. An impairment loss is recognized & shim of the expected future cash flows (undis@miand before interest) from the use of the assketss than the net bc
value of the asset. Generally, the amount of theairment loss is measured as the difference bettfeenet book value of the asset and the estinfatedalue of the relate
asset. Management does not believe any assetdbamd@mpaired at December 31, 2005.

Revenue
We did not receive any revenue in 2005 and do xpeet any revenue in 2006.
Intellectual Property

As of December 31, 2005, we had $28,019,332 ofléutieial property, $23,991,128 of which resulteahfrthe acquisition of Opexa and $4,028,204 whiattareed to th
consideration paid to date to the University of &igio for the worldwide license to technology depelb at Argonne National Laboratory. Of the $23,298, of acquire
intangible assets, the full amount is assignechtmsaeparable group of patents and licenses tmatatdunction independently by themselves. The Weid average useful life
the intangible group as of December 31, 2005 is@pmately 16.5 years. The weighted average udétilof the University of Chicago license is 18 y®aAccumulate
amortization for the Intellectual Property as oftBmber 31, 2005 is $1,888,891. In April 2005 then@any obtained a fairness opinion from an indepenitwestment bankir
firm with respect to the Opexa acquisition and ¢heas no impairment at that time. In accordanch WAS 142, the Board authorized an update to thiirment analysis as
December 31, 2005 and it was determined that naimmgnt existed.

Results of Operations and Financial Condition
Net Sales.
We recorded no sales for the twelve months endeiber 31, 2005 and 2004.
General and Administrative Expenses

Our general and administrative expenses duringtiledve months ended December 31, 2005, w&b® 178 as compared to $572,534 for the twelve hzoenhde
December 31, 2004. General and administrative esgeenonsist primarily of salaries and benefiticeféxpense, professional services fees, and otitporate overhead cos
We anticipate increases in general and adminigga&kpenses as we continue to develop and prepacerhmercialization of our technology
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Research and Development Expense

Research and development expense was $9,892,2%8eftwelve months ended December 31, 2005, as a@udo $2,465,634 the twelve months ended Decef3ib
2004. The increase in expenses was primarily deedquisition of Opexa and the assumption of ierajions and research and development programglaaswour Phase |,
clinical trials for Tovaxin, stem cell developmeand preelinical costs, the hiring of personnel and othepenses associated with the increase in reseactiderelopmer
efforts. We have made and expect to continue toengmlbstantial investments in research and developimeorder to develop and market our technologgsdarch ar
development costs consist primarily of general adrdhinistrative and operating expenses relateddeareh and development activities. We expense ngsead developme
costs as incurred. Property, plant and equipmentefsearch and development that has an alternfativee use is capitalized and the related depriecias expensed as resee
and development costs. We expect our researcharedapment expense to increase as we continueéstiim the development of our technology.

Interest Expense

Interest expense was $7,323,851 for the twelve hsoahded December 31, 2005 compared to $868,9268ddmwelve months ended December 31, 2004. Thease i
primarily related to the amortization of the remaghdiscount under the beneficial conversion feainfrthe 15% exchangeable convertible promissotgsnfthe “Notes”)the
accrued interest on the Notes that was convertedshares of Common Stock.

Net loss

We had net loss for the year ended December 35,200519,414,197 or ($1.24) per share (basic aluted), compared with a net loss of $4,620,664%73) per shal
(basic and diluted), for the twelve months endedddeber 31, 2004. The primary reason for the inerégaset loss is due primarily to the amortizatajrthe remaining discou
under the beneficial conversion feature of the Nated the accrued interest on the Notes that wageced into shares of common stock, along withtstp of operations whic
included the hiring of new personnel including eaygles and directors and scientific advisory boaethivers. These individuals have agreements withatsprovide for salal
payments. The increase in net loss is also ataidetto the acquisition of Opexa Pharmaceuticatstha assumption of its operations and researctdamdlopment prograrn
Also included are professional fees incurred fregal, accounting, and consulting services to seandeexpand our license patent claims. Anticipétdre expenses inclu
research and development, professional and congu#ies, and expenses associated with the expaofsibe office and laboratory/manufacturing faciiét

Liquidity and Capital Resources

Historically, the Company has financed its oper&igrimarily from the sale of its debt and equigcwities. As of December 31, 2005, the Company ¢esh c
approximately $2.5 million. Our current burn ragepproximately $400,000 per month excluding @@kpenditures. Although our burn rate is expetteidcrease to $800,0
per month once the Phase IIb clinical trails begia,do not intend to start the Phase Ilb until weeenhraised additional capital. We will need to easiditional capital to fund ¢
working capital needs during the second quart@066. We do not have any credit facilities avaialith financial institutions or any other thirdrpas and as such we must 1
upon best efforts thirgarty debt or equity funding and we can provideassurance that we will be successful in any funeiifigrt. The failure to raise such funds will nesieste
the curtailment of operations and delay of thetsththe clinical trials.
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Contractual Commitments

A tabular disclosure of contractual obligation®atcember 31, 2005, is as follows:

Payments due by period

More than 5
Total Lessthan 1year 1-3Years 3-5Years Years
Operating Leases $ 1,361,55. $ 59,53t $ 248,49¢ $ 284,73t $ 768,78!
Employment and consulting contracts for officerd directors 245,00( 126,50( $ 119,00( - -
Total $ 1,607,05. $ 186,03¢ $ 367,49¢ $ 284,73t $ 768,78t

Off-Balance Sheet Arrangements
As of December 31, 2005, the Company had no ofifixa sheet arrangements.
Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl@dard ("FASB") enacted Statement of Financial Aoting Standards 123revised 2004 ("SFAS 123R
Share-Based Paymentavhich replaces Statement of Financial Accounttgndards No. 123 ("SFAS 123Accounting for Stock-Based Compensatiamd supersedes Al
Opinion No. 25 ("APB 25")Accounting for Stock Issued to Employe&FAS 123R requires the measurement of all empley@rebased payments to employees, inclu
grants of employee stock options, using a fair-edlased method and the recording of such expertbe consolidated statements of income.

The accounting provisions of SFAS 123R will be efifee for the Company for reporting periods begmafter December 15, 200Bhe pro forma disclosures previou
permitted under SFAS 123 no longer will be an alére to financial statement recognition. See Not# the Notes to Consolidated Financial Statesiétthe pro forma n
income and net income per share amounts, for F2@B through Fiscal 2004, as if the Company haatl s fair-valuebased method similar to the methods required t
SFAS 123R to measure compensation expense for gagktock incentive awards. The Company is evalgatie terms and structure of its current sharedasyments ai
does not expect the adoption to have a signifihierse impact on the consolidated statementscofrie and net income per share as it relates terdugranted options a
warrants as of the date of the adoption.

In January 2003, the FASB issued Interpretation 48(R) ("FIN 46"), Consolidation of Variable Interest Entities FIN 46 addresses consolidation by busi
enterprises of variable interest entities (formeshecial purpose entities). In general, a varigitierest entity is a corporation, partnershipstror any other legal structure u
for business purposes that either (a) does not bguiy investors with voting rights or (b) has gginvestors that do not provide sufficient finglaesources for the entity
support its activities. The objective of FIN 46éniat to restrict the use of variable interest étijtbut to improve financial reporting by companievolved with variable intere
entities. FIN 46 requires a variable interesttgrtth be consolidated by a company if that compangubject to a majority of the risk of loss frohretvariable interest entit'
activities or entitled to receive a majority of teetity's residual returns or both. The consolaatequirements are effective for the first pertbdt ends after March 15, 20
the Company elected to adopt the requirementstaféefor the reporting period ending December 3102 The adoption of FIN 46 had no effect on thesodidated financii
statements.
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ITEM 7. FINANCIAL STATEMENTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Board of Directors
PharmaFrontiers Corp.
(a development stage company)
The Woodlands, Texas

We have audited the accompanying consolidated balgineet of PharmaFrontiers Corp., (“Pharma”) (eeld@ment stage company), as of December 31, 200%he related
consolidated statements of expenses, changesckhsiders’ equity and cash flows for the two yeamsled December 31, 2005 and the period from Jar22arg003 (Inception)
through December 31, 2005. These consolidated dinbstatements are the responsibility of Pharmasagement. Our responsibility is to express aniopion these
consolidated financial statements based on outaudi

We conducted our audits in accordance with starsdafrthe Public Company Accounting Oversight Bo@tdited States). Those standards require that wue ghd perform the
audits to obtain reasonable assurance about whibtaeonsolidated financial statements are frematerial misstatements. An audit includes examinimga test basis, evidence
supporting the amounts and disclosures in the diolaged financial statements. An audit also inckidssessing the accounting principles used andisant estimates made by
management, as well as evaluating the overall dimfated financial statement presentation. We belighat our audits provide a reasonable basis foopinion.

In our opinion, the consolidated financial stateteeeferred to above present fairly, in all materspects, the consolidated financial positiofPb&rma as of December 31,
2005 and the consolidated results of its operatmmkits cash flows for the periods described mf@onity with accounting principles generally actepin the United States of
America.

The accompanying consolidated financial statemiesne been prepared assuming that Pharma will agn8is a going concern. As discussed in Note 2etedhsolidated
financial statements, Pharma has suffered reculosges from operations, which raises substantiabtabout its ability to continue as a going cenc&lanagement’s plans
regarding those matters are described in Note @.cbhsolidated financial statements do not increadjustments that might result from the outcoifrthis uncertainty.

MALONE & BAILEY, PC
www.malone-bailey.com
Houston, Texas

February 7, 2006
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ASSETS
Current assets
Cash

Prepaid expenses
Total current assets
Intangible assets, net of $1,888,891 of accumulatedrtization

Property & equipment, net of $256,082 of accumaatepreciation
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities

Accounts payable

Accrued expenses

Note payable
Total current liabilities

Commitments and contingencies

Stockholders’ equity

PHARMAFRONTIERS CORP.
(a development stage company)
CONSOLIDATED BALANCE SHEET
December 31, 2005

Convertible preferred stock, no par value, 10,000 $hares authorized, none issued and outstanding

Common stock, $.05 par value, 100,000,000 shar®azed, 20,619,545 shares issued and outstanding

Additional paid in capital

Deficit accumulated during the development si

Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying summary of accounting policies

an

d notes to consolidated financial statements

2,560,66!
182,52«

2,743,191
26,130,44
479,99¢
388,21(

29,741,83

689,46°
240,30¢
1,500,001

2,429,771

1,030,97

50,441,94
)
(24,160,864

27,312,06
29,741,83




PHARMAFRONTIERS CORP.
(A Development Stage Company)
CONSOLIDATED STATEMENTS OF EXPENSES
Years ended December 31, 2005 and 2004 and the
Period from January 22, 2003 (Inception) to Decan3fie 2005

Inception
through
2005 2004 2005
General and administrative $ 550,17¢ $ 572,53: $ 1,203,51:
Depreciation and amortization 1,735,20! 264,81¢ 2,000,02i
Research and development 9,892,25: 2,465,63: 12,357,88
Loss on disposal of assets 22,81( 457,12 479,93:
Operating loss (12,200,45) (3,760,109 (16,041,36)
Interest income 81,93( 5,992 87,92:
Other income 28,17 2,37¢ 30,55
Interest expense (7,323,85) (868,926 (8,237,97))
NET LOSS $ (19,414,19) $ (4,620,66) $ (24,160,86)
Basic and diluted loss per share $ (1249 $ 0.79) N/A
Weighted average shares outstanding 15,648,36 6,309,14! N/A

See accompanying summary of accounting policies
and notes to consolidated financial statements




Shares issued for cash

Shares repurchased and cancelled
Discount relating to:

- beneficial conversion feature

- warrants attached to debt

Net loss

Balances at December 31, 2003
Shares issued for:

- cash

- services

- license

- reverse merger with Sportan

- acquisition of Opexa

- additional shares attached to
convertible debt

- conversion of convertible notes
Shares cancelled

Discount relating to:

- beneficial conversion feature

- warrants attached to debt
Option Expense

Net loss

Balances at December 31, 2004
Shares issued for:

- cash

- convertible debt

- debt

- license

- services

Offering costs relating to

- equity financing

Discount relating to:

- beneficial conversion feature
- warrants attached to debt
Option expense

Warrant expense

Net loss

Balances at December 31, 2005

PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERE&QUITY

January 22, 2003 (Inception) through December 8252

Additional
Common Stock Paid in Accumulated

Shares Par Capital Deficit Total
5,250,001 $ 262,500 $ (261,500 $ - $ 1,00(C
(1,706,25i) (85,319 84,98¢ - (325
- - 28,18( - 28,18(
- - 28,18( - 28,18(
- - - (126,002 (126,002
3,543,75! 177,18 (120,15 (126,009 (68,96¢)
22,50( 1,12¢ 7,87¢ - 9,00(
2,065,001 103,25( 745,75( - 849,00(
242,68¢ 12,13t 414,94( = 427,07!
997,39¢ 49,87( (197,607 - (147,73)
2,500,00! 125,00( 23,625,00 - 23,750,00
161,00( 8,05( 280,31¢ - 288,36¢
607,50: 30,37¢ 217,99t - 248,37(
(80,000 (4,000 4,00( - -
- - 855,84 - 855,84
- - 1,848,50:. - 1,848,50.
- - 123,33 - 123,33
- - - (4,620,66)) (4,620,66))
10,059,83 502,99: 27,805,80 (4,746,66) 23,562,13
3,894,50! 194,72¢ 5,647,04. - 5,841,76!
6,110,26: 305,51¢ 7,343,93: - 7,649,441
23,00(¢ 1,15C 159,85( - 161,00(
291,93t 14,597 1,853,78 - 1,868,38
240,00( 12,00( 1,000,40( - 1,012,40(
- = (495,55) -- (495,55)
- - 831,94« - 831,94«
- - 1,433,10: - 1,433,10:
= = 2,487,74: = 2,487,74:
- - 2,373,88i - 2,373,88i
= = = (19,414,19) (19,414,19)
20,619,54 $ 1,030,97 $ 50,441,94 $ (24,160,86) $ 27,312,06

See accompanying summary of accounting policies
and notes to consolidated financial statements




PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS
Year ended December 31, 2005 and the Period frommadg 22, 2003
(Inception) through December 31, 2004 and 2005

Cash flows from operating activities
Net loss

Adjustments to reconcile net loss to net cash usegerating activities
Stock issued for servict
Additional stock issued under debt conversion
Amortization of discount on notes payable due toram@ts and beneficial
conversion feature

Amortization of intangible assets
Depreciatior

Debt financing cost

Option and warrant expen

Loss on disposition of fixed asst

Changes in:
Accounts payabl

Prepaid expenst
Accrued expense
Other asset

Net cash used in operating activit

Cash flows from investing activities
Purchase of license

Purchase of property & equipment
Net cash used in investing activiti

Cash flows from financing activities
Common stock sold for cash, net of offering ct
Common stock repurchased and canc
Proceeds from del
Repayments on notes paya

Net cash provided by financing activiti

Net change in cas
Cash at beginning of ye

Cash at end of year

Inception through

2005 2004 2005

$ (19.414.19) $ (4,620,66) $ (24,160,86)
1,012,40¢ 849,000 1,861,40C

109,07( - 109,07(
5,516,63: 753,81 6,313,20!
1,637,12! 251,76 1,888,891

98,080 13,058 111,138

365,910 - 365.910

4,861.62¢ 123,333 4,984,962

22,810 457122 479,932

26,360 58,670 85,167
(88,185) (38,950) (127,135)

23,655 23,822 54,981
(388,210) - (388,210)
(6,216,91) (2,129,03) (8,421,55)
- (232,742) (232,742)
(258,903 ) (173,004) (431,907
(258,90) (405,749) (664,649

5,346,217 9,000 5,356,217
- ; (325)

2,896,88E 3,382,70¢ 6,354,59
(58,614) (5,000) (63,619

8,184,48! 3,386,701 11,646,86

1,708,67- 851,92 2,560,661

851,092 68 -

$ 2560,66 $ 851,09, $ 2,560,661

See accompanying summary of accounting policies
and notes to consolidated financial statements




PHARMAFRONTIERS CORP.

(A Development Stage Company)
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
Year ended December 31, 2004 and the Period fromaiga 22, 2003

(Inception) through December 31, 2003 and 2004

2005
NON-CASH TRANSACTIONS

Issuance of common stock for purchase of O pexa $ ©
Issuance of common stock to Sportan shareholders -
Issuance of common stock for University of Chicéigense 1,868,38:
Issuance of common stock for accrued interest 525,51¢
Conversion of notes payable to common stock 6,159,61(
Conversion of accrued liabilities to common stock 17,17¢
Conversion of accounts payable to note payable -
Discount on convertible notes relating to:

- warrants 1,433,10:

- beneficial conversion featu 831,94«

- stock attached to not 999,07

See accompanying summary of accounting policies
and notes to consolidated financial statements

2004

23,750,00
147,73¢
427,07t

248,37(

93,36¢

1,848,50.
855,84¢
288,36t

Inception through
2005

23,750,00
147,73¢
2,295,45!
525,51
6,407,98I
17,17¢
93,36+

3,309,79I
1,715,97:
1,287,441




PHARMAFRONTIERS CORP.
(a development stage company)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

PharmaFrontiers Corp. (“Pharma”) was incorporate@iéxas on January 22, 2003 as afitiarmaceutical company engaged in developing agmolko personalized cell therapi
During the development stage, Pharma acquired thilwide license to technology developed at ArgoNad¢ional Laboratory, a U.S. Department of Energpdaratory
Operated by the University of Chicago (“ArgonneThis is an exclusive license to a stem cell teobgwlin which adult pluripotent stem cells are ded¥rom monocytes
obtained from the patient’s own blood (the “LiceisA patent application was filed in November 20038th the United States Patent and Trade Offigaraing the technology
involved in the License.

On October 7, 2004 Pharma entered into an agreeimectuire all of the outstanding stock of Opekarfaceuticals, Inc. (“Opexa”). The agreement cdaseNovember 5,
2004. A total of 2,500,000 shares of Pharma’s comstock were exchanged for all of the outstandtogksof Opexa. 2,250,000 shares was issued to Ogfer@holders in
December 2004 and the balance of 250,000 shagdhdd been held in escrow for the prerequisiteyaae period, was issued in November 2005.The attopri was accounted
for under the purchase method, where all of Opeasdets are restated to their fair market valuemcquisition date, which approximated book valtree 2,500,000 shares of
Pharma were valued at $23,750,000 or $9.50 peeshduich represents their current value at the.tiBe® Note 12 for details.

Opexa holds rights to technology to diagnose agat timultiple sclerosis through modified autoreafivcells and is currently in FDA Phase I/Il huntBrse ranging clinical
trials to evaluate its safety and effectivenedsaating multiple sclerosis.

Basis of presentation. The consolidated finand&tkesnents include the accounts of Pharma and itdlyvbwned subsidiary, Opexa. Significant inter-qmmy accounts and
transactions have been eliminated.

Reclassifications. Certain amounts in the 2004 alisfeted financial statements have been reclassifieconform to the 2005 consolidated financialesteent presentation.

Use of Estimates in Financial Statement Preparaliba preparation of consolidated financial statet:é conformity with accounting principles gerlraccepted in the
United States of America requires management toeneakimates and assumptions that affect the repan®unts of assets and liabilities, the disclosfi@ntingent assets and
liabilities at the date of the consolidated finahatatements, and the reported amounts of reveanexpenses during the reporting period. Actesillits could differ from thos
estimates.

Cash and cash equivalents. For purposes of trenstats of cash flows, cash equivalents includbighly liquid investments with original maturitie$ three months or less.

Long-lived Assets. Property and equipment are dtatethe basis of historical cost less accumuldegteciation. Depreciation is provided using thaight-line method over the
estimated useful lives of the assets. Major rengwaatl improvements are capitalized, while minofaegments, maintenance and repairs are chargedrent operations.
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Impairment losses are recorded on long-lived assegd in operations when indicators of impairmeatpesent and the undiscounted cash flows estintatee generated by
those assets are less than the assets’ carryingramo

Income Taxes. Income tax expense is based on ezpearnings before income taxes. Deferred incomesteeflect the impact of temporary differencesveen assets and
liabilities recognized for consolidated financiaporting purposes and such amounts recognizedXgurposes, and are measured by applying enaotedtes in effect in years
in which the differences are expected to reverse.

Stock-Based Compensation. Pharma accounts for-siamsd compensation under the intrinsic value ntetblader this method, Pharma recognizes no comfiensxpense for
stock options granted when the number of underlgimares is known and exercise price of the opanreéater than or equal to the fair market valuthefstock on the date of
grant. The following table illustrates the effectmet loss and net loss per share if Pharma hdedppe fair value provisions of FASB Statement N3, Accounting for Stock-
Based Compensation, to stock-based employee commams

Inception through

2005 2004 2005

Net loss as reporte $ (19,414,19) $ (4,620,66) $ (24,160,86)
Add: stock based compensation determined Undengitrvalue based method 2,487,74. 123,33 2,611,07.
Less: stock based compensation determined underafaie based method (4,264,01) (153,369 (4,417,37)
Pro forma net loss $ (21,190,46) $ (4,650,69) $ (25,967,16)
Basic and diluted

Net loss per common share:

As reported $ 129 $ (.73 N/A

Pro forma $ (135 $ (.79 N/A

The weighted average fair value of the stock optigranted during 2004 was $3.09. Variables uséleiBlack-Scholes option-pricing model include 2% risk-free interest
rate, (2) expected option life is the actual rermagriife of the options as of each year end, ()ezted volatility is from 0.1% to 796.30% and (&)@ expected dividends.

The weighted average fair value of the stock optigranted during 2005 was $2.49. Variables uséleiBlack-Scholes option-pricing model include 2% risk-free interest
rate, (2) expected option life is the actual rermgjriife of the options as of each year end, ()ezted volatility is 175.40% and (4) zero expedriends.

The basic net loss per common share is computeliviling the net loss by the weighted average numbeommon shares outstanding. Diluted net lospmmon share is
computed by dividing the net income adjusted ofiaarf converted" basis, by the weighted averagalrer of common shares outstanding plus potentiaficié securities. Bas
and diluted loss per share is the same due to faltelilutive securities had an anti-dilutive effemd were not included in the calculation of adillinet income per common
share.

Research and development. Research and developxpsrises include salaries, related employee expermasulting fees, facility costs, and laboratwgts. All costs for
research and development activities are expensed@ased. Pharma expenses the costs of licensgatefts and the prosecution of patents untilgkeance of such patents and
the commercialization of related products is reabbnassured.
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Recently Issued Accounting Pronouncements. In Deeer2004, the FASB issued SFAS No.123R, “AccountingStock-Based Compensation.” SFAS N0.123R eistads
standards for the accounting for transactions iithvan entity exchanges its equity instrumentgfmods or services. This Statement focuses primanilgccounting for
transactions in which an entity obtains employe®ises in shardased payment transactions. SFAS No0.123R requinatshe fair value of such equity instruments lmgaizec
as expense in the historical financial statemestseavices are performed. Prior to SFAS No.123R, certain pro forma disclosures of fair value wegquired. SFAS No0.123R
shall be effective for small business issuers de@beginning of the first interim or annual refpay period that begins after December 15, 2005il&\Wharma has issued optit
to employees recently, the adoption of this newanting pronouncement is not expected to have anmbtmpact on the consolidated financial statetsef Pharma during the
calendar year 2006.

Pharma does not expect the adoption of any otltently issued accounting pronouncements to haign#isant impact on their consolidated financialsgtion, results of
operations or cash flow.

NOTE 2 - GOING CONCERN

As shown in the accompanying consolidated finarsti@lements, Pharma incurred recurring net loss$$%414,197 and $4,620,664 in 2005 and 2004pe#vely, and has an
accumulated deficit of $24,160,864 as of Decemiie2805. These conditions raise substantial dosibd &harma’s ability to continue as a going comckfanagement is trying
to raise additional capital through sales of cotilvkr debt and equity. The consolidated financiatesnents do not include any adjustments that niightecessary if Pharma is
unable to continue as a going concern.

NOTE 3 - LICENSE AGREEMENT

In February 2004, Pharma entered into an agreewigmthe University of Chicago (“University”) foht worldwide license to technology developed atofrge National
Laboratory, a U.S. Department of Energy Labora®perated by the University. In consideration fa lisense, Pharma paid the University $57,742 amdeal to issue 375,375
shares of its common stock. 187,688 shares valu®d5075 were issued on February 20, 2004. In Déee 2004, the License Agreement was amended ggaRtiarma an
exclusive, non-transferable worldwide license @ thniversity’s stem cell technology. In considesatfor the amendment, Pharma paid the Universitgdititional $175,000,
issued the University 55,000 shares of common statked at $352,000, bringing the total ownerskiplarma by the University to 242,688 shares, abte@ay the University
$1,500,000 on the earlier of October 30, 2005 anue closing of a Pharma financing where proceeglgreater than $10 million and agreed to issedJniversity shares of
Pharma common stock, including the shares alresslyed, equal to 2.6% of the total outstanding nurabshares after conversion of the 15% exchangeadnvertible
subordinated promissory notes upon the later oFthst financing or November 30, 2005 and aftendsee of any and all equity in the form of stockh&t close of the first
Financing.

In June 2005, 274,836 shares of common stock westeed to the University of Chicago per the terma lifense agreement. These shares were recor@86 8064.

In August 2005, 17,099 shares of common stock vesreed to the University of Chicago per the terina icense agreement. These shares were recor@d99,434.
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By amendment dated October 31, 2005 Pharma ardrtiversity agreed to extend the date upon which$th&00,000 to April 30, 2006.

In June of 2004, Pharma paid $50,000 to The Unityeo$ Texas MD Anderson Cancer Center for an aptimnegotiate a licensing agreement for the ugeopheral blood
stem cells for cardiac regeneration. This optionggotiate the licensing agreement expired on &epe21, 2004 and the non-refundable fee of $50v@¥Owritten off during
2004.

NOTE 4 - INTANGIBLE ASSETS

Intangible assets consisted of the following atéeber 31, 2005:

Description Life Amount
University of Chicago license (see Note 3) 19year $ 4,028,20:
Opexa intangible group (see Note 12) 16 year 23,991,12
Subtotal 28,019,33
Less: accumulated amortization (1,888,89)
Intangible assets, net $ 26,130,44

Amortization expense totaled $1,637,129 and $231ifGiscal 2005 and 2004, respectively.

NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihBPecember 31, 2005:

Description Life Amount
Computer equipment 3year $ 77,73(
Office furniture and equipment 3-5 year: 145,92:
Laboratory equipment 5-10 year 512,42°
Subtotal 736,07¢
Less: accumulated depreciation (256,08)
Property and equipment, net $ 479,99¢

Depreciation expense totaled $98,080 and $13,058dal 2005 and 2004, respectively.

NOTE 6 - INCOME TAXES

Pharma uses the liability method, where deferredssets and liabilities are determined based @expected future tax consequences of temporderelifces between the
carrying amounts of assets and liabilities for ficial and income tax reporting purposes. Duringdi®2005 and 2004, Pharma incurred net lossestla@dfore, has no tax
liability. The net deferred tax asset generatethleyloss carry-forward has been fully reserved. diraulative net operating loss carry-forward isragpmately $12,000,000 at
December 31, 2005, and will expire in the years422ough 2025.
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At December 31, 2005, deferred tax assets consistéae following:

Deferred tax assets

Net operating losses $ 4,080,001
Less: valuation allowance (4,080,001
Net deferred tax asse $ -

NOTE 7 - THIRD PARTY CONVERTIBLE NOTES

Between September 2004 and February 2005, Phasmedisonvertible notes to investors totaling $6,824. In March 2005, 451,688 shares of common sidttka relative
fair value of $999,074 were issued to note holdsrtheir additional shares for their subscriptiorestment in Pharma. In June 2005 a total of $63%0comprised of the
principal of the notes of $6,124,859 and accumdlateerest of $525,513, which accrued at a ratE58b per annum, was exchanged for 4,433,598 un$4.80 per share. Each
unit is comprised of one share of common stockthrek separate types of warrants to purchase leofd?ar5 shares of common stock as stated belowdtition, 1,224,977
shares of Common Stock were issued in consider&iothe surrender of the rights to the Bridge Vilats held by the note holders. All of the Bridgetéddoand Bridge Warrants
were exchanged so that none are now outstanding.

«  Warrants: In connection with the bridge note exggaand private placement offerings in June and thue separate types of warrants to purchasebato?.75
shares of common stock were issued as follows: 8gries A Warrant which expired on February 1062Qii) a Series B Warrant for one-half of a shaith an
exercise price of $2.90 which expires on October20D6; (iii) and a Series C Warrant for one sheith an exercise price of $4.00 that expires on K&y2010.

. Pharma analyzed the convertible notes and the ntarfar derivative accounting consideration undeéAS 133 and EITF 00-19. Pharma determined the eddukd
conversion option in the convertible notes andvtherants met the criteria for classification incitoolders equity under SFAS 133 and EITF 00-19 r&foee,
derivative accounting was not applicable for thesevertible notes payable or their associated wsra

NOTE 8 - NOTE PAYABLE

Note payable consists of the followir

Note payable to the University of Chicago; no iasty due earlier ¢
Pharma raising $10,000,000 in an Equity Financingpril 30, 2006;
secured by license (See Note 3 for details) $1,500,000

NOTE 9 - COMMITMENTS AND CONTINGENCIES

After purchasing Opexa, Pharma assumed an eigimbeerh operating lease from Opexa for a researdlityad he lease commenced in June 2003 and wagaegpire in
November 2004. Pharma extended the lease initiaity March 31, 2005 and extended it again untpt®8eber 30, 2005. Pharma terminated the lease tob€&rc7, 2005 an
entered into a ten-year lease with a new landldrithvcommenced on October 1, 2005.
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Future minimum lease payments under the cameellable operating lease are $72,474 for 20067 $74 for 2007, $137,196 for 2008, $139,782 fi6R $147,540 for 2010 a
$731,883 for thereafter

Rent expense for 2005 was $178,963 and $389,300f4.

NOTE 10 - EQUITY
During 2003, Pharma sold 5,250,000 shares of conmstark for $1,000.
In April 2003, 1,706,250 shares were reacquireds#5 and canceled.

Additional contributions to capital of $56,360 réed from the discounted value to notes payabletdwearrants and beneficial conversion featureschtd to convertible notes
was issued in 2003.

During 2004, 22,500 shares of common stock werm fewl$9,000.
During 2004, 2,065,000 shares of common stock waieheir then fair value of $849,000 were issieeBharma’s employees and consultants for theicss.

In February 2004, 187,688 shares of common stokledaat their then fair value of $75,075 were issteethe University of Chicago per the terms oftarise agreement. In
December 2004, 55,000 shares of common stock valuir then fair value of $352,000 were issuethe University of Chicago per the terms of an adeel license
agreement. See Note 3 for details.

In June 2004, 997,399 shares of common stock westeed for net liabilities of $147,733 to Sportastiareholders for the reverse merger with Sportae.Nbte 14 for details.

In November 2004, 2,500,000 shares of common stakied at their then fair value of $23,750,000 wieseied to 30 accredited investors in connectidgh thie acquisition of
Opexa, of which 2,250,000 shares were issued imatedgiand the balance of 250,000 shares held imeswere issued in November 2005. See Note 12dtails.

In December 2004, 161,000 shares of common stoitkanielative fair value of $288,366 were issueddte holders as their additional shares for theliscription investment
Pharma.

During 2004, 607,501 shares of common stock wegeis to note holders for the conversion of $248@&#frincipal and interest from convertible notes.
In November 2004, 80,000 shares of common stock wancelled pursuant to the terms of an employsegmération agreement.

During 2004, there were additional contributionsapital of $2,704,351 relating to the discountatlig to notes payable from warrants, beneficiaveosion features attached
convertible notes.

Employee stock option expense was $123,333 in 2004.

In June 2005, Pharma sold 3,387,217 shares of constock with 9,314,868 warrants for $5,080,826. Waerants have exercise prices ranging from $2targl expire in
seven months to four years. The relative fair valihe common stock is $886,913 and the relatwevialue of the warrants is $4,198,913. Offeringts of $434,262 related to
shares issued were charged to additional paidpitata
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In July 2005, Pharma sold 507,292 shares of comstmrk with 1,395,053 warrants for $760,943. Theramts have exercise prices ranging from $2 to $¥expire in seven
months to four years. The relative fair value & dommon stock is $216,801 and the relative fdiresaf the warrants is $544,137. Offering cost$&f,290 related to shares
issued were charged to additional paid in capital.

In March 2005, 451,688 shares of common stock witelative fair value of $999,074 were issued ttermlders as their additional shares for theisstiption investment in
Pharma.

In June 2005, 5,658,575 shares of common stock issued to note holders for the conversion of $6,8%29 of principal and $525,513 interest from catibke notes.

During February 2005, 23,000 shares of common statied at their fair value of $161,000 were issteedote holders for the conversion of $51,930raigipal and interest
from the notes.

In June 2005, 274,836 shares of common stock wsted to the University of Chicago per the terma kiéense agreement. These shares were recor@ad7as,950.
In August 2005, 17,099 shares of common stock veskeed to the University of Chicago per the terina license agreement. These shares were recor@dd@,434.
During 2005, 240,000 shares of common stock vatueleir fair value of $1,012,400 were issued tarRta’s consultants for their services.

During 2005, offering costs of $495,552 relatethi® equity financing were charged to additionatpaicapital.

During 2005, there were additional contributionsapital of $2,265,052 relating to the discountaetlig to notes payable from warrants, beneficiaveosion features attached
convertible notes.

Employee stock option expense was $2,487,741 i5.200

Warrant expense was $2,373,888 in 2005.

NOTE 11 - STOCK OPTIONS AND WARRANTS
In 2004 Pharma adopted the 2004 Stock Option Ptha Plan”). The Plan provides for the grantingstifck options to employees and consultants of Pharm

Options granted under the Plan may be either ing@stock options or nonqualified stock optiondntive stock options (“ISO”) may be granted omyPharma employees
(including officers and directors who are also esgpkes). Nonqualified stock options (“NSO”) may barged to Pharma employees and consultants. ThelBb®irectors has
discretion to determine the number, term, exengif® and vesting of all grants.

During 2003, 150,000 warrants were granted to itoregelated to the convertible notes.

During 2004, 965,000 options were granted to engegy 200,000 warrants were granted to consultantd @27,993 warrants were granted to investoataelto the convertib
notes.
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Stock Options:

In January 2005, options to purchase 192,000 slwi@ mmon Stock were issued to several employeas axercise price of $3.00 per share. One tHitdeoptions vest on
the first anniversary date, one third of the opigests on the second anniversary date, and tremiemm one third vests on the third anniversared@hese options have an
intrinsic value of $785,800, of which $261,933 bagn expensed during 2005.

In April 2005, options to purchase 12,500 shareSahmon Stock were issued to three Opexa empl@tess exercise price of $3.00 per share. One tiitde options vest on
the first anniversary date, one third of the opieasts on the second anniversary date, and tremiemm one third vests on the third anniversared@hese options have an
intrinsic value of $14,925, of which $4,975 hasrbegpensed during 2005.

In June 2005, options to purchase 30,000 shar€smwimon Stock were issued to two employees at artiseeprice of $3.00 per share, of which optionstee immediately.
These options have no intrinsic value due to egerprice exceeded the market price at the dateeajrant.

In August 2005, options to purchase 20,000 sh@r€mmon Stock were issued to an employee at arciseeprice of $1.14 per share. One third of thitoog vested
immediately, one third of the options vest on tingt anniversary date, and the remaining one thasts on the second anniversary date. These optaesno intrinsic value due
to exercise price exceeded the market price afdbe of the grant.

In December 2005, options to purchase 376,000 stidr@ommon Stock were issued to fifteen Opexa eygas at an exercise price of $0.70 per share f@mh of the option:
vest on the first anniversary date, one fourthhefdptions vests on the second anniversary dagefoomth of the options vests on the third anniggrglate, and the remaining ¢
fourth vests on the fourth anniversary date. Tlggmns have no intrinsic value due to exercisegequaled the market price at the date of thetgran

In 2005, 41,667 options previously granted weréefted.
Consultant warrants:

In January 2005, warrants to purchase 25,000 slb&@smmon Stock were issued to a consultant @&xancise price of $3.00 per share of which oneltofrthe warrants vest
the first anniversary date, one third of the watsarests on the second anniversary date, and &g one third of warrants vests on the thirdieersary date. These warra
have a fair value of $183,033, of which $61,011 been expensed during 2005.

In April 2005, warrants to purchase 100,000 shafédommon Stock were issued to a consultant akarcise price of $3.00 per share of which 40,00€ravds vested
immediately, and the remaining 60,000 warrants aegte rate of 2,500 warrants per month for twéaty months. These warrants have a fair valueddf7$812, of which
$261,133 has been expensed during 2005.

In April 2005, warrants to purchase 20,000 shafé&ammon Stock were issued to a consultant at ancese price of $3.00 per share of which one tbfrthe warrants vest on
the first anniversary date, one third of the watsarests on the second anniversary date, and &g one third of warrants vests on the thirdieersary date. These warra
have a fair value of $83,562, of which $27,854 Iesn expensed during 2005.

In June 2005, warrants to purchase 175,000 sha@smomon Stock were issued to four consultantsiabarcise price of $4.00 per share. One thirdhefwarrants vested
immediately, one third of the warrants vest onfttst anniversary date, and the remaining one tbfrthe warrants vests on the second anniversdey @hese warrants have a
fair value of $467,120, of which $84,813 has begreesed during 2005.
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In July 2005, warrants to purchase 8,100 shar€oaimon Stock were issued to a consultant at arcieeeprice of $1.50 per share, of which warranttaedimmediately. These
warrants have a fair value of $21,150, of which,%2% has been expensed during 2005.

In July 2005, warrants to purchase 460,846 shd&r€®mmon Stock were issued to several brokeragesfas the offering costs and commissions for Pharfimancing
activities at an exercise price of $1.50 per shaihese warrants have a fair value of $2,197,162vastlimmediately.

In August 2005, warrants to purchase 200,000 slefr€®@mmon Stock were issued to a consultant @&xancise price of $1.19 per share. The warrantsatesfuture date at
such time that certain pre-determined events odtese warrants have a fair value of $175,484.

In September 2005, warrants to purchase 15,00@slodtCommon Stock were granted to a consultasm a&ixercise price of $1.19 per share of which wasraested
immediately. These warrants have a fair value & $31, of which $13,161 has been expensed durif§.20

In October 2005, warrants to purchase 167,500 ster€ommon Stock were issued to four independeatirs at an exercise price of $1.15 per shane. {Bird of the warran
vested immediately, one third of the warrants westhe first anniversary date, and the remaining third vests on the second anniversary date. Thasants have a fair value
of $191,658, of which $53,397 has been expensedgi@nos.

In 2005, 99,134 warrants previously granted wergres.
Investor warrants:
During first quarter of 2005, 965,628 warrants wagranted to investors related to the convertibleso

In connection with the bridge note exchange andapei placement offerings in June and July, 2,54By@&rrants granted in prior years and early 200&ewancelled and three
separate types of warrants to purchase a totalréf shares of common stock were issued as foll@v$0,411,400 units of Series A Warrant for 1.Baies with an exercise
price of $2.00 which expires on February 17, 2q0)p4,163,701 units of Series B Warrant for onéflofia share with an exercise price of $2.90 wregpires on October 17,
2006; (iii) and 8,329,108 units of Series C Warfantone share with an exercise price of $4.00 éxgires on May 25, 2010.
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Summary information regarding options is as follows

Weighte( Weighte(
Exercist Exercist
Options Price Warrants Price
Year ended December 31, 2003:

Granted - % - 150,00( $ .10
Outstanding at December 31, 2003 - - 150,00( .1C
Year ended December 31, 2004:

Granted 965,00( 3.17 1,627,99: 2.2t
Outstanding at December 31, 2004 965,00( 3.17 1,777,99. 2.24
Year ended December 31, 2005:

Granted 630,50( 1.57 25,041,28. 2.8€

Forfeited and cancelled (41,667 4.2€ (2,642,75)) 2.4E
Outstanding at December 31, 2005 1,553,83. $ 2.4¢ 24,176,52  $ 2.8t
Options and warrants outstanding and exercisabté Becember 31, 2005:

Exercise Remaining Options Options Warrant: Warrant:
Price Life Outstandin Exercisabl Outstandin Exercisabl
$5.00 3 -4 year 53,33 53,33 50,00( -
4.00 4 -5 year - - 8,504,10i 8,362,44.
3.00 4 -5 year 219,50( 63,33¢ 145,00( 75,00(
3.00 3 -4 year 885,00( 395,00( 50,00( 16,66
2.90 0.83 year - - 4,164,56 4,164,56
2.00 0.13 year - - 10,411,40 10,411,40
1.50 4 -5 year - - 468,94° 8,10(
1.19 4 -5 year - - 215,00( -
1.15 4 -5 year - - 167,50( -
1.14 4 -5 year 20,00( 6,667 - -
0.70 9-10 year 376,00( - - -
1,553,83: 518,33 24,176,52 23,038,17

NOTE 12 - PURCHASE OF OPEXA

On October 7,2004 Pharma entered into an agreement to acquivéthke outstanding stock of Opexa. The agreerolsied on November 5, 2004. Pharma issued Opexa
shareholders 2,500,000 shares of Pharma’s commok fir all of the outstanding stock of Opexa. 280, of the 2,500,000 shares were put in escrowa fume-year period
pursuant to the escrow agreement. The balanceed36,000 shares were issued to Opexa shareh@giddovember 2005. The acquisition was accountedifider the purchase
method, where all of Opexa’s assets are restattitetofair market value on the acquisition datéjok approximated book value. The 2,500,000 shafr®harma were valued at
their then fair value of $23,750,000 or $9.50 gers.

Pharma acquired Opexa because Opexa holds rigtgstnology to diagnose and treat multiple sclertisiough modified autoreactive T cells and is ently in FDA Phase /11
human dose ranging clinical trials to evaluateséfety and effectiveness in treating multiple sudés.

The results of operations for Opexa from Novemh&0®4 through December 31, 2005 are includedarStiatements of Operations and the Statementsstf Elaws.
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The following table summarizes the estimated falues of the assets acquired and the liabilitisaragd at the date of acquisition:

Current assets $ 55,381
Property, plant and equipment, net 639,16(
Intangible assets 23,991,12
Total assets acquired 24,685,67
Current liabilities 935,67!
Total liabilities assumed 935,67!
Net assets acquire $ 23,750,00

Of the $23,991,128 of acquired intangible assk&sfull amount is assigned to an inseparable godygatents and licenses that cannot function indéeetly by themselves. The
weighted average useful life of the intangible gras of December 31, 2005 is approximately 15 years
NOTE 13 - STOCK PURCHASE AGREEMENT

In June 2004, Pharma was acquired by Sportan Uhitigbtries, Inc. in a transaction accounted foa asverse acquisition. Pharreahareholders were issued 6,386,439 Sp
shares in exchange for 100 percent of the outstgr@bmmon shares of Pharma. Immediately followhig transaction, Sportan changed its name to Phanui&,383,838
shares were outstanding.

NOTE 14 - SUBSEQUENT EVENTS

Pharma entered into a remodeling construction eochto complete three Good Manufacturing PractiGMP”) production suites at its new facility. Thertstruction contract
plus equipment purchased separately cost approaiyn®$00,000. The construction began October 15200

The construction of the GMP facilities was compleire January and certified on March 20, 2006 akSan7 facility.

The Series A Warrant issued to investors in conoeatith the bridge note exchange and private ptear& offerings in June and July of 2005 expiredrehruary 17, 2006.
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 8A. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresdtatdesigned to ensure that information requiceblet disclosed in Exchange Act reports is recorgeatesse:
summarized and reported within the time periodgifige in the SEC's rules and forms, and that sofdvmation is accumulated and communicated toniésiagement, includii
our Chief Executive Officer/Chief Financial Officeas appropriate, to allow timely decisions regagdiequired disclosure based closely on the defmiof "disclosure contro
and procedures" in Rule 13&(c). In designing and evaluating the disclosuetls and procedures, management recognizedtiyatontrols and procedures, no matter
well designed and operated, can provide only restserassurance of achieving the desired contr@otibes, and management necessarily was requiraddy its judgment i
evaluating the codtenefit relationship of possible controls and pthses. We maintain that the controls and procedurgsace do provide reasonable assurance th
necessary disclosures are communicated as required.

At the end of the period covered by this Annual &epwe carried out an evaluation, under the supienv and with the participation of managementjuding the
Chief Financial Officer, of the effectiveness oéttiesign and operation of our disclosure contmts@ocedures. Based on the foregoing, our Chigdiial Officer conclude
that our disclosure controls and procedures weteffiective to ensure that all material informati@guired to be disclosed in this Annual Reportiheesn made known to him
a timely fashion, because of an error in interdahtification and Black Scholes valuation of stigdued for services.In connection with the completion of its audit afd the
issuance of its report on, our financial statemémtshe year ended December 31, 2005, Malone &BaPC identified this deficiency that existedtlie design or operation
our internal control over financial reporting thiatonsiders to be “material weaknessé&he Public Company Accounting Oversight Board hefineéd a material weakness ¢
“significant deficiency or combination of signifidadeficiencies that results in more than a remikelihood that a material misstatement of the ahmuanterim financia
statements will not be prevented or detected.”

This error in the Black Scholes adjustment to stbaked compensation was not detected until the aumtiess and has been appropriately recorded antbsid i
this Form 10KSB. We are in the process of improving our inté@ntrol over financial reporting in an effort temediate this deficiency through improved supémisanc
training of our accounting staff. This deficiencgshbeen disclosed to our Board of Directors. Weebelthat this effort is sufficient to fully remedlis deficiency and we &
continuing our efforts to improve and strengthen @antrol processes and procedures. Our Chief Einb®fficer and directors will continue to work tiviour auditors and oth
outside advisors to ensure that our controls andqutures are adequate and effective.

ITEM 8B. OTHER INFORMATION
None

PART 1lI

ITEM 9. DIRECTORS AND EXECUTIVE OFFICERS OF THE REG ISTRANT

The information required by this item with resp&zthe directors, executive officers and compliandt Section 16(a) of the Exchange Act is incogted by referenc
from the information provided under the headingtetfion of Directors,” “Executive Officers” and “Ston 16(a) Beneficial Ownership Reporting Comptiayi respectively
contained in the Company’s Proxy Statement to led fivith the Securities and Exchange Commissiaoimection with the solicitation of the proxies the Companys Annua
Meeting of Stockholders.

ITEM 10. EXECUTIVE COMPENSATION.

The information required by this item is incorpetby reference from the information provided untter heading "Executive Compensation" of the ComjsaRrox
Statement.
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ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTER S.

Equity Compensation Plan Information

The following table sets forth information, as oéd@mber 31, 2005, with respect to the Compamgmpensation plans under which common stock tisoaaed fo
issuance. We issue options to officers, directemsployees and consultants under our stockholdeoap@ 2004 Compensatory Stock Plan. Additionalomto July 2004, th
Company issued warrants and options to certaice®i directors and consultants not approved hgkbtiders, which issuances were negotiated betileenecipient and tt
Board of Directors on an issuance basis. We belieaethe exercise price for all of the optionsfeeth below reflects fair market value.

Number of Securities Remaining Available for

Number of Securities To be Issued Upon Future Issuance Under Equity Compensation
Exercise of Outstanding Options, Warre ~ Weighted Average Exercise Price of  Plans (Excluding Securities Reflected in
and Rights Outstanding Options, Warrants and Ric Column A)
Plan Category (A) (B) ©)
2,376,933 $2.46 623,067

Equity Compensation Plans Approved by
Security Holders

Equity Compensation Plans Not Appro\ 200,000 $0
by Security Holders
Total 2,576,933 623,067

Other information required by this item is incorpted herein by reference from the information piedi under the headingsécurity Ownership of Certain Benefic
Owners and Management” of the Company’s Proxy State.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this item is incorpadtherein by reference from the information progidethe Company’s Proxy Statement.

ITEM 13. EXHIBITS AND REPORTS ON FORM 8-K

(@) Exhibits. The following exhibits of the Company ameluded herein.

Exhibit No. Description

Exhibit 10.1 Second Amended Employment Agreement of William Rofiiscorporated by reference to Exhibit 99.1 to@wnpany's Current Report on FornkK&#ed
February 4, 2005)

Exhibit 10.2 Amended Employment Agreement of Warren C. Lau (ipotated by reference to Exhibit 99.2 to the Conyfsm@urrent Report on Formg{iled Februar
4, 2005)

Exhibit 10.3 Termination, Settlement and Release AgreementRitWayne Fritzsche dated October 31, 2004(incotpdrhy reference to Exhibit 99.3 to the Compe

Current Report on Form 8-K filed February 4, 2005)
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Exhibit 10.4

Exhibit 10.5

Exhibit 10.6

Exhibit 10.7

Exhibit 10.8

Exhibit 10.9

Exhibit 10.10

Exhibit 10.11

Exhibit 10.12

Exhibit 10.13(1)

Exhibit 31.1(1)

Exhibit 31.2(1)

Exhibit 32.1(1)

Exhibit 32.2(1)

Lease Termination Agreement dated January 13, Btfifporated by reference to Exhibit 99.4 to themPany's Current Report on FormK8filed
February 4, 2005)

Resignation of Jeffrey Adduci dated February 15)32Qincorporated by reference to Exhibit 99.1 te ®ompany's Current Report on FornK &iled
February 18, 2005)

Director's Agreement of Robert H. Gow (incorporabgdeference to Exhibit 10.6 to the Company's AaifiReport on Form 10-KSB filed April 15, 2005)

Director's Agreement of Paul Frison (incorporatgddference to Exhibit 10.7 to the Company's AnrRegport on Form 10-KSB filed April 15, 2005)

Director's Agreement of Tony Kamin (incorporatedrbference to Exhibit 10.8 to the Company's AnRegbort on Form 10-KSB filed April 15, 2005)

Form of Warrant Agreement (incorporated by refeestocExhibit 10.13 to the Company's Annual ReparfForm 10-KSB filed April 15, 2005)

Amended and Restated License Agreement with Baytdlege of Medicine (incorporated by reference shiBit 10.14 to the Company's Annual Repor
Form 10-KSB filed April 15, 2005)

Amended and Restated License Agreement with Urityes§ Chicago (incorporated by reference to Exhilf).15 to the Company's Annual Report on F
10-KSB filed April 15, 2005)

License Agreement dated January 13, 2006 by thep@oyand Shanghai Institute for Biological Servifiasorporated by reference to Exhibit 10.23 tc
Company’s SB-2 Post Amendment #1 filed on Febr@ai3006)

Lease Agreement dated August 19, 2005 by the Coyngradh Dirk D. Laukien

Certification of Chief Executive Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuantdtd®e906 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant¢td®e906 of the Sarbanes-Oxley Act of 2002

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

The information required by this item is incorpedtby reference from the information provided ie thompany's Proxy Statement under the discussigineo€ompan
Audit Committee and under the item regarding shaldsr ratification of the Company's independenbactants.
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SIGNATURES

Pursuant to the requirements of Section 13 or 18f(dhe Securities Exchange Act of 1934, the Regigthas duly caused this report to be signedsohehalf by th

undersigned, thereunto duly authorized

PHARMAFRONTIERS CORP.

By: /s/DAVID B. MCWILLIAMS
David B. McWilliams, President and Chief Execut®#icer

Date: March 31, 2006

Pursuant to the requirements of the Securities &xgb Act of 1934, this report has been signed bélpthe following persons on behalf of the Registrand in th

capacities and on the dates indicated.

Signature

/s/ DAVID B. MCWILLIAMS

David B. McWilliams

/s/ C. WILLIAM ROUSE

C. William Rouse

/sIBROOKS BOVEROUX

Brooks Boveroux

/s/ ANTHONY N. KAMIN

Anthony N. Kamin

/s/ PAUL M. FRISON

Paul M. Frison

/sl TERRY H. WESNER

Terry H. Wesner

Title

President, Chief Executive Officer
And Director

Chief Financial Officer and
Principal Accounting Officer

Chairman of the Board and Director

Director

Director

Director
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Exhibit 10.13

LEASE

LEASE (this “Lease”) made as of the tfgjay of August, 2005 (the “Date of this Lease” omatB of the Lease”) by and between Dirk D. Laukigmdlord”), and
PharmaFrontiers Corporation , a Texas corporatiben@ant”). In consideration of the mutual covenaamsl conditions set forth below, Landlord and Térnemeby agree as

follows.

1.1 Basic Data Each reference in this Lease to any of the falovsubjects shall be construed to incorporatedtita stated for that subject in this Section 1.1.

Landlord’s Address:

with a copy in like manner to:

Tenant’s Address:

Land:

Building:

Premises:

Term Commencement Date:

Expiration Date:

Term:

Option to Extend:

Base Rent:

Permitted Uses:

Commercial General Liability Insurance Limits:

ARTICLE |
Basic Data, Definitions, Exhibits

2700 North Crescent Ridge Drive
The Woodlands, Texas 77381

Nixon Peabody LLF

100 Summer Street

Boston, MA 02110

Attention: Kevin P. Joyce, Esquire

2635 North Crescent Ridge Drive, The Woodlands afe&7381

The land located at 2635 North Crescent Ridge Drive
The Woodlands, Texas 77381,
which is further described in Exhibit A attachedéte.

The building(s) presently located on the Land,
as shown on Exhibit B attached hereto.

The Land, the Building and the driveways,
parking areas, loading facilities, walkways, uilines and
other improvements located on the Land.

October 1, 2005.

The day prior to the tenth (1@) anniversary of the Term Commencement Date.

The period beginning on the Term
Commencement Date and ending on the
Expiration Date.

The Term may be extended for 2 period(s) of Fiyeyéars each
provided that Tenant gives prior written to Landlon
or before the date that is 9 months prior to theé @frthe then Term.

During the first Lease Year, $59,535 per Lease Year

During the second through tenth Lease Years,

the annual amount of Base Rent is set

forth in Exhibit C, attached hereto. Base Rentdioy

extension term(s) shall be set in accordance wettién 3.1.3 below.

[Tenant to provide, subject to Landlord review]

$5,000,000.00 combined single limit.

1.2 Further Definitions In addition to terms set forth above, the followiterms shall be defined as indicated.
1.2.1 Additional Parking “Additional Parking” shall mean the approximat@g additional parking spaces Landlord shall boitdhe Property no later than

December 2, 2006, as more fully described in exiattached hereto.

1.2.2 Additional Rent “Additional Rent” shall mean all Real Estate Taxpersonal property taxes, insurance premiumsiglity charges to be paid by
Tenant pursuant to Section 3.2, all interest tpdid by Tenant on late payments of rent and lateggs pursuant to Section 3.3, and all other clsambe paid by Tenant and



designated as Additional Rent by any other of @mns and conditions of this Lease.

1.2.3 Alterations and Improvement$Alterations and Improvements” shall mean angmtions, modifications, installations, additiomslamprovements to
the Premises but shall not include the Additiorealkihg.

1.2.4 Applicable Laws. “Applicable Laws” shall mean all laws, codeststes, ordinances, by-laws, regulations, rulegniges, permits, variances,

governmental orders, governmental approvals, rétirictions and requirements of any board ofdinderwriters, insurance rating organization aneéothsurance requirements
applicable to any given facts, things, circumstarmeevents.

1.25 Event of Default “Event of Default” shall refer to a default by fant under this Lease as enumerated and descnt&ettion 11.1, and shall have the
specific meaning set forth in Section 11.1.




1.2.6 Hazardous SubstancetHazardous Substances” shall mean any substamegsrials or wastes defined or regulated as hamardr toxic by the federal
Comprehensive Environmental Response, Compreheasivéiability Act, 42 U.S.C. 89601 ekeq., the federal Resource, Conservation and Recovetry42 U.S.C. 86901 et.
seq., the federal Hazardous Materials Transportatiot) 42 U.S.C. §1802 et.seq., the federal Toxic Substances Act, 15 U.S.C. §2801seq., the regulations adopted and
publications promulgated pursuant to said Acts, amgother Applicable Laws, and shall specificafiglude, without limitation, oil, petroleum prodsciasbestos, urea

formaldehyde insulation, materials containing leadlon, and flammable, combustible and explosistsunces.

1.2.7 Indemnified Parties “Indemnified Parties” shall have the meaningfeeth in Section 7.1.

1.2.8 Late Payment/Default Interest Ratd ate Payment/Default Interest Rate" shall méengrime rate of interest published from time toetiin the Wall
Street Journglor if such newspaper ceases publication or cgagglishing such rate, as published from time tcetima reasonably comparable publication), pluspE¥aannum,
but in no event more, when taken together with @thgr charges due from Tenant in connection theéhewian the maximum rate of interest allowed bykgable Laws.

1.29 Lease Year “Lease Year'shall mean each twelve month period during the T@@mmencing on the Term Commencement Date andanagmiversar
of the Term Commencement Date.

1.2.10 Mortgage. “Mortgage” shall mean any mortgage, deed of taugither similar instrument evidencing a voluntieyn or encumbrance on the Premises
and all modifications, amendments, extensions,weite replacements, substitutes and consolidatiereto.

1.2.11 Mortgagee “Mortgagee” shall mean the holder of any Mortgage
1.2.12 Necessary Permits‘Necessary Permits” shall mean all licenses, ftsrrapprovals and variances necessary under glidgble Laws to conduct a

subject activity.

1.2.13 Parties for Which Landlord Is Responsibléarties for Which Landlord Is Responsible” simaélan Landlord's employees, servants, agents,amtots
and invitees and any other parties claiming or pgmng by, through or under Landlord or for whichniddord is otherwise legally responsible.

1.2.14 Parties for Which Tenant Is Responsibl®arties for Which Tenant Is Responsible" shabm Tenant's employees, servants, agents, comgacto
assignees, subtenants, licensees, concessionauigzses and any other parties claiming or occugyiay, through or under Tenant or for which Tenardtherwise legally
responsible.

1.2.15 Party; Parties "Party" shall mean either Landlord or Tenant gale "Parties" shall mean both Landlord and Tdrtagether.
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1.2.16 Permitted Assignments and Subleasings to Tenailiaddfs or Tenant Successor§ermitted Assignments and Subleasings to TeA8iliates or
Tenant Successors” shall have the meaning setifoection 6.2.

1.2.17 Permitted Hazardous Substancé&Bermitted Hazardous Substances” shall mean #makdous Substances ordinarily necessary in theucoof
Tenant’s business on the Premises pursuant togimitfed Uses, as set forth on Exhibit E attacher@to. Tenant may bring and use Permitted Hazar8aobstances on the
Premises, but only subject to and in strict cormgléawith the requirements, restrictions and coondgiset forth in Section 4.7.

1.2.18 Premises Conditions'Premises Conditions" shall mean (a) title tofliemises, (b) the physical condition of the Presi¢c) what access, easements
and utilities are available to the Premises, (d)Alpplicable Laws with respect to the Premises,whether or not the Premises comply therewithte)presence or absence of
any Hazardous Substances or other pollutants imrabout the Premises, (f) any other environnmiemtaditions, issues or problems with respect ®Rhemises, (g) the
suitability of the Premises for the Permitted Ugb¥the feasibility of any subject Alterations amgprovements with respect to the Premises, (iJikeihood of obtaining any
Necessary Permits, and (j) any other relevant ¢mmdi, facts, things or circumstances with respethe Premise:

1.2.19 Rent. “Rent” shall mean Base Rent, Additional Rent angl other sums or charges required to be paid barfteo Landlord under this Lease.

1.2.20 Real Estate Taxes'Real Estate Taxes” shall mean (a) all taxesssmnents (special or otherwise), levies, fees,nveaig sewer rents and charges, and
all other government levies and charges, generhbpacial, ordinary and extraordinary, foreseenwarfdreseen, which area, at any time prior to oimduthe Term hereof,
imposed or levied upon or assessed against theisggnthe Base Rent, Additional Rent, any othergdmpayable by Tenant hereunder, this Lease deéisehold estate created
hereby, or which arise with respect to the operatpmssession or use of the Premises, (b) all geasspts and similar taxes imposed or levied upseessed against or meast
by any Base Rent, Additional Rent or other chapg®sble by Tenant hereunder, (c) all sales, vadided, use and similar taxes at any time leviedssaesl or payable on
account of the acquisition, leasing or use of thenfses, and (d) all charges for utilities furnidhe the Premises which may become a lien on taeBes.

1.2.21 Real Estate Tax Fund PaymentReal Estate Tax Fund Payments” and “Tax Fundi®ats”shall mean payments which Landlord may require Tt
to make to Landlord pursuant to Section 3.2.2 @eoto provide a fund adequate to pay all RealtEStaxes with respect to the Premises when thegrbedue and payable.

1.2.22 Tenant Affiliate. “Tenant Affiliate” shall mean any corporation,rpen or group of persons, partnership, trust oeroéimtity (a) at least 51% of the
outstanding stock, membership interest, partneiisitgpest or beneficial interest of which is owrmdTenant, (b) which owns at least 51% of the amding stock, membership
interest, partnership interest or beneficial irse# Tenant, (c) at least 51% of the outstandiogks membership interest, partnership interestesreficial interest of which is
owned by a third corporation, corporation, parthgrstrust or other entity which also owns at Ik of the outstanding stock, membership intepestnership interest or
beneficial interest of Tenant or (d) at least 51fthe outstanding stock, membership interest, pastnp interest or beneficial interest of whicloigned collectively by
stockholders, members, partners or beneficiaries aldo own collectively at least 51% of the outdiag stock, membership interest, partnership isteve beneficial interest of
Tenant.




1.2.23 Tenant SuccessofTenant Successoshall mean any corporation, person or group ofgrerspartnership, trust or other entity which is suiccessor 1
Tenant by merger, consolidation, non-bankruptcyganization or acquisition of substantially all #esets or stock of Tenant.

1.2.24 Tenants Broker. “Tenant’s Broker” shall mean Colliers Internatébn
1.3 Exhibits. The Exhibits listed below in this Section 1.3 Breorporated in this Lease by reference and abetoonstrued as a part hereof:
EXHIBIT A Legal Description of the Land
EXHIBIT B Plan of Land
EXHIBIT C Rent Schedule
EXHIBIT D Landlord Work
EXHIBIT E Permitted Hazardous Waste
ARTICLE Il

Premises and Term

2.1 Premises Landlord hereby leases and demises the PrentiSkeeniant, and Tenant hereby leases the Premised fradlord, subject to and with the ben
of the terms, covenants, conditions and provisafithis Lease.

2.2 Term. TO HAVE AND TO HOLD for the Term, beginning ongiiferm Commencement Date and ending on the Expir8tate. Tenant is hereby gran
two options to extend the Term of this Lease fay (&) consecutive periods of five (5) years eaglornuthe same terms, covenants and conditions apdicluring the initial
term, except the Base Rent shall be adjusted dersiein Section 3.2. Provided that an “event efalilt” (as defined herein) is not then continuifignant shall be permitted to
exercise its options to extend this Lease by givimigten notice to Landlord no less than nine (9nths prior to the end of the initial term or firshewal term, as the case may
be

2.3 Premises Leaséths IS’ . Landlord has no knowledge of any material defautiefect in the Premises Conditions and make®gpi@sentations or
warranties whatsoever with respect to the Prentis@sily Premises Conditions. Landlord leases theiBes to Tenant “as is, where is and with all &lulfenant acknowledges
that it has had full, adequate and complete oppiytto inspect, investigate, examine and tesPedimises Conditions and that it is fully and cortediesatisfied therewith.
Landlord shall not have any obligation whatsoewarepair or remediate any Premises Conditionsshal Landlord have any liability to Tenant wittspect thereto except
repairs required by section 4.3 hereof. Landlorthfer shall not be obligated to make any repairganstruct any Alterations and Improvements gredorm any other work to
prepare the Premises for Tenant’s occupancy, Wwélekception of the Additional Parking. Notwithstarg anything to the contrary herein contained,dlard is responsible for
and shall keep in good order and condition the,rslab, foundations, structural elements, extexialts, roofs and chimneys and herein warrantsalauch items are in good
condition fit for the purposes of this Lease.




2.4 Delivery . Landlord shall deliver the Premises to TenanthenTerm Commencement Date free and clear of ladirdenants and occupants, in substantially
the same condition as they are in on the DateisfLibase, except for reasonable wear and tearrnchadifications made or damage caused by Tenant.

ARTICLE I
Base Rent and Additional Rent

3.1 Base Rent Tenant covenants and agrees to pay the Baseidieandlord throughout the Term without offset, detibn or counterclaim, unless provided
for in section 4.2.1, at Landlord’s Address orwattsother place or to such other person or ensityendlord may direct by notice to Tenant from titngime, in the annual
amount for each Lease Year specified below in migntistallments equal to 1/12 of such annual ampbythe tenth day of each calendar month duriegrgrm, and for any
partial month at the beginning or the end of thenT,éhe pro-rata portion of such monthly amoun@dble thereto.

3.11 First Lease YearDuring the first Lease Year, the Base Rent dia$59,535.50 per Lease Year.

3.1.2 Second Through Tenth Lease YeaBuring each of the second through third Leaser¥,a@aclusive, the annual Base Rent shall be theuautnset forth il
the Rent Schedule set forth in ExhiBit attached hereto.

3.1.3 Option Period RentDuring the Option Period(s), the annual Base Rbatl be “Fair Market Rental Value” (“FMRV"). FMR¥hall be reasonably
determined by Landlord and Tenant to be the anmmahl charge as of the termination date of thenTir new leases then being negotiated or exedotetbmparable space in
The Woodlands, Texas for terms commencing on outathe@ date of termination and ending as of theratipn of what would have been the Term (includibgended Terms).
In determining FMRV, the following shall be takeriad consideration: the size, location and conditibthe applicable comparable premises, lease emjces provided by the
landlord, rental concessions and other factorsdlaad and Tenant shall in good faith attempt toeagn writing on FMRV within 30 days after Landlgdeceipt of Tenant’s
notice of extension. If Landlord and Tenant carsmagree, FMRYV shall be determined by impartiakajsers, one each to be chosen by Landlord andntesuad, if necessary
third to be selected as provided below. All apprashall be MAI certified, familiar with commertlaasing and leases and rents in the area surimgitice Building, and shall
have at least 5 years experience in making reateeappraisals. Landlord and Tenant shall notibhezther of its selected appraiser within 5 dayie¥ang the expiration of suc
10 day period. The initial appraisers shall rerttieir written appraisals of FMRV within 30 dayseaftheir appointment. If such appraisals are leas 6% apart, then FMRV
shall be deemed to be the average of the 2 apwaBtherwise, the initial appraisers shall promgtlect a third appraiser who shall submit itsrajgal to Landlord and Tenant
within 21 days after its appointment. The apprdialing between the other two appraisals (thathie,arithmetic median of the 3 appraisals) shalbinding upon Landlord and
Tenant. The cost of each of the initial appraisbial be paid by the party selecting such appraisdrthe cost of the third appraiser shall be shageially between Landlord and
Tenant.




3.2 Additional Rent. This Lease is a NET LEASE, and Landlord shallb®bbligated to pay any charge or bear any expghatsoever against or with
respect to the Premises, nor shall the rent payaskunder be subject to any offset, deductioroanterclaim whatsoever on account of any such ehargtherwise, except
only as specifically provided in this Lease to toatrary. In order that the Base Rent shall be labsly net to Landlord, Tenant covenants and agteesy as Additional Rent,
without offset, reduction or counterclaim, exceptset forth in section 4.2.1, Real Estate Taxesirance costs and utility charges with respedtédPremises as follows:

321 Real Estate TaxesTenant shall pay all Real Estate Taxes asseleseeld or imposed on or with respect to the Premiging or with respect to the
Term. For each tax or assessment period, or imgall period thereof, wholly included in the Ternen@nt shall pay such Real Estate Taxes directlye@uthority or authoritie
charged with the collection thereto not less tleandays prior to the last date on which the samelmegpaid without interest or penalty. For any fiat of a tax or assessment
period, or installment period thereof, includedtie Term at the beginning or end thereof, Tenaall play to Landlord, within ten days after receptan invoice therefor, the
fraction of the Real Estate Taxes so levied orssexkor becoming payable which is allocable to sudihded period. Tenant shall promptly after paptrteereof furnish
Landlord proof of payment of all items which Ten@tequired to pay pursuant to this Section 3.2.1.

Tenant may, at its election, but shall not be atiid to, initiate and prosecute an action or prdiogefor abatement or reduction of any Real Estabees. Landlord
shall reasonably cooperate with Tenant in seekiioh abatement or reduction. Any abatement receitiall be paid and distributed first to Landlordtie amount of the
reasonable costs and expenses expended by Lamadllobdain such abatement, and the remainder to Raxtl in the proportion that it paid the Real EstBaxes which were
abated.

Nothing contained in this Lease shall require Teémapay any income franchise, corporate, estateritance, succession, capital levy or transfeofd.andlord,
unless such tax is imposed, levied or assessabatitition for any Real Estate Taxes which Temabtherwise required to pay pursuant to this 8ecsi.2.1.
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3.2.2 Tax Fund Paymentsif either (a) any Mortgagee shall ever requira@lRestate Tax escrow payments by Landlord or (mdl@rd shall in its sole
discretion at any time and from time to time eleather than have Tenant pay Real Estate Taxestlgite the applicable authorities, to do so itseifl have Tenant make
Tenant's payments for Real Estate Taxes to Landhstdad, then, upon notice from Landlord requiting same, Tenant shall thereafter make monthlyngays to Landlord
equal to 1/12 of the prior fiscal year's total REatate Tax (“Real Estate Tax Fund Payments” ox‘Hland Payments”). If the aggregate of such TaxdAeayments is not
adequate to pay all such Real Estate Taxes, theantshall pay to Landlord the amount by which sagdregate is less than the amount of all such B&tate Taxes, such
payment to be made on or before the later of (ajitg/s after receipt by Tenant of notice from Landlof such amount, or (b) the 30th day prior ®Itst day on which such
Real Estate Taxes may be paid without intereseanlty. If Tenant shall have made the aforesaidHAland Payments, then Landlord shall pay such Re@lt& Taxes to the
proper authority charged with the collection thérep to the amount of such Tax Fund Payments famish Tenant, evidence of such payment. Any l@aemaining on
December 31 of any given year shall be refundeettant by January 10 of the following year. In ¢éivent of any default under the terms of this Leasg,part or all of said
reserve fund may, at the election of Landlord, jygliad to any of Tenant's obligations under thiste. Tenant shall continue to make Tax Fund Payeritandlord until
Landlord at its election terminates the requirenfensuch payments. If at any time Landlord so feates the requirement for Tax Fund Payments, Tirant shall resume
paying Real Estate Taxes directly to the applicabléorities as required by Section 3.2.1 and siwaitinue to do so unless and until Landlord adgtier directs Tenant to make
Tax Fund Payments to Landlord pursuant to thisiGe&.2.2.

3.23 Personal Property Taxe§enant shall pay all taxes assessed against Tepansonal property on or about the Premisestlyréo the authorities
charged with the collection thereof, before orloa dlates due from time to time.

3.24 Landlords Insurance CostsTenant shall be responsible for all premiums stradl be responsible for procuring and maintairforg_andlord’s benefit
all-risk fire and casualty insurance, liability insucanrental value insurance or any Mortgagee mayired andlord to carry with respect to the Premidesng the Term. Tena
shall pay such costs directly or, if Tenant failssomply with the obligation hereunder, Tenant spay such costs directly to Landlord within 30 gafter billing by Landlord
from time to time. In the alternative, if eithe)) @y Mortgagee shall ever require insurance esgayments by Landlord or (b) Landlord in its solgcdetion at any time and
from time to time shall so elect, then, upon nofioen Landlord requiring the same, Tenant shalighéier make monthly payments to Landlord in sunlants equal to 1/12 of
the insurance premiums and costs due for that(/emurance Fund Payments”) on the same terms anditions and in accordance with the same procedaserovided in
Section 3.2.2 for Real Estate Tax Fund Paymentsviestanding the foregoing, Landlord shall be m@sgible for all costs associated with the Additioarking.

3.25 Tenants Insurance CostsTenant shall further pay all premiums and otteats of the insurance which it is required to cauysuant to Article VII
directly to the applicable insurers before or om dlates due from time to time.




3.2.6 Utilities . Tenant shall pay directly to the proper authesittharged with the collection thereof all chafgesvater, sewer, gas, electricity, telephone and
other utilities or services used or consumed orPtieenises, whether called charge, tax, assessfaerdr otherwise, including, without limitation, tea and sewer use charges
and taxes, if any. Tenant shall pay such chargiEséer on the dates due from time to time.

3.3 Late Payment of Rentlf Tenant fails to make any payment of Rent by diate due, then Tenant shall pay Landlord intenrestuch payment from the date
due until the date paid at the Late Payment/Defatdtrest Rate. In addition, Tenant shall pay Lardik late charge for any Rent payment which ispa@d within ten days after
its due date equal to five percent of such payment.

3.4 Cost of Tenans Obligations Tenant shall bear the entire cost and expenfgfifing and performing all of its obligations aler this Lease, including,
without limitation, its obligations to perform amtbeke all necessary maintenance, repairs, repladsraed Alterations and Improvements to the Premisigsout any
contributions whatsoever from Landlord except ada¢h herein.

35 Costs of Landlorts Obligations Landlord shall bear the entire cost and expehéafdling and performing all of its obligationander this Lease,
including, without limitation, its obligations taepform and make all necessary maintenance, repapgcements to the roof, slab, foundations, siratelements, exterior wal
roofs, and chimneys and the Additional Parkinghi Premises, without any contributions whatsoen@nfTenant.

ARTICLE IV
Use
4.1 Use. Tenant shall use the Premises only for the P& chltses and not for any other purpose.
4.2 Repair and Maintenancélenant shall throughout the Term keep and mairitee entire Premises, including, without limitati@ll doors, windows,

interior walls, lobbies, hallways, stairways, rogrbasements, lawns, grounds, landscaped areagm@arkas, loading areas, driveways, sidewalkskwa}s, landings and
entryways thereof, all heating, ventilating, ainddioning, hot water, plumbing, electrical, gavator, mechanical, security and alarm fixturegjipment, lines and systems
therein and Tenant'’s trade fixtures and equipmigrtein in good, clean, sanitary, safe, sound, wgrkind tenantable condition and repair and inagtlas good order, condition
and repair as they are in on the Term Commencebwtet or may be put during the Term, excepting ¢ajyreasonable wear and tear and (b) damage bgrfisther casualty or
taking by condemnation or eminent domain whichlshatead be governed by Articles VIIl and IX. Tehahall promptly make all repairs and replacemantsdo all other
work necessary to accomplish the foregoing. If estied by Landlord, Tenant shall secure, pay forkagh in force contracts with appropriate and rajplet service companies
providing for regular and proper maintenance ohathting, ventilating, air conditioning, elevatalarm and security systems in the Premises, ifesigal, furnish copies of all
such contracts to Landlord. Tenant shall removevsawed ice from all parking areas, loading areasgesirays, walkways, sidewalks, entryways, porchasdings and fire escar
on or surrounding the Premises promptly after aedation. Tenant shall also make regular use oflacklany gates on the Premises after normal businesrs to prevent
unauthorized access the Premises by thadies. Notwithstanding anything to the contragydin contained, Landlord shall be responsibledpairs and replacement of the sl
foundations, structural elements, exterior wali®fs, and chimneys, unless the need for such repagplacement is the result of Tenant’s negligemrcwillful act.
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42.1 Landlords Repair and Maintenanc&enant shall provide written notice to Landlood &ny repair that is or may be needed on the &aindation,
structural elements, exterior wall, roofs, and amétys. Landlord shall have ten (10) days to resporsich notice, unless the needed repair will infgrthe Permitted Use of the
Premises, in which case, Landlord has seventy-#&p ifours to respond to such notice. If Landloits fim perform it obligations to repair and maint#e slab, foundation,
structural elements, exterior wall, roofs and chéys) then Tenant may, at it sole discretion, refp@damage and deduct such cost from the AdditiReat owed to Landlord.

4.3 Compliance with Law Tenant shall comply, at Tenastost and expense, with all recorded restrictoxeenants encumbering the Land and all presen
future laws, ordinances, orders, rules, regulatamns requirements of all federal, state, and mpalggovernments, including all municipal and roditity districts and municipal
utility districts, and all departments, commissioosards and officers thereof, and any other bo@yaising similar functions, which now or hereafteay be applicable to the
Premises, the improvements in the Premises, ¢tret@se or manner of use of the Premises or theoweprents, including but not limited to , all envirnental laws and the
Americans With Disabilities Act. Without limitindie generality of the foregoing, Tenant shall (apoball Necessary Permits for the Permitted UsesTeenant's occupancy of
the Premises before commencing such uses and auupad maintain such permits in force and effdtievcontinuing such use and occupancy, (b) otddiNecessary
Permits for any Alterations and Improvements whiemant may make to the Premises from time to timmeyant to Article V before commencing any suchky¢e) install and
maintain all safety equipment required in and anRhemises from time to time by all Applicable Laaval (d) make all repairs, replacements, instaltati Alterations and
Improvements required to the Premises from timiinte by all Applicable Laws. Notwithstanding thedgoing, if Tenant should contest the applicabiityalidity of any
purportedly Applicable Law in good faith and by apyriate legal proceedings, then Tenant may postgompliance pending the outcome of such contesitextent (but only
to the extent) that such postponement shall ngigebze the health and safety of any persons grguty on, in or about the Premises or expose Laddany penalties,
sanctions or liabilities.

4.4 No Nuisance; Prohibited Use3enant shall not injure, overload, deface or otlige harm the Premises; nor overload, impair terfere with the heating,
ventilating, air conditioning, hot water, plumbirgectrical, gas, elevator, mechanical, securirna or other systems in the Premises; nor commyitrauisance on, in, from or
about the Premises; nor emit or permit the emissfany objectionable noise, vibration, odor, smokeapor from the Premises; nor in any way distarinoy, inconvenience,
or cause discomfort to, other abutting propertiethe surrounding neighborhood; nor conduct ornvalmy illegal, illicit or immoral activities on theremises; nor make, allow
suffer any waste of the Premises; nor make anyfifee Premises which is improper, offensive ortcamy to Applicable Laws or which will invalidateng of Landlord’s or
Tenant’s insurance; nor conduct any auction, fggejng out of business” or bankruptcy sales onRhemises; nor in any way impair or damage the appea, image or
reputation of the Premises.

4.5 Rubbish Removal, Etd@enant shall have all trash, refuse, and garbageved from the Premises at frequent intervals fyalified removal contractor.
Tenant shall keep all trash, refuse and garbageitable covered and secured containers and deedauintil removed. In no event shall Tenant allargé amounts of trash,
refuse and garbage to accumulate. Tenant shalrégisenable precautions to prevent insect, verminpast infestation of the Premises, and shall ptiynnave insects, vermin
and pests exterminated by a qualified exterminatmmtractor should any infestation occur. Tenaatlsdt all times maintain the Premises in a cleafe and sanitary condition.
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4.6 Safety and SecurityTenant shall at all times maintain safety and/jpl® adequate security in the Premises and withesgo the conduct of its business
therein by, without limitation, (a) installing, liting, operating and maintaining appropriate loeksl safety, security, fire suppression and ala/stess and equipment,
(b) establishing appropriate and adequate safetysacurity procedures, training its employeesizhgprocedures and causing such employees to fofiem, and (c) if
necessary, employing adequately trained securilyds personnel or services.

4.7 Hazardous MaterialsTenant shall not bring, generate, store, uséalingispose of, spill, release, emit or dischaagg Hazardous Substances on, in or
from the Premises, nor suffer, permit or allow attyer Party for which Tenant Is Responsible to@ocexcept only for Permitted Hazardous Substandeshnare reasonably
necessary for the conduct of Tenant’s businessdordance with the Permitted Uses. Tenant shalgbgenerate, store, use and dispose of any suatitiéel Hazardous
Substances in strict compliance with all Applicabéevs, manufacturers’ directions and industry stadd, and shall defend, indemnify and hold Landiadmless with respect
thereto as more particularly set forth in Sectidh Tenant shall give Landlord notice of the sped¥ermitted Hazardous Substance which Tenantarsése Premises from time
to time, the procedures which Tenant follows indlse, storage and disposal thereof and all otlevaet facts with respect thereto. In the event Treanant or any Parties for
Which Tenant Is Responsible should spill, releasst, discharge or dispose of any Hazardous Subssapermitted or otherwise, on, in or from thenfises. Tenant shall (a)
immediately notify Landlord thereof, (b) promptlgr@tain, remediate, remove and clean up such sudestan strict compliance with all Applicable Lawsda(c) defend,
indemnify and hold Landlord harmless with respletéto pursuant to Section 7.1 as aforesaid. Tesheiit further maintain environmental insurancessng its use of any
Hazardous Substances on the Premises as provi&stiion 7.3.7.

4.8 Utilities . Tenant shall make its own arrangements for watawer, gas, electricity, telephone and all othiéities necessary to operate the Premises and to
conduct the Permitted Uses therein. Landlord reprssthat appropriate connections for such utiliderrently exist at the Premises.
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49 Signs. Tenant shall comply with all requirements settfon Article V in erecting any signs on the Preesisincluding, without limitation, obtaining
Landlord’s prior approval of the plans and speaiiicns for any such signs.

4.10 Tenant Responsible for all Services, EHgcept only for repair and restoration of the Psasiafter a fire or other casualty or taking ofRnemises by
condemnation or eminent domain pursuant to Artisldsand IX or as otherwise specifically providéalthe contrary in this Lease, Landlord shall neobligated to maintain «
repair the Premises, to provide water, sewer, gastricity, telephone or any other utilities te tAremises, to heat, air condition or ventilateRremises, to remove trash, refuse
and garbage from the Premises, to provide janltoriaecurity services to the Premises, to maké tieenises comply with Applicable Laws or to provate services, perform
any functions or do any work whatsoever with resp@the Premises. Rather, all such services, fomgtand work shall be Tenant's responsibilitypesvided in this Article IV
and the other provisions, terms and conditionsdfere

4.11 Landlords Right to Enter Tenant shall permit Landlord and its agents terethe Premises during normal business hourstwitimty four (24) hours
notice (a) to examine the Premises, (b) to makstcoction inspections pursuant to Section 5.6tqahpake such inspections, tests, repairs and replasts as Landlord may
elect, without, however, any obligation to do st),tp repair and restore the Premises after afi@her casualty or taking of the Premises by eomghtion or eminent domain
pursuant to Articles VIIl and IX, (e) to cure angfdults by Tenant pursuant to Section 11.4, agdéimowt any obligation to do so, and (f) to show Bremises to prospective
purchasers and lenders. Tenant shall further péranitilord and its agents during the last year effierm to show the Premises to prospective teramtsduring the last six
months of the Term, to affix and maintain noticésailability in suitable places in and on the iRiges. Notwithstanding the above, Landlord hagitite to enter the Premises,
at any time, without notice, in the event of an ggeecy.

ARTICLE V
Alterations and Improvements

5.1 Construction by TenantTenant may, from time to time during the Termif@bwn cost and expense, make Alterations anddugments to the Premises
as necessary for the Permitted Uses, in compliaitbethe terms and conditions of this Article V.

5.2 Pre-Construction ObligationsBefore commencing construction of any Alteratiansl Improvements, Tenant shall comply with théofeing:

521 Plans and SpecificationsTenant shall have prepared and deliver to Laddieasonably detailed plans and specificationstdch Alterations and
Improvements prepared by registered professiomditacts and engineers and obtain Landlord’s writtpproval thereof. Such plans and specificatitiadl sxclude a
certification by such architects and engineers $hah Alterations and Improvements as shown ancritbes! thereby comply with all Applicable Laws. lddord shall approve or
disapprove such plans and specifications by writietice to Tenant within 10 days after Tenant’smsittal of such plans and specifications. Such aygirehall not be
unreasonably withheld. If Landlord fails to giveriBat such notice within such 10 days, then Landétvall be deemed to have approved such plans a&uifisptions. If
Landlord disapproves of such plans and specifinatithen Landlord shall in its disapproval notipedfy in reasonable detail the respects in whigthgplans and specifications
are not satisfactory. Tenant shall then revise glahs and specifications to eliminate, upgradeoorect, as appropriate, the unsatisfactory itemd,resubmit the revised plans
and specifications to Landlord in accordance whhforegoing. Landlord shall subsequently appravéigsapprove any revised and resubmitted plansspadifications in the
same manner as is required for new plans and spE@hs.
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5.2.2 Contractor and Major Subcontractorfenant shall give Landlord written notice as toatvgeneral contractor Tenant proposes to hiremsteuct such
Alterations and Improvements and of all subcontmactvho will perform work costing more than 40%ttoé total construction costs for such improvemants shall obtain
Landlord’s written approval of such general contwa@nd subcontractors. Such notice shall incledsonable background information on such generatactor and each such
subcontractor, including, without limitation, reéeices and lists of previous projects completeddlaad shall approve, within 10 days, such genevatmactor unless such
general contractor is not bondable, insurable anpetent. Such approval shall not be unreasonatithheid. If Landlord fails to give Tenant such netigithin such 10 days, th
Landlord shall be deemed to have approved suchrglecentractor. If Landlord disapproves any suchegel contractor, then Landlord shall in such reget forth its reasons
disapproval in reasonable detail.

5.2.3 Necessary PermitsTenant shall obtain all Necessary Permits fohsditerations and Improvements under all Applicalbéevs.
5.2.4 Insurance Tenant shall obtain, or cause its general cotiramd subcontractors to obtain, as applicabkejriburance specified in Section 7.3.5 and

provide Landlord with original certificates therewid copies of such policies. Tenant shall main@irtause such contractors to maintain, said amae throughout the course
construction.

5.25 Bonds. If reasonably required by Landlord for any parké Alterations and Improvements because of thgnitade or scope thereof, Tenant shall
obtain and deliver to Landlord a bond coveringabastruction costs for the Alterations and Improeets. Landlord and Tenant shall be named as dligkels under such
bonds. Tenant shall maintain such bonds in effectghout the course of construction and until tmesion is fully completed. Additionally, Tenangr@es to remove or bond
around, within thirty (30) days of notice of a liplaced on the Premises by a contractor or subrachor hired by Tenant. Failure by Tenant to removbond around such lien,
within the specified time period, shall be deemedtsent of Default under Section 11.1.

5.3 Construction Tenant shall construct the Alterations and Improents in substantial compliance with the planssgratifications approved by Landlord,
the Necessary Permits received and all Applicabled. In carrying out such construction, Tenantlsia materially modify or deviate from the plamsdaspecifications
approved by Landlord without first obtaining Landits approval of such modification or deviationtire manner described in Section 5.2.1. All worklidiedone in a good and
workmanlike manner using first class materials. ©nhaving commenced, Tenant shall diligently andioaously construct the Alterations and Improversanitil completed.
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5.4 Safety. Tenant shall perform all work in a safe and prapanner and shall take all necessary precautmpsaivent (a) injury to any workers, employees,
tenants, occupants, visitors, passers-by andtar gtersons on, in, about and in the vicinity & Bremises and (b) damage to the Premises anpénty in, on, about, abutting
and in the vicinity of the Premises. Without limij the generality of the foregoing, Tenant shaitgy comply with all Applicable Laws with respettd construction safety.

5.5 Payment of Costs; Discharge of LienBenant shall pay promptly when due the entiré obsonstructing the Alterations and Improvemesughat the
Premises shall at all times be free of any liemsabor and materials. If any such lien shouldéeorded or should otherwise attach against the iBesiiTenant shall remove the
same in accordance with Section 5.2.5.

5.6 Inspections Landlord shall have the right, but shall not bdigated, to inspect Tenant’s work from time to ¢ithroughout the course of construction in
order to determine whether or not such work conspléh the requirements of this Article V. Tenah& promptly correct any non-conformities of whicandlord gives Tenant
notice.

5.7 Landlords Representatived andlord may hire architects, engineers, conatstand other qualified professionals to assistihaking all reviews,
inspections and decisions which Landlord is reguoeentitled to make under this Lease. Such persball have the same access to the Premises dotdihas pursuant to
Sections 5.6 and 4.11 and shall be entitled to asaidreview the same documents and materials vitsindlord is entitled to receive and review hereuntandlord shall bear
the cost for hiring any such architects, enginesyasultants and other qualified professionals.

5.8 Landlord Not Responsible for TenamiVork. No approval given by Landlord or failure by Laodl to raise any objection pursuant this ArticleN/
otherwise shall constitute a representation, wéyranacknowledgment that the element approvecdbohjected to is in compliance with Applicable Lsproperly designed or
constructed or fit for its intended purpose, ott the person approved or not objected to is qealifor the given job or task. All judgments andedetinations with respect to
such matters shall remain the sole responsibififjemant. Landlord shall not be a party to any caxttfor construction of the Alterations and Impeovents or other work by
Tenant on the Premises, nor shall Landlord haveoatigation or liability to any of Tenant’s conttacs, subcontractors or any other party with respesuch construction or
work, whether under any such contract or otherwise.

5.9 Ownership. All Alterations and Improvements constructed gn@nt shall be deemed part of the Premises anidoghtile property of Landlord, subject to
Tenant’s rights of use and occupancy pursuantisoLthase, except only that Tenant’s trade instatiat trade fixtures and equipment (as distingudsihem base building type
items) shall remain Tenant’s property.
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ARTICLE VI
Assignment and Subletting

6.1 Assignments and Subleasings Generalixcept for Permitted Assignments and Subleagimd®nant Affiliates or Tenant Successors purstmSection
6.2, Tenant shall not assign, transfer, mortgagaestge this Lease or grant a security intere3einant's rights hereunder, or sublease (which s#ral be deemed to include the
granting of concessions and licenses and the déikeyf any part of the Premises, or suffer or petimis Lease or the leasehold interest createdblydrebe assigned, transferrec
encumbered, in whole or in part, whether voluryaiitvoluntarily or by operation of law, without Bach instance obtaining Landlord's written contfesrteto, which consent
shall not be unreasonably withheld or delayed pledithat the following conditions are met: (a) Trrghall not be in default hereunder at the timesuwh assignment or
subletting after notice and the cure period proditte herein, (b) the proposed assignee or subtesdi duly organized and validly existing undke laws of the United States
or any state thereof, (ii) qualified to do busingsthe State of Texas, (iii) of good business tapan, (iv) creditworthy and (v) has the reasordbiancial capability, in the case
of an assignee, to perform Tenant’s obligationgteder, and in the case of a subtenant, to perfemant’s obligations under the subject subleagehécassignment instrument
or subject sublease is reasonably satisfactonatallord in form and substance, and (d) eitheh@)fdroposed assignee executes and delivers annmesit to Landlord by which
such assignee attorns to Landlord, agrees to beddoythe terms, provisions and conditions of trease and to assume all of Tenarbligations hereunder, or (ii) the propo
subtenant executes and delivers an instrumentridlbed accepting such reasonable conditions to loadt$ consent as Landlord shall dictate.

6.2 Permitted Assignments and Subleasings to Tenailiaddfs and Tenant Successoenant may from time to time assign this Leassuldease all or any
part of the Premises to a Tenant Affiliate or Termccessor without having to obtain Landlord’ssemt, provided that (a) Tenant shall give Landitrtbast 30 days prior
written notice of the subject transaction and (bdfthe conditions specified in Section 6.1 aretwith respect to the subject transaction (sucassignment or subleasing, a
“Permitted Assignment or Subleasing to a TenaniliAfé or Tenant Successor”).

6.3 Information. Tenant shall for each proposed assignment oeasliig provide Landlord with the (a) name and axfdoé the proposed assignee or
subtenant, (b) copies of all assignment or sublgetriments, (c) a credit report from a recognizerVice for the proposed assignee or subtenaaiaifable, (d) reasonably
detailed and appropriate financial statementsterproposed assignee or subtenant for the lasyéars or so many of them for which such statemar@svailable, and if not
available, reasonable alternative financial infaiorawhich accurately presents the financial candibf the proposed assignee or subtenant, arehfepther information and
documentation which Landlord may reasonably requestdlord shall not be obligated to pass on tlippsed assignment or subleasing until it has redeand had reasonable
time to review all such information and documeitati
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6.4 Excess Sublease RentalBenant shall pay to Landlord 50% of any rentalstber consideration received from any assigneibtenant in excess of the
Rent allocable to the space assigned or subleased.

6.5 Transfer in Violation Void; Tenahd Liability Continues Any attempted assignment, transfer, mortgagelgelegrant of security interest, sublease or ¢
encumbrance, except as permitted by this Articlestiall be void. Any assignment, transfer, mortgg@dedge, grant of security interest, subleaselmeroencumbrance which is
so permitted shall be subject to, and the assigremesferee, mortgagee, pledgee, grantee or sekl¢issreunder shall be bound by, all of the teomsditions and provisions of
this Lease. No assignment, transfer, mortgaget gfasecurity interest, sublease or other encund@awhether or not approved, and no indulgencetgdany Landlord to any
assignee, sublease or occupant shall in any wagiifignant’s continuing primary liability hereundwhich after an assignment or subletting shajoir and several with the
assignee or sublessee. No consent by Landlordytpanicular assignment, transfer, mortgage, pledggnt of a security interest, sublease or encarder shall be construed ¢
consent to any other assignment, transfer, morigdgdge, grant of a security interest, subleagnoumbrance, nor as a waiver of Tenant's obligatoobtain Landlord’s
consent to any other such transaction in any ottstance or case.

ARTICLE VII
Indemnity and Insurance

7.1 Indemnity. Tenant shall defend, with counsel reasonably@pgat by Landlord (which approval shall not be usoeebly withheld or delayed), all actions
against Landlord, any manager, member, partnestetey stockholder, officer, director, employee endficiary of Landlord, Mortgagees and any othetyplaving an interest in
the Premises (herein, “Indemnified Parties”) witspect to, and shall pay, protect, indemnify ané $emrmless, to the extent permitted by Applicdlaess, all Indemnified
Parties from and against, any and all liabilitiesses, damages, costs, expenses (including rddsattorneys’ fees and expenses), causes of astids, claims, demands or
judgments of any nature arising from (a) any injtoyr death of any person, or damage to or loggagerty, in, on or about the Premises or on adjgisidewalks, streets
ways, or connected with the use, condition or oacag of any thereof, (b) any breach or violationTignant of any of the terms, conditions or provisiof this Lease, (c) any
act, omission, fault, misconduct, negligence ofation of Applicable Laws by Tenant or any ParfiesWhich Tenant Is Responsible, (d) any Hazardduisstances brought,
generated, stored, used, installed, disposed iiEd&preleased, emitted or discharged on, in omfthe Premises, or allowed, permitted or sufféoelde brought, generated,
stored, used, installed, disposed of, spilledasde, emitted or discharged thereon, therein oefituen, by Tenant or any Parties for Which TenarRésponsible, whether
Permitted Incidental Hazardous Substances or oteenfe) any construction or other work by Tenanboabout the Premises, including, without limdat construction of any
Alterations and Improvements to the Premises putstieaArticle V, and (f) any contest initiated befant referred to in Section 4.3; provided, howetrert Tenant does not
hereby indemnify Landlord from any liabilities, kes, damages, costs, expenses, causes of acttenckims, demands or judgments to the extensexdiby the negligence or
willful misconduct of Landlord or any Parties forhith Landlord Is Responsible. Notwithstanding theefoing, Tenant does not indemnify Landlord foy Aabilities, losses,
damages, costs, expenses, causes of action,cdaitss, demands or judgment of an any nature @ isom any repairs or maintenance work provided.agdlord or related to
the construction of the Additional Parking.
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7.2 Use and Occupancy at TenanRisk. Tenant’s use and occupancy of the Premises, et any Party for Which Tenant Is Responsibtel all Tenant's
furnishings, fixtures, equipment, Alterations antprovements, materials, supplies, inventory, effectd property of every kind, nature and descripdiod those of any Party f
Which Tenant Is Responsible which during the cargtitce of this Lease or any occupancy of the Prentig& enant or any Party for Which Tenant Is Resji@ may be on the
Premises shall be at Tenant's and such parties’ri&k and hazard. Landlord shall not be liabl@&oant or any Party for Which Tenant Is Respondiiniénjury to or death of
any person or damage to or destruction of any ptejie on or about the Premises, or for any otbsses, damages, costs, expenses or liabilitietsaneer, including, without
limitation, where caused by fire, water, explosicollapse, the leakage or bursting of water, steamther pipes, any environmental or other condith, on, of or about the
Premises or any other event, occurrence, conditiarause, except only to the extent caused byegégence, willful misconduct, acts or omissiond ahdlord or any Parties {
Which Landlord is Responsible. Tenant and any HartyVhich Tenant is Responsible shall be respdasitake out and maintain adequate insurancedieq themselves
against the aforesaid losses, damages, costs, ®gand liabilities showing Landlord as insuredsmterest may appear.

7.3 Insurance to be Carriedl'enant shall take out and maintain throughoufTiaen and such further time as Tenant occupiesralhy part of the Premises,
the following insurance with respect to the PremigeTenant’s sole cost and expense:

7.3.1 Property InsuranceSpecial form property insurance covering all Adteons and Improvements constructed by Tenanflamént’s fixtures, furnishings,
equipment, materials, supplies, inventory, effexctd personal property in the Premises, in the atafuthe replacement cost thereof from time to timith business income and
extra expense coverage by endorsement thereto.

7.3.2 Liability Insurance. Commercial general liability insurance indemnifyiagainst all claims and demands for any injurgemson or property which may
be claimed to have occurred in, on or about thenies in amounts which shall, at the beginnindhefTerm, be at least equal to the limits set féattsuch insurance in
Section 1.1, and, from time to time during the Teshmll be for such higher limits, if any, as anstomarily carried in the area in which the Premise located on property
similar to the Premises and used for similar puegpprovided that Tenant shall not be obligatesbtoncrease such insurance unless at least ondgealapsed since the last
adjustment and then only if requested to do sodmydlord.

7.3.3 Workmeris Compensation Insuranc®#/orkmen’s compensation insurance with statutonjt$ covering all of Tenant’s employees workingthe
Premises.
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7.3.4 Employets Liability Insurance Employer’s liability insurance in amounts at fieagual to the commercial general liability inswatimits set forth in
Section 1.1 or such higher limits as may be appleéor such insurance under Section 7.3.2.

7.35 Insurance During ConstructiorAt all times during which Tenant undertakes arerations and Improvements or other constructiowark on or abou
the Premises, (@) all-risk builder’s risk insuraimtsuch amount necessary to provide full replacggroeverage to the Premises as improved by sucstreantion or work and
(b) owner’s contingent or protective liability irsunce with respect to such construction in amoantsast equal to the commercial general liabitisurance limits set forth in
Section 1.1 or such higher limits as may be appleander Section 7.3.2. Tenant shall further catissgontractors and subcontractors for any suctkwotake out and maintain
workmen’s compensation insurance with statutorytsiraovering all of their employees working on ®iemises or otherwise involved in such construction

7.3.6 Automobile Liability Insurance At all times during which Tenant or its contrastbring or operate motor vehicles on, from or dlibe Premises, mot
vehicle liability insurance on all of Tenant’s aitsl contractors’ motor vehicles, in amounts atieagial to the commercial general liability insuratimits set forth in
Section 1.1 or such higher limits as may be appleéor such insurance under Section 7.3.2.

7.3.7 Additional Insurance Such further insurance in such amounts as Laddioany Mortgagee may from time to time requimvided that (a) such
insurance is, when required, customarily carriethéarea in which the Premises are located oneptypgimilar to the Premises and used for similappses, and (b) such
amounts are, when required, not higher than theuatsacustomarily carried in the area in which thenfises are located on property similar to the Fyesnand used for similar
purposes.

7.4 General RequirementdAll policies required under this Article VII shdde obtained from responsible companies qualifiedo business in the State of
Texas and in good standing therein. All such corrgsamust be rated A or higher by A.M. Best, or hawwmparable rating from a comparable rating argdion, and must
otherwise be reasonably satisfactory to Landloshaht shall be named as the insured and Landload additional insured under all liability policiegsny Mortgagee of which
Landlord gives Tenant notice shall also be nameshaadditional insured on such liability polici€ich policies shall have cross liability coveragdasements. Liability limits
may be achieved by obtaining so-called umbrellécfEd over the basic coverage. Tenant shall furbéidlord with original certificates and copiesadifpolicies prior to the
beginning of the Term and of each renewal polickpast 30 days prior to the expiration of the poliaenews. Tenant shall also furnish Landlordwitasonable evidence of the
timely payment of all premiums for such policiesich policy under which the Landlord or any such tgagee is an additional insured shall be non-cabéelwith respect to
Landlord’s or such Mortgagee’s interest withouleaist 30 days’ prior written notice thereto. In gwent provision for any such insurance is to ba lpjanket insurance policy,
the policy shall allocate a specific amount of cage to the Premises, which allocation shall béaeft in amount to satisfy the requirements a$ trticle VII.
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7.5 Non-Subrogation ProvisionsAll property damage insurance which is carrieceliier Party with respect to the Premises, wheatheiot required, shall
include provisions which either designate the offerty as one of the insureds or deny to the imsoguisition by subrogation of rights of recovagainst the other Party to the
extent such rights have been waived by the insBety prior to occurrence of loss or injury, ingada and to the extent that such provisions magfteetive without making it
impossible to obtain insurance coverage from resibéercompanies qualified to do business in théeSidTexas (even though extra premium may rebeltefrom). In the event
that extra premium is payable by either Party eesalt of this provision, the other Party shalhiburse the Party paying such premium the amousaicii extra premium. If, at
the request of one Party, this non-subrogationipiav is waived as to such Party, then the oblayatf reimbursement by such Party shall ceaseuin period of time as such
waiver shall be effective, but nothing containedhiis Section 7.5 shall derogate from or othenaiffect releases elsewhere herein contained ofrdithgy for claims. Each Pal
shall be entitled to have duplicates or certifisai€any policies containing such provisions. ERalty hereby waives all rights of recovery agaihstother for loss or injury
against which the waiving Party is protected byirasce containing said non-subrogation provisioeserving, however, any rights with respect to exgess of loss or injury
over the amount recovered by such insurance.

ARTICLE VIl
Casualty
8.1 Right to Terminate In the event that all or any portion of the Preesiare damaged or destroyed by fire or other ttasarad such damage or destruction

exceeds twenty five percent (25%) of the valuéhefRremises, then either Party may terminate thésé by notice to the other party within 30 dayerafuch damage or
destruction. In the event that all or any portidthe Premises are damaged or destroyed by ficthar casualty and such damage or destruction pteVenans material use ¢
the Premises for thirty (30) consecutive days, fhenant shall have the right, upon written noté andlord, to terminate this Lease.

8.2 Restoration If the Premises are damaged or destroyed byfimher casualty and this Lease is not terminpteduant to Section 8.1, then Landlord shall
promptly and diligently repair and restore the As&® as nearly as practicable to their conditioorgo such damage or destruction, and in any eteeatcondition reasonably
suitable for Tenant’s use and occupancy, but stubjed only to the extent allowed by (a) then Apglile Laws and (b) the net insurance proceeds #eila Landlord on
account of such damage or destruction after deuyithie reasonable costs of collecting such procaedsny amount retained by any Mortgagee purdoghe terms of its
Mortgage, it being understood and agreed that laaddihall not be obligated to repair or restor@nidl to the extent such proceeds are not made bheitait for such purpose t
any Mortgagee. Rent shall be equitably abated Latidlord restores the Premises to a conditionomesly suitable for Tenant’s use and occupandyaifdliord fails so to
restore within 6 months after the occurrence ohslemage or destruction, then, regardless of @sorefor such failure (and including where a Moggmrefused to make
insurance proceeds available for repair and retidoja Tenant may terminate this Lease by notickeandlord within 30 days after the expiration o€sl6 month period.

Landlord shall not be obligated to restore any raltiens and Improvements constructed by TenanherPtemises. Rather, Tenant shall be responsibtepair and restoration
of any such Alterations and Improvements whichais made.
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ARTICLE IX
Eminent Domain

9.1 Taking of Entire Premisesin the event that the entire Premises are tagggobdemnation or eminent domain, then this Lehsél eerminate on the date
when title passes to the taking authority, and Reatl be pro rated and paid to such date.

9.2 Partial Taking Termination. In the event that only a portion of the Premisesso taken but such portion exceeds twenty #regnt (25%) of the value
thereof, then Landlord may terminate this Leasadtjce to Tenant within 30 days after the date {ithsses to the taking authority, and Rent shgltbeated and paid to such
date in the same manner as provided in Sectiori®the event that only a portion of the Premisessa taken, if such taking materially affects Tretsaability to use the
Premises for the Permitted Use, Tenant shall aisxetion terminate this Lease immediately up@m&ys written notice. .

9.3 Partial Taking- Restoration In the event that only a portion of the Premiesso taken but this Lease is not terminated pmtso Section 9.2 then
Landlord shall promptly and diligently repair arebtore the Premises or what remains thereof atyresapracticable to their condition before sudtirtg and in any event to a
condition reasonably suitable for Tenant's use @smipancy, but subject and only to the extent p&ethby (a) then Applicable Laws and (b) the nkirtgs award available to
Landlord after deducting the reasonable costs t#ioimg such award and any amounts retained byMorygagee pursuant to the terms of its Mortgagleeihg understood and
agreed that Landlord shall not be obligated toiregzd restore if and to the extent such awardtsmade available to it for such purpose by anyiddortgagee. Rent shall be
equitably abated until Landlord restores the Premie a condition reasonably suitable for Tersante and occupancy, and, in the case of a takighvpermanently reduced 1
Premises, Rent shall be equitably abated for thireder of the Term in just proportion to such panent reduction. If Landlord fails so to restore Bremises within 6 months
after the occurrence of such taking, then, regasdéé the reason for such failure (and includingrera Mortgagee refused to make the takings awaad adequate portion
thereof available for repair and restoration), Temaay terminate this Lease by notice to Landloitthiw 30 days after the expiration of such 6 mgmehiod. Landlord shall not
be obligated to restore any Alterations and Impnoeets constructed by Tenant in the Premises. Rafkeant shall be responsible for repair and rastor of any such
Alterations and Improvements which it has made.

9.4 Eminent Domain Award All awards, damages and compensation on accduantyosuch taking of the Premises shall belongwesietly to Landlord, and
Tenant hereby assigns and releases to Landloodl @#nant’s right to any such awards, damages antpensation, except only that Tenant may, at its empense, make a
separate claim to the taking authority for Tenapéssonal property and relocation expenses, prawidat Landlord’s award is not reduced thereby.ai¢shall execute and
deliver to Landlord all instruments as may be neapsor desirable to confirm Tenant's foregoinggssient and release to Landlord of all such awatdmages and
compensation. Tenant hereby irrevocably appointsllaad, which appointment is coupled with an ingtras Tenant’s attorney-in-fact to execute antveleny such
instruments for Tenant in Tenant’s name, placestedd, should Tenant fail to do so.
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ARTICLE X

Yield Up
10.1 Yield Up . At the expiration of the Term or earlier terminatof this Lease, Tenant shall surrender all keythe Premises, remove all of its furnishings,

fixtures, equipment, materials, supplies, inventeffects and other personal property from the Bses) (including, without limitation, all of Tenasitrade furnishings, trade
fixtures and equipment), leave any Alterations Bmgrovements made by Tenant, remove all of itssigherever located, repair all damage caused bgiacty removal and
yield up the Premises (including all Alterationgldmprovements) in the same good, proper, cleantssg, safe, sound, working and tenantable orclamdition and repair i
which Tenant is obliged to keep and maintain treni®ses by the provisions of this Lease. Any of Teisgroperty not so removed shall be deemed ab@diand may be
retained by Landlord or may be removed and dispo$ég Landlord in such manner as Landlord shatlédaine. Tenant shall pay Landlord the entire emst expense incurred
by Landlord in effecting such removal and dispasitand in making any incidental repairs and reptaags to the Premises. Without limiting the gensralf the foregoing,
Tenant shall have the right upon the expiratioteamination of this Lease to remove all of its grdiXtures, furnishings and equipment from the Rsess) provided that it
complies with all requirements of this Section 1id. Hloing so.

10.2 Holdover. For each day after the expiration of the Terntherearlier termination of this Lease, and prioTénant’s performance of its obligation to
yield up the Premises under this Article, Tenamilgtay to Landlord as rent an amount equal to 190%e Base Rent computed on a daily basis, tegetith all Additional
Rent and other charges payable with respect to @adhday. Tenant shall further indemnify Landlagainst all loss, cost and damage suffered by loaddis a result of
Tenant’s delay in surrendering the Premises aseapowided. Any such holding over by Tenant shalbltenancy at sufferance only.

ARTICLE XI
Defaults

11.1 Events of Default (a) If Tenant fails to make any payment of BasatkRAdditional Rent or other charges when dueureter and does not cure such
default within ten days after notice thereof fromnidlord, or (b) if Tenant fails to procure or maintany of the insurance required hereunder and doecure such default
within ten days after notice thereof from Landlood(c) if Tenant fails to perform any of its othaligations under this Lease and does not cure dafault within 30 days after
notice thereof from Landlord, or, if such defaslniot reasonably susceptible of cure within 30 déyBenant does not commence to cure within su@ld&ys and thereafter
diligently and continuously prosecute such cureampletion, or (d) if Tenant or any present or fatguarantor of all or any portion of Tenant’s galions under this Lease (a
“Guarantor”) becomes insolvent, or (e) if the iasld estate under this Lease or any substantinbpthe property of Tenant or of any Guarantarisen on execution, or by
other process of law, or is attached or subjeaieghy other involuntary encumbrance and such ptpjenot reconveyed to Tenant or Guarantor or sitdchment or
encumbrance is not dissolved within 60 days thégeadr (f) if a receiver, trustee, custodian, gliwm, liquidator or similar agent is appointed wigspect to Tenant or any
Guarantor, or if any such person or a mortgagesired party or other creditor takes possessiohePremises or of any substantial part of the ptpmd Tenant or of any
Guarantor, and, in either case, if such appointroetaking of possession is not terminated wittird@ys after it first occurs, or (g) if a petitifiled by or with the consent of
Tenant or of any Guarantor under any federal de $&av concerning bankruptcy, insolvency, reorgatiin, arrangement, or relief from creditors, oriffa petition is filed
against Tenant or against any Guarantor undereasrél or state law concerning bankruptcy, insalyereorganization, arrangement, or relief fromdai@'s, and such petition
is not dismissed within 60 days thereafter, oif (Tlenant or any Guarantor which is a corporatioother entity dissolves or is dissolved or liquetaor adopts any plan or
commences any proceeding, the result of whichtenihed to include dissolution or liquidation (eaélthe foregoing an “Event of Default”), then, andany of such cases,
Landlord and the agents and servants of Landlavéully may, in addition to and not in derogationafy remedies for any preceding breach of covemamediately or at any
time thereafter and without demand or notice artti wi without process of law (forcibly, if necesgagenter into and upon the Premises or any paretién the name of the
whole or mail a notice of termination addresse@d@oant, and repossess the same as of Landlfodher estate and expel Tenant and those claithiogigh or under Tenant a
remove its and their effects (forcibly, if neces3avithout being deemed guilty of any manner o§prass and without prejudice to any remedies whigfnotherwise be used
for arrears of rent or prior breach of covenant,ampon such entry or mailing as aforesaid, thiaseeshall terminate, Tenant hereby waiving alugbay rights (including,
without limitation, rights of redemption, if anyg the extent such rights may be lawfully waiveddl &andlord, without notice to Tenant, may store amts effects, and those of
any person claiming through or under Tenant aettpense and risk of Tenant, and, if Landlord sotsJenay sell such effects at public auction ovate sale and apply the net
proceeds to the payment of all sums due to Landtord Tenant, if any, and pay over the balancanif, to Tenant. Upon such termination, Tenant shatiediately vacate and
surrender the Premises and deliver possessiorottteréenant.
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11.2 Remedies In the event that this Lease is terminated uadgrof the provisions contained in Section 11.%hall be otherwise terminated for breach of
any obligation of Tenant, Tenant covenants to pethfvith to Landlord, as compensation, the excésseototal rent reserved for the residue of thenTever the rental value of
the Premises for said residue. In calculating &me reserved, there shall be included, in additiotne Base Rent and Additional Rent, the valuallabther considerations agreed
to be paid or performed by Tenant for said residemant further covenants as additional and cunvelabligations after any such termination to papgtually to Landlord all
the sums and to perform all the obligations whieimdnt covenants in this Lease to pay and to perfiotime same manner and to the same extent ahe aatne time as if this
Lease had not been terminated. In calculating theuats to be paid by Tenant pursuant to the imntelgi@receding sentence, Tenant shall be creditddtie portion of any
amount paid to Landlord as compensation as inShation 11.2 provided allocable to the correspagg@iortion of the Term, and also with the net praiseef any rent obtained
by Landlord by reletting the Premises, after deitigcall Landlord’s reasonable expenses in conneatiibh such reletting, including, without limitatipall repossession costs,
brokerage commissions, fees for legal serviceseapenses of preparing the Premises for such raeftibeing agreed by Tenant that Landlord may shall not be obligated
to, (a) relet the Premises or any part or partetifefor a term or terms which may at Landlordiion be equal to or less than or exceed the peviudh would otherwise have
constituted the balance of the Term and may gnaett soncessions and free rent as Landlord in é&saeable judgment considers advisable or necessagiet the same,

(b) make such alterations, repairs and decoratiotiee Premises as Landlord in its reasonable juddroonsiders advisable or necessary to reletaime sand (c) keep the
Premises vacant unless and until Landlord is abternt the Premises to a tenant which is at leadeairable and financially responsible as Termohithe date of this Lease, on
terms not less favorable to Landlord than thosthisfLease. No action of Landlord in accordancéhie foregoing or failure to relet or to colleent under reletting shall
operate or be construed to release or reduce Tettiahility as aforesaid.
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In lieu of any other damages or indemnity andeu of full recovery by Landlord of all sums payableler all the foregoing provisions of this Sectidn2, Landlord
may, by notice to Tenant, at any time after thiadeeis terminated under any of the provisions d¢oathin Section 11.1 or is otherwise terminatedbi@ach of any obligation of
Tenant and before such full recovery, elect tovecoand Tenant shall thereupon pay, as liquiddéadages, an amount equal to the aggregate of te Bent and Additional
Rent accrued in the year ended prior to such textiain plus the amount of Rent of any kind accrued @npaid at the time of termination and less theunt of any recovery by
Landlord under the foregoing provisions of thist8et11.2 up to the time of payment of such liqeédhdamages.

Nothing contained in this Lease shall, howeveritlon prejudice the right of Landlord to prove famd obtain in proceedings under any federal oe $tat relating to
bankruptcy or insolvency or reorganization or agement an amount equal to the maximum allowed lyystatute or rule of law in effect at the time whand governing the
proceedings in which, the damages are to be pravieetther or not the amount be greater than the ahwafuithe loss or damages referred to above.

11.3 Remedies CumulativeAny and all rights and remedies which Landlordyrhave under this Lease or at law or equity shalkbmulative and shall not be
deemed inconsistent with each other, and any twoare of such rights and remedies may be exereiséte same time insofar as permitted by Applicilales.

11.4 Landlords Right to Cure DefaultsLandlord may, but shall not be obligated to,rat ime following ten days’ prior notice to Tenaakcept in cases of
emergency when no notice shall be required, cuyedafault by Tenant under this Lease; and whenkaadlord so elects, all costs and expenses inclayddandlord, including
reasonable attorneys’ fees in curing such defabdll be paid by Tenant to Landlord as AdditionahRon demand, together with interest thereoneat tte Payment/Default
Rate from the date of payment by Landlord to the d& payment by Tenant.
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115 Payment of Landloré Cost of EnforcementTenant shall pay on demand Landlord’s expengekjding reasonable attorneyees, incurred in enforcir
any obligation of Tenant under this Lease or inrmuany default by Tenant under this Lease.

11.6 Effect of Waivers of Default Any consent or permission by Landlord to anyaadmission which otherwise would be a breach gf@venant or
condition herein, or any waiver by Landlord of tireach of any covenant or condition herein, shatlimany way be held or construed (unless expyessteclared) to operate
S0 as to impair the continuing obligation of any@eant or condition herein or otherwise, excefbahe specific instance, operate to permit sinalets or omissions. The failt
of Landlord to seek redress for violation of, oiirteist upon the strict performance of, any covemarcondition of this Lease shall not be deemedsver of such violation nor
prevent a subsequent act, which would have orilyimainstituted a violation, from having all the éerand effect of an original violation. The recdigtLandlord of rent with
knowledge of the breach of any covenant of thisseeshall not be deemed to have been a waiver bftmeach by Landlord, or by Tenant, unless suclvavdie in writing
signed by the party to be charged. No consent aremgexpress or implied, by Landlord to or of @rgach of any agreement or duty shall be constasealwaiver or consent to
or of any other breach of the same or any othezeagent or duty.

11.7 No Accord and SatisfactionNo acceptance by Landlord of a lesser sum thaB#se Rent, Additional Rent or any other charge tfue shall be deem
to be other than on account of the earliest insitit of such rent or charge due, unless Landl@cdby notice to Tenant to credit such sum agéesimost recent installment
due, nor shall any endorsement or statement orclaegk or any letter accompanying any check or payme rent or other charge be deemed a waivegr@ement or an acco
and satisfaction, and Landlord may accept suchkcbepayment without prejudice to Landlord’s rigbtrecover the balance of such installment or paieswy other remedy in
this Lease provided.

ARTICLE Xl
Mortgages

121 Rights of Mortgagees; Limitation of LiabilitiedJntil the Mortgagee under any Mortgage shall eatel take possession of the Premises for the pagpo
of foreclosure, such Mortgagee shall have only sigffits of Landlord as are necessary to presewéntiegrity of this Lease as security. Upon entrgl taking possession of the
Premises for the purpose of foreclosure, such Maoeg shall have all the rights of Landlord. Notsti#imding any other provision of this Lease to theeti@ry, including, without
limitation, Section 13.4, no such Mortgagee shalliable to perform or liable in damages for faglio perform, any of the obligations of Landlordass and until such
Mortgagee shall enter and take possession of #miBes for the purpose of foreclosure. Upon emryte purpose of foreclosure, such Mortgagee $tgaliable to perform all
of the obligations of Landlord accruing from anteakuch entry, subject to and with the benefihefprovisions of Section 13.4, provided that @aiiginuance of any
foreclosure proceeding shall be deemed a conveyamber such provisions to the owner of the PremidesViortgagee shall ever be liable to perform abljgations of
Landlord accruing before such entry. No Base Reddtlitional Rent or any other charge shall be paaterthan ten days prior to the due dates theredpagments made in
violation of this provision shall (except to thetemt that such payments are actually received Myprgagee in possession or in the process of fosauj its Mortgage) be a
nullity as against such Mortgagee, and Tenant &ealiable for the amount of such payments to dohtgagee. The covenants and agreements contairteaiLease with
respect to the rights, powers and benefit of a yagee (including, without limitation, the covenaatsl agreements contained in this Section 12.13titate a continuing offer 1
any person, corporation or other entity, which bgepting a Mortgage subject to this Lease assuhgestiligations herein set forth with respect tohsMortgagee; such
Mortgagee is hereby constituted a party to thisskess an obligee hereunder to the same extenbagitlits name were written hereon as such; and Mactgagee shall be
entitled to enforce such provisions in its own naffenant agrees on request of Landlord to exeaudalaliver from time to time any agreement whictyrha necessary to
implement the provisions of this Section 12.1.
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12.2 Subordination to MortgagesThis Lease is and shall be subject and suborltoaany present or future Mortgage provided thatMortgagee agrees in
writing not to terminate this Lease nor otherwiggutb Tenans possession of the Premises in the event of alémere, so long as no Event of Default shall haseurred and i
continuing.

ARTICLE XIlI
Miscellaneous Provisions

13.1 Notices from One Party to the Othekll notices required or permitted under this Leeaball be in writing and delivered by hand or ediby registered
or certified mail, postage prepaid and return retceiquested, addressed if to Tenant to Tenanttyess$ designated in Section 1.1 or such other agidie Tenant shall have last
designated by notice in writing to Landlord andpifLandlord, to Landlord’s Address designatedéctin 1.1 or such other address as Landlord bhak last designated by
notice in writing to Tenant. All notices shall biéeetive upon delivery to the address of the adsreqeven if such addressee refuses delivery thereo

13.2 Quiet Enjoyment Landlord agrees that, upon Tenargaying the rent and performing and observinge¢has, covenants, conditions and provisions ¢
part to be performed and observed, Tenant shalheadpeaceably and quietly have, hold and enjoytieenises during the Term without any manner ofitince or molestatic
from Landlord or anyone claiming under Landlordpjseat, however, to the terms and provisions of ti@ase.

13.3 Lease not to be Recorde@enant agrees that it will not record this Ledegth Parties shall, upon the request of eithegcate and deliver a notice of tl
Lease in such form, if any, as may be permittedpplicable Laws. If this Lease is terminated beftire Expiration Date, then the Parties shall exeaigliver and record an
instrument acknowledging such fact and the actatd df termination of this Lease, and Tenant heggpoints Landlord its attorney-in-fact, coupledhaan interest, with full
power of substitution to execute such instrument.
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13.4 Bind and Inure; Limitation of Landlotd Liability . The obligations of this Lease shall run with ked, and this Lease shall be binding upon anckitar
the benefit of the Parties hereto and their re$pestuccessors, assigns and legal representaeeswner of the Premises shall be liable underltbesse except for breaches of
Landlord’s obligations occurring while owner of tReemises. The obligations of Landlord shall belirig upon the assets of Landlord which comprisePttemises but not upon
other assets of Landlord. No individual partnerpther, trustee, stockholder, officer, director, mgaraemployee or beneficiary of Landlord shall respnally liable under this
Lease. Tenant shall look solely to Landlord’s iattrin the Premises in pursuit of its remedies Upamdlord’s default hereunder. The general asddtamdlord and of the
individual partners, members, trustees, stockheldficers, directors, managers, employees orfiaees of Landlord shall not be subject to leexecution or other
enforcement procedure for the satisfaction of #medies of Tenant.

13.5 Force Majeure In any case where either Party is required tampacts, then, except where specifically provietthis Lease and to the contrary, delays
caused by or resulting from acts of God, war, a@einmotion, fire, flood or other casualty, labdifidulties, shortages of labor, materials or equgmt government regulations,
unusually severe weather, or other causes beyaidRarty’s reasonable control shall not be couirtetbtermining the time during which such acts shalcompleted, whether
such time be designated by a fixed date, a fixee tr a “reasonable time”, and such time shalldented to be extended by the period of such delay.

13.6 Landlords Default. Landlord shall not be deemed to be in defauthenperformance of any of its obligations hereunddess it shall fail to perform su
obligations and such failure shall continue foreaipd of 30 days following receipt of notice froneffant or, if such default is not reasonably susiclepdf cure within 30 days, if
Landlord does not commence to cure within such&@&and thereafter diligently and continuously pooge such cure to completion

13.7 Brokerage Landlord warrants and represents that it hasleadealings with any broker or agent in connectidth this Lease. Tenant represents and
warrants that it has not engaged the servicesyfeal estate broker or other broker or finderanmection with this transaction except Tenaroker. Tenant shall defend, w
counsel approved by Landlord, hold harmless andnmify Landlord from and against any and all cespense or liability for any compensation, comnaissiand charges
claimed by Tenant’s Broker with respect to Tenadgalings in connection with this Lease or the tiegjon. The terms and provisions of this Secti@a7lshall survive the
termination of this Lease.

13.8 Estoppel Certificate Upon not less than ten days’ prior notice by Uard] Tenant shall execute, acknowledge and detivéandlord a statement in
writing, addressed to such party as Landlord skesignate in its notice to Tenant, certifying tthés Lease is unmodified and in full force and effend that Tenant has no
defenses, offsets or counterclaims against is atitigs to pay the Base Rent, Additional Rent andather charges and to perform its other covenamder this Lease (or, if
there have been any modifications that the sarimefigdl force and effect as modified and stating thodifications and, if there are any defensesetdfor counterclaims, setting
them, forth in reasonable detail), the dates tcctviiie Base Rent, Additional Rent and other chahgee been paid and a statement that Landlordtimmitefault hereunder (or
in default, the nature of such default, in reastmdetail). Any such statement delivered pursuaihis Section 13.8 may be relied upon by any pFospe purchaser or
mortgagee of the Premises or any prospective assighany Mortgagee.
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13.9 Landlords Consents No approval or consent hereunder by Landlordresgor implied, in any one case or instance $leatleemed an approval or
consent in any other case or instance. Notwith&tgn8ection 5.7, whenever Tenant requests Landtake any action not required of Landlord undiés tease or give any
consent required or permitted under this Leaseaieshall reimburse Landlord for Landlord’s readsleaout-ofpocket costs payable to third parties and incupgetandlord ir
reviewing the proposed action or consent, includemsonable attorneys’, engineers’ or architeetssf within 30 days after Landlord’s delivery ta@et of a statement of such
costs. Tenant shall be obligated to make such mgisgiment without regard to whether Landlord corssemainy such proposed action.

13.10 Furniture and related item#ll case goods, modular office furniture and diseds owned by Landlord and located in the Prendses the
Commencement Date will be made available for trdusive use and enjoyment of Tenant during the Tamchany extensions thereof. Landlord make no wéesor
representation concerning the condition of the prgpdescribed herein and all such use and enjoylmefienant shall be at Tenant's sole risk and egpe&nd subject to the
indemnity provisions given by Tenant to Landlorccastained herein.

13.11 Tenants PostTermination Obligations The expiration or termination of this Lease shall relieve Tenant of any of its obligations her@er which by
their terms or nature Tenant is to perform aftehsexpiration or termination, nor of any indemrgiyen by Tenant hereunder, all of which shall couméi and remain in full force
and effect for as long as allowed by Applicable kaw

13.12 Applicable Law. This Lease shall be governed by and construaddnrdance with the laws of the State of Texaanyfterm, covenant, condition or
provision of this Lease or the application ther@ofny person or circumstances shall be declaralith or unenforceable by the final ruling of aucoof competent jurisdiction
having final review, the remaining terms, covenaotmditions and provisions of this Lease and tapplication to persons or circumstances shalbeaffected thereby and
shall continue to be enforced and recognized ad agkeements of the Parties, and in the placed svalid or unenforceable provision, there shallubstituted a like, but
valid and enforceable provision which comportsh® findings of the aforesaid court and most neatlyomplishes the original intention of the Parties.

13.13 No Other AgreementThere are no oral or written agreements betweerdlord and Tenant affecting this Lease. This Leaag be amended, and the
provisions hereof may be waived or modified, onyyifistruments in writing executed by Landlord areh@nt.
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13.14 No Representations by Landlortileither Landlord nor any agent of Landlord haslenany representations or promises with respebiet®remises
except as herein expressly set forth, and no righigleges, easements or licenses are grant@driant except as herein expressly set forth.

13.15 Time of EssenceTime is of the essence with respect to all tewoaditions and provisions of this Lease.
13.16 Titles . The titles of the several Articles and Sectioostained herein are for convenience only and stwlbe considered in construing this Lease.
13.17 “Landlord and“Tenant . Unless repugnant to the context, the words “Lartiland “Tenant” appearing in this Lease shaltbastrued to mean those

named above and their respective successors, askgal representatives and those claiming thrarghder them respectively. If there be more thraa tenant, then the
obligations imposed by this Lease upon Tenant $feajbint and several.

13.18 Submission Not an OfferThe submission of a draft of this Lease or a sammof some or all of its provisions does not citnt an offer to lease or
demise the Premises, it being understood and agineedeither Landlord nor Tenant shall be legatiynd with respect to the leasing of the Premisésss and until this Lease
has been executed and delivered by both Landlatdranant.

Executed under seal as of the Date of this Lease.

Landlord:

By: /s/ Dirk Laukien
Print Name: Dirk Laukien
Print Title: Owner

Tenant:

PHARMAFRONTIERS CORPORATION

By: /s/ C. W. Rouse
Print Name: C.W. Rouse
Print Title: CFO and Secretary
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EXHIBIT A

Legal Description of the Land
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EXHIBIT B

Plan of Land
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EXHIBIT C

Rent Schedule

Rent Annual Base Rent

Year 1: $5.75 per RSF $59,535.50

Year 2: $10.75 per RSF $111,305.50
Year 3: $13.25 per RSF $137,190.50
Year 4. $13.25 per RSF $137,190.50
Year 5: $14.25 per RSF $147,544.50
Year 6: $14.25 per RSF $147,544.50
Year 7: $14.25 per RSF $147,544.50
Year 8: $15.25 per RSF $157,898.50
Year 9: $15.25 per RSF $157,898.50
Year 10: $15.25 per RSF $157,898.50
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EXHIBIT D

Landlords Work

Approximately twenty (20) additional parking spate®e located at Landlord’s sole discretion.
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Chemical List by Department

Research and Development Laboratories
AIM-V medium

RPMI 1640 medium

L-glutamine

Penicillin/Streptomycin

Trypan Blue Solution

Hank's Balanced Salt Solution
DEPC-treated Water

Ficoll-Paque Plus

PHA Stock solution (1 mg/mL)
Concanavalin A (Con A)

ATP Lite Kit

Mitomycin C Stock solution (0.5 mg/mL)
Formaldehyde
Ethylenediaminetetraacetic acid
Sporicidin cleaning solution
Sodium azide

Flow check Fluorospheres

Click’s medium

Cell Genix Dendritic Cell Medium
Gamma Interferon Secretion Assay
Annexin V-FITC Apoptosis Detection Kit
BrdU Flow Kit

FITC-conjugated Antibody set
2-mercaptoethanol

Manufacturing & Production Laboratory
Ficoll-Paque Plus
HEPES Buffer
AIM-V Medium
RPMI 1640 Medium
Dimethylsulfoxide

Hank's Balanced Salt Solution
Human AB Serum

Origen Freezing Medium
Sodium Chloride

EXHIBIT E

Permitted Hazardous Material

Human Serum

Lyophilized ATP Standard Solution
Lyophilized ATP Substrate Solution
Synthetic Peptides

Trypsin

Anti-hCD3 g antibody

DNA Quality Control particles
CaliBRITE 3 beads

BD Multi-Check Control
Phosphate Buffered Saline (10X)
Ultra bleach

Albumin (Bovine)
Deoxyribonuclease |

Cell Mab Medium

Brefeldin A

Dimethylsulfoxide

FACS Rinse

FACS Clean

FACS Flow

Sodium dodecyl sulfate

Sodium Chloride

TCR antibody

Gamma Interferon antibody

Thymidine -H3

Peptide #1 (MBP - Myelin Basic Protein)
Peptide #2 (MBP - Myelin Basic Protein)
Peptide #3 (PLP - Proteolipid Protein)
Peptide #4 (PLP - Proteolipid Protein)
Peptide #6 (MOG
Glycoprotein)

- Myelin

Peptide #7 (MOG - Myelin OIigodendrocth

Glycoprotein)
Drierite

Proleukin, recombinant human interleukin 2

Sterile water
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Human Interleukin 2
CXCR-3, antibody to
FACS Lysin Buffer (10X)
FACS Perm Il (10X)
Propidium lodide

Origen Freezing medium
Isopropanol

Dynabeads CD3/CD28 T Cell expander
SPOR-KLENZ cleaning solution
Glacial Acetic Acid

CD-3 antibody

CD-4 antibody

CD-8 antibody

CD-11b antibody

CD-14 antibody

CD-15 antibody

CD-19 antibody

CD-20 antibody

CD-25 antibody

CD-45 antibody

CD-69 antibody

CD-80 antibody

CD-86 antibody

CD34 antibody

Trypan Blue
Phytohemagglutinin
Isopropanol
SPOR-KLENZ

Oligodendrocyt

Sporicidin

leach

Glacial Acetic Acid
L-Glutamine




Quality Control Laboratories
Trypticase Soy Agar with 5% Sheep's Blood
Thioglycollate Medium
Tryptic Soy Broth
Sabouraud-Dextrose Agar
DNA Gel Loading Buffer
Anaero-Indicator
Lymphoprep

BBL McFarland Standard No. 0.5
BACTEC PEDS Plus/F
Tris-Acetate-EDTA (TAE) 10X Buffer
Gram Stain Kit: Crystal Violet

Gram Stain Kit: Grams lodine

Gram Stain Kit: Decolorizer

Gram Stain Kit: Safranin Stain

Omni Pur Tris-EDTA Buffer Solution
100 bp DNA Ladder (50 ug/mL)
DEPC-treated Water

Nuclease Free Wat

Hank's Balanced Salt Solution
DNA-Zap (Solution 1 and Solution 2)
Septihol

Endotoxin (Escherichia coli) Control Standard  Saline 0.85% Solution
Pyrotubes Depyrogenated Reaction Tubes (SamPack-Anaero

Ultraclean DNA BloodSpin Kit (50 purifications)
Proteinase K

LAL Reagent Water (LRW)

Methylene Blue Chloride

Ethidium Bromide

667 Polaroid Film

RNAse Away

Mycoplasma Detection Kit: 2nd Stage Primer Parafilm

Pyrotubes Depyrogenated Reaction Tubes (DilutMycoplasma Detection Kit (Version 2.0)
QualiSwab - Streptococcus pyogenes Mycoplasma Detection Kit: M. pirum DNA
Bactrol Plus - Escherichia coli ATCC# 25922  Mycoplasma Detection Kit: A. laidlawii DNA
Bactrol Plus - Staphylococcus aureus ATCC# 25Mycoplasma Detection Kit: Lysis solution
Bactrol Plus - Candida albicans ATCC# 14053 Mycoplasma Detection Kit: 1st Stage Primer
NovaTaq PCR Kit: 25 mm MgCL

NovaTaq PCR Kit: PCR grade wa Mycoplasma Detection Kit: 1.1 X Tagq Polymer

Bleach EZ Starter Kit
Buffer

Platinum Tagq DNA Polymerase (5 units/uL; :

NovaTaq PCR Kit: 10 mm dNTP Mi Agarose

reactions)
NovaTaq PCR Kit: NovaTaq DNA PolymeraseMycoplasma Plus PCR Primer Set TAP (Thermal Activated) DNA polymerase (sarr
u/uL) pack)
Limulus Amebocyte Lysate (LAL) Pyrotell MultiteLimulus Amebocyte Lysate (LAL) Pyrotell Sing
vials Test vials
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Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

1, David B. McWilliams, certify that:

1. | have reviewed this annual report on Form 10-K$BlarmaFrontiers Corp. (the “registrant);

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgtéte a material fact necessary to make the statisrmade, in light «
the circumstances under which such statementswade, not misleading with respect to the perioceoed by this report;

3. Based on my knowledge, the financial statemeni,adiner financial information included in this repdairly present in all material respects theafigial condition, resul
of operations and cash flows of the registrantfaaral for, the periods presented in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls and procedures (as defined im&hge Act Rules 13a-15
(e) and 15d-15(e)) for the registrant and have:

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbe ttesigned under our supervision, to ensurentiadtria
information relating to the registrant, includirtg tonsolidated subsidiaries, is made known toyustbers within those entities, particularly duritige period il
which this report is being prepared,;

b. Evaluated the effectiveness of the registrantclaisire controls and procedures and presentedsimethort our conclusions about the effectivendésbedisclosur
controls and procedures, as of the end of the peovered by this report based on such evaluagind;

c. Disclosed in this report any change in the regmainternal control over financial reporting thatcurred during the registrant's fourth fiscal erathat ha
materially affected, or is reasonably likely to ev@lly affect, the registrant's internal contreko financial reporting; and

5. The registrant's other certifying officer(s) anialve disclosed, based on our most recent evaluationternal control over financial reporting, toetregistrant's auditors &
the audit committee of the registrant's board cdalbrs (or persons performing the equivalent fions):

a. All significant deficiencies and material weaknesgethe design or operation of internal controgofinancial reporting which are reasonably likedyadversel
affect the registrant's ability to record, processnmarize and report financial information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the registrant's internal control overafitia
reporting.

/s/ DAVID B. MCWILLIAMS
David B. McWilliams
President and Chief Executive Officer

Date: March 31, 2006



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

I, C. William Rouse, certify that:

1. | have reviewed this annual report on Form 10-K$BlarmaFrontiers Corp. (the "registrant");

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgtéte a material fact necessary to make the statisrmade, in light «
the circumstances under which such statementswade, not misleading with respect to the perioceoed by this report;

3. Based on my knowledge, the financial statemeni,adiner financial information included in this repdairly present in all material respects theafigial condition, resul
of operations and cash flows of the registrantfaaral for, the periods presented in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls and procedures (as defined im&hge Act Rules 13a-15
(e) and 15d-15(e)) for the registrant and have:

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbe ttesigned under our supervision, to ensurentiadtria
information relating to the registrant, includirtg tonsolidated subsidiaries, is made known toyustbers within those entities, particularly duritige period il
which this report is being prepared,;

b. Evaluated the effectiveness of the registrantclaisire controls and procedures and presentedsimethort our conclusions about the effectivendésbedisclosur
controls and procedures, as of the end of the peovered by this report based on such evaluagind;

c. Disclosed in this report any change in the regmtsainternal control over financial reporting thatcurred during the registrastfourth fiscal quarter that
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting; and

5. The registrant's other certifying officer(s) anialve disclosed, based on our most recent evaluatioiternal control over financial reporting, toetregistrant's auditors &
the audit committee of the registrant's board cdatbrs (or persons performing the equivalent fions):

a. All significant deficiencies and material weaknesgethe design or operation of internal controéofinancial reporting which are reasonably likedyadversel
affect the registrant's ability to record, processnmarize and report financial information; and

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significdatin the registrant's internal control overaficia
reporting.

[s/ C. WILLIAM ROUSE
C. William Rouse
Chief Financial Officer and Principal Accountingfioér

Date: March 31, 2006



Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. Section 1350, the undersi@feder of PharmaFrontiers Corp. (the “Companyigreby certifies, to such officer's knowledge, tthet Companys Annua
Report on Form 10-KSB for the year ended Decemier2805 (the “Report”fully complies with the requirements of Section d&36r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdiom contained in the Report fairly presents, limaaterial respects, the financial condition aedults of operations of t
Company.

/sIDAVID B. MCWILLIAMS
David B. McWilliams
President and Chief Executive Officer

Date: March 31, 2006



Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. Section 1350, the undersi@feder of PharmaFrontiers Corp. (the “Companyigreby certifies, to such officer's knowledge, tthet Companys Annua
Report on Form 10-KSB for the year ended Decemier2805 (the “Report”fully complies with the requirements of Section d&36r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdiom contained in the Report fairly presents, limaaterial respects, the financial condition aedults of operations of t
Company.

/s/C. WILLIAM ROUSE
C. William Rouse
Chief Financial Officer and Principal Accountingfioér

Date: March 31, 2006



